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

REPORT
[To accompany H. R. 4790"

The Committee on Finance, to whom was referred the bill (H. R.
4790) to reduce individual tax payments, and for other purposes,
having had the same under consideration, report fa.vorab%ly thereon
with amendments and recommend that the bill, as amended, do pass.

I. GENERAL STATEMENT

Your committee’s bill is designed to dprovide a stimulus to labor,
management, and venture capital; an adjustment for the increase in
the cost of living; and the geographical equalization of the burden
of the income, estate, and gift taxes. NPT ;

The heavy individual income-tax rates now in effect constitute a seri-
ous restriction upon new investment, inhibit the incentives of manage-
ment, and prevent the normal increase in productivity of labor.
These rates impede the production which is so necessary in the imme-
diate future in order to stabilize our economy and which in the long
run is essential to an increase in the American standard of living,
Your committee’s bill is a step toward the development of a tax-rate
schedule which is consistent with the maintenance of a healthy
American economy. ey i ;

Adjustment for the present high cost of living is made by an increase
in exemptions under the individual income tax. This relief is heavily
concentrated among taxpayers in the low-income brackets. Such tax-
payers also receive preferential treatment in the percentage tax
reductions made by tﬁis bill. - Additional relief is granted to persons

. 65 and over and to the blind. - o S S

Equalization is provided for the tax burdens of married couples in
common-law and community-property States. The bill corrects exist-
ing inequalities under the estate and gift taxes, as well as the individual

income tax. '
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The reduction in tax liabilities gi‘@‘ﬁidyedi by your committee’s bill
amounts to $4.8 billion in a year of full operation, or about $2 billion
less than the House bill. This decrease was deemed advisable in order
to place tax reduction on a more conservative basis, and to provide
adcﬁtional assurance of ample surpluses for debt reduction and con-
tingencies in the current year and in years to come. |

TaBLE I.—A4 co“mpdf'z’éo*nf of the effective individual income-taz rates under present
law, under the House bill, and the Scnate Finance Commitlee bill

e Married ‘person, no de- | Married - person, 2 de.

Single person, no endents, entire income
3 ) pendents, entire in
‘ ependents gamed by 1 spouse earned by 1 spouse come
Income after- : P : o ~
deductions but ; H. R, ) ~H.R, H, R,
before exemptions | H.R. | 4700 D HORG 4790 : “H, R | 4700
Present | 4700 {(Finance| Present | . 4700 |(Finance| Present | 4700 |(Finance

law ‘(Iémx)se Com- lgw (House | Com- law (House | Com-

mittee bill)  { mittee bill mit
bill) bill) ) bﬂ%e
Percent | Percent | P | Percent | Percent | Percent | Percent | Percent

$6.000. ..
$7v,008j.’*.-‘... e

65,

68971 71,93/ 7 "
70.45| 73..63| 78. 19! 63. -44[-7'
69, 39| § 9

-72.29| 75.76| 80. 25 66,77

00,000 . 58! 73. 39| 77. 00| 81, 40| 68, 97| 71, 93|
$750,000__..._ , 20, 74. 86/ 77.00| 83.-15 71. 92| 75. 33| 83.
$1,000,000....| 84. 01| 75. 60 77. . 97| 73. 39| 77. 00| 83.

Source: Staff of the Joint Committee on Internal Revenue Taxation,
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I1. SumMmarY oF CEANGES IN Exisming Law

H. R. 4790, as amended, is both a tax-reduction and tax-e(tl;ualizaa
tion bill. The tax-reduction features apply solely to the individual
income tax. The includeaﬁeneral‘increase‘in‘exemptions, a reduction
in all tax rates, but with the larger part of the relief in the lower-
income brackets, and special exemptions for those over 65 and the
blind. The tax-equalization features of the bill apply to the indi-
vidual income tax and the estate and gift taxes. They are designed
to produce uniform treatment for residents of common-law and com-
munity-property States. ; ‘ ;
A comparison of the effective -individual income-tax rates under
your committee’s bill, under the bill as passed by the House and
under present law is shown in table I. The changes in the rates and
exemptions of the individual income tax under this bill are effective
January 1, 1948. The changes in withholding rates will become effec-
tive on May 1, 1948. Overwithholding during the first 4 months of
1948, which is not offset by decreased payments on estimated taxes or
final returns, will of course be refunded to the taxpayer. The changes
in the estate and gift tax become law on the date of enactment of this
bill. A brief description of the changes provided by your committee’s

bill is given below.
A. INDIVIDUAL INCOME TAXES

1. Personal and dependency exemptions are increased from $500
per capita to $600 per capita. ; : ; , ;

2. Percentage tax reductions ranging from 12.6 percent to 5 per-
cent, according to the size of the income, are provided for all tax-
payers. Table II compares these percentage reductions with those in
the bill as passed by the House. ; e : .

While the percentage reductions from present law tax are carried
out to one decimal place in two instances, the reductions in tentative
tax are in even percentages as far as the bulk of the taxpayers are
concerned. Since these reductions are the percentages which appear
on the tax form, your committee believed that it was important to
have the reductions in tentative tax expressed as even percentages in
the lower brackets. Moreover, your committee’s reductions are rhade
in a form which avoids the necessity of using the “notch” rate of $67
appearing in the House bill. This is accomplished by making the
reduction in the lowest bracket available to all taxpayers with cor-
responding adjustment in the reductions allowed with respect to ad-
ditional income. This change removes the only serious administra-
tive problem raised by the Commissioner of Internal Revenue at your
committee’s hearings.

The percentage reductions in your committee’s bill are as follows:
(a) Persons with incomes of $2,000 or less after deductions and ex-
emptions ! receive a 12.6-percent reduction in their tax,
_(b) Persons with incomes of $2,000 to about $136,700 after deduc-
.tions and exemptions receive a reduction of 12.6 percent of the tax on
the first $2,000 of their net incomes after exemptions and a reduction
of 7.4 percent of the balance of their tax. '
1 More accurately, surtax net {noomes. For cleater understanding, however, the term ‘‘inoomes after
deductions and exemptions’ will be used hereafter i3 this report, T
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(¢) Persons with incomes in excess of about $136,700 receive a re.
duction of 12.6 percent of the tax on the first $2,000 of their incomes
after deductions and exemptions, a reduction of 7.4 percent of the tax
on the next $134,700, and a reduction of 5 percent of the balance of

their tax. A ‘

TanLE 11.—Percentage reductions in sndividual income tazes provided under your

commiltee’s bill and under the bill as passed by the House

Income after dedue- } ‘
:}33: and excmp- | Tentative tax ! Reductions in tentative tax' | Reductions in present law tax
A, REDUCTIONS UNDER YOUR COMMITTEE'S BILL
$0 o $2,000...._____. $0 to $400_ .. ... 17 peroent._.iiemesiiosivsonnss 12.6 percent. ,

* $2,000 to $136,719.10_| $400 to $100,000..| 17 percent of the tontative taxon | 12.6 percent of the present law
the first $2,000 of surtax net in- |  tax on the first $2,000 of sur-
come plus 12percent of the ten- | tax net:income, plus 7.4 per.
tative tax on the excess, cent of the present law tax on

' e T the excess.

$136,710.10 and over.| $100,000and over.| 17 percent of the tentative taxon | 12.6 percent of the present law
the first $2,000 of surtax net in- | tax on the first $2,000 of sur.
come, plus 12 percent of the | ~tax net income; 7.4 percent
tentativetaxonaboutthe next | of the present law taxr on
$134,700 plus 9.76 percent of about the next $134,700, plus
the tentative tax on the excess. 5 percent of the present law

tax on the excess,
B. REDUCTIONS UNDER THE HOUSE BILL

$0 t0 $1,000.. 25 $0 to $200. ... 33.5 percent.......... cemaccmanat 30 percent,

$1,000 to $1,395.83.....| $200 to $279.17. .| $67.._..... o ---<--| 30 percent to 20 percent,

$1,395.83 t0 $4,000....| $279.17t0$840. .| 24 peroent. ... ...o eiceevenonno.-{ 20 percent, )

$4,000 and over-.... $840 and over...| 24 percent of the tentative taxon | 20 percent of the present law
the first $4,000 of surtax net | tax on the first $4,000 of sur-
Income plus 14.5 percent of | tax netincome plus10percent
the tentative tax on the excess, of the present law tax on the

——— ex0ess.

1 More correctly, tentative normal tax and surtax, 'I‘yhe term “tentative” refers to the tax computation
before the 5-percent reduction provided by present Jaw or the percentage reductions provided under this

3. Husbands and wives are permitted to split their income for tax
purposes. Those who avad themselves of this opportunity file joint
returns, divide their net income and exemptions by two, compute their
tax on this basis, and multiply the result by two. ~Since in this change
the maximum standard deduction for married couples is increased
to $1,000, the maximum standard deduction for single persons is also
increased to $1,0002 . R ; ‘

4. An additional exemption is granted to taxpayers who arc 65 or
over. If both husband and wife have attained the age of 65, the
$600 exemption is granted to each spouse,.

mifzing his de-

73 Present.Jaw provides that a standard deduction may b used by  taxpayer.in lieu of itemizing his de-
diictions; /A taxpayer with an incomna before deductions or exemptions of Jess than $5,000 who uses the Sup-
percent of his income,

or an individual with income before deductions or exemptions is $5,000 or mor
le who files a Joint retur, or a single per-

$500 is allowed.: Your committee’s bill will allow a married coup
son, whose income before deductions or exemptions is between $5,000 and $10,000, 8 standard deduction

equal to 10 percent of income. If the income before deductions or exemptjons of such a person is $10,000 or
more, he is allowed a standard deduction of §1,000, !

Jlement T tax table automatically:is allowed a standard deduction equal to about 10 of 1 !
'E re  standard deduction of
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5. An additional $600 exemption is granted to taxpayers who ar

blind. If both husband and wife are blind, the $600 exemption is

granted to each spouse. A blind person 65 or over may claim this
exemption in addition to that based on age.

B. ESTATE AND GIFT TAXES

1. The 1942 amendments to the estate and gift taxes which provided
special rules in the case of community property are repealed for per-
sons dying and as to gifts made after the date of the enactment of
this bill. Generally, this restores the rule by which estate- and
gift-tax liabilities are dependent upon the ownership of the property
under State law. Thus, in community-property States, irrespective
of which spouse dies first, only one-half of the community property
is included in the gross estate. Similarly, a gift made out of com-
munity property is taxable one-half to the husband and one-half to
the wife, since under State law each owns a one-half interest in the
property. o | o "

2. Provision is made for estate- and gift-tax “splitting’”’ of non-
community property. This provision also will apply to persons dying
after the date of the enactment of this bill, so that community property
and noncommunity property may be placed on an equal basis at the
same time, Under this provision property, passing outright in a
common-law State from a decedent to the surviving spouse is de-
ducted from the decedent’s gross estate u?tov a limit of 50 percent
of the value of the decedent’s gross estate less deductions for funeral
expenses, debts, and other claims against the estate, In a similar
fashion husbands and wives, in common-law States, may treat their
gifts as being made one-half by each spouse. Residents of community-
property States may also take advantage of the estate and gift-tax
splitting provisions with respect to transfers of their separate property.
The same splitting effect is achieved for community property by the
repeal of the 1942 amendments.

C. CAPITAL GAINS TAX

Under your committee’s bill property received by the surviving
spouse as his interest in the community is given the same basis for
l%a,in or loss on a subsequent sale as it would have had if the interest

ad been acquired by bequest, devise, or inheritance from the dece-
dent spouse. With the repesi of the 1942 amendments this means
that the basis for calculating capital gain or loss will be the value as
of the date of death, or the optional valuation date, for the entire

community interest.
III. SumMaRY oF EstiMATED REVENUE EFFeECcT OF TAXx REDUCTION -
- A. EFFECT OF BILL ON TAX LIABILITIES

Individual income-tax liabilities under your committee’s bill are
estimated at $16,884 million in a full year of operation, assuming a
personal income level of $208 billion. This compares with liabilities
of $14,999 million under the bill as passed by the House and $21,458
million under present law. Thus your committee’s bill provides for a
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reduction of $4,574 million in the individual income-tax liabilities as
compared with $6,459 million under the House bill. Under both your
committee’s bill and the House bill there is also a reduction of $199
million in estate- and gift-tax liabilities, Hence, the total reduction
in liabilities under the committee’s bill is $4,773 million as compared
with $6,658 million under the House bill.

The effect.of your committee’s bill and the House bill on individual
income-tax and estate- and gift-tax liabilities is summarized in table

III, which follows:

TapLe 1I1.—FEstimaled taz liobilities under present law, under your committee's
bill, and the House bill, assuming a personal income level of $208 billion

{In millions of dollars)
Present | Jinance
! | Gommit. | House bil
Individual income-tax liabilities ... ._.__.__ -] 21,458 | 16,884 | 14,999
Reduction in individual income-tax liabilities under o
’H.;R.‘ 4790;_----‘-;;-._'-‘7-‘- .......... PR T SR SREY o 4,574 6, 459
Estate- and gift-tax liabilities.._.__.___-_-_...___ 820 621 621
Reduction in- estate- and gift-tax liabilities under
H.R. 4790, i aai oo R 199 199
Total reduction in tax liabilities under H, R, 4790..[- - --- 4,773 6, 658

Source: Staff of the Joint Committee on Internal Revenus Taxatfon.
B. DIFFERENCE BETWEEN LIABHJTIES AND COLLECTIONS

A tax reduction expressed on a liability basis, such as the one shown
in the above table, indicates the decrease in obligations incurred by
taxpayers during a year. However, for the purpose of determining
the effect of your committee’s bill on the budget, it is necessary to
present revenue estimates on a collection basis. i e

A tax reduction expressed on a collection basis indicates the actual
loss in receipts of the Government in a specific year. Usually in the
Fear,inj which a tax reduction is made, the effect of the reduction in
iabilities is not reflected fully in the collections because of the lag in
collections behind the incurring of the tax liability. Thus, although
the tax reduction under your committee’s bill is effective during half
- of the fiscal year 1948, only about 23 percent of the half-year reduc-
tion in liabilities is reflected in the collections during that year.
Usually, in the year after the tax reduction the loss in collections .
exceeds the liability reduction. This is because the abnormal lag
of collections behind liabilities in the year of the reduction is largely
‘made up in the year after the reduction. In the second year after
the reduction, the collections are about the same as the liabilities.

C. EFFECT OF BILL ON TAX COLLECTIONS

Table IV presents the effects of the tax reduction proposed by your
committee and that contained in the House bill on collections during
the fiscal years 1948 and 1949. A personal-income level of $208
billion in the calendar year 1948 has been assumed. On this basis,
your committee’s bill would reduce collections in the fiscal year 1948
by $558 million, and reduce collections and increase refunds in the fiscal
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1949 by $5,100 million. On a similar basis the House bill would
reduce collections in 1948 by $1,026 million and in 1949 by $6,963
million, . R R N e TR

The revenue loss in the fiscal year 1949 is in excess of the estimated
reduction in liabilities in both your committee’s bill and the House
bill, primarily because H. R. 4790 is being acted on after January 1,
1948, the date when the change in liabilities is effective. As a result
there will be overwithholding of the income tax in the early months
of this year, which in the fiscal Kear 1949 will decrease payments of
estimated tax and payments with final returns, and will increase the

tex refunds required.

Tapte IV.—Effect on tolal recei ts in the fiscal years 1948 and 1949 of your com-
miltee’s bill and: the House bill, assuming personal income of $208 billson in the

calendar year 1948
{In millions of dollars)

Estimated re- | Reduction in
o ir™ et

A, For the fiscal year 1948: ‘ SR
Present law___._.__ e eemaneemele RS wm——— 46,344 |_cocnnaoia
Finance Committee bill...oo oo ocaoo_o. rmm——— 45, 786 558
House bill . oo n it cdmcec e cicmnanian 45, 318 1, 026
B. For the fiscal year 1949: .
Present law .. . i cicccicceeaee- 47,256 | ccuoaol
Finance Committee bill. oo cacaaas 142, 156 15,100
House bill. - o ciceiimcccnceccccnccancence=a-]| 140,203 16, 963

1 This inclﬁdaa an allowanoe for additional refunds. ‘
Source: Stafl of the Jolnt Committee on Internal Revenue Taxation,

IV. TrHE Fiscar OuTLoOK IN 1948 AND 1949
A. INCOME ASSUMPTIONS USED IN CALCULATING REVENUE ESTIMATES

The personal income levels, expressed as annual rates, on which
your committee based its revenue estimates ior the fiscal years 1948

and 1949 are: ‘

o e  Billions
First half of calendar year 1947 (actual) - oo cme oo ocecaaaas $191
Second half of calendar year 1947 (actual) ..o eamcccceeaeaea 203
First half of calendar year 1948 (assumed). . cccocuracaccccnacccacacna 210
Second half of calendar year 1948 (assumed) ... vceuecanocmcccceccemannn 205
First half of calendar year 19049 (assumed) ..o iuaiinn oo cmonioaanin 195

. The above figures produce an average of $197 billion for the calendar
year 1947 and $208 billion for the calendar year 1948. The average
for the fiscal year 1948 is $207 billion and for the fiscal year 1949
$200 billion. For the purpose of estimating revenues the calendar
year averages are the more significant because a large portion of the
collections in the fiscal year is based on liabilities incurred in the
prece‘dih%’ calendar year. For instance, the bulk of the collections in
the ﬁséi:,, year 1949 arise from liabilities incurred in the calendar
year 1048. i R e DRIV
The half-year income levels assumed for 1948 and 1949 are the same
as those appearing in the House report on H. R. 4790, with the excep-
tion of tne assumption for the first half of the calendar year 1948.
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This was adjusted downward by $2 billion to take into account the
recent break in commodity prices. While this appears to represent
a liberal allowance for the effects of these price declines, your com.
 mittee would ‘prefer to understate rather than overstate revenues in
considering a tax-reduction bill. It was not necessary to change the
House assumptions for the two remaining half-year periods, since
liberal adjustments had already been made for & commodity price
decline in these two half-year periods. ; :
_ The assumption of a $210 billion personal income level for the first
half of the calendar year 1948 is very conservative. ~Actual per-
formance may well exceed this level. At the time the House report
was prepared, a preliminary estimate for December indicated that
personal income in that month was running at an annual rate of
$206.5 billion. However, the correct figure for December turned
out to be $210.4 billion; and the figure for January, which has just
been made available, is $210.8 billion. _Since both are slightly above
your committee’s assumption for the first half of the calendar year
1948, the latter is in fact only a projection of the current income level.
It does not take into account any rise which may very well take place
during the coming months, The figures of $205 billion for the second
half of the calendar year 1948 and $195 billion for the first half of the
calendar year 1949 are substantially below current levels. In fact,
they assume a recession which it is hoped will not take place. All of
these assumptions were purposely made on a conservative basis to
demonstrate to even the most pessimistic that there is room in the
budget for a taxcut., . o
_The personal income level assumed in the President’s budget pre-
sented in January was $200 billion for the calendar year 1948 and the -
first half of the calendar year 1949. Purported to be the “current”
income level, it was in fact more than $10 billion below the levels of
December 1947 and January 1948, and over $5 billion below the level
in the fourth quarter of 1947. Only by going back to the third quarter
of 1947 is it possible to find a “current’’ level in the neighborhood of
It is interesting to note that the Secretary of the Treasury in his
statement before your committee no longer called $200 billion  the
“current”’ J)ersonal income level, but simply said that it would not
seem “prudent” to estimate revenues on a higher level. It was not
made clear, however, why it is ‘“prudent’”’ to assume an immediate
drop in ’?thé;:péi‘SOnai,1in"cc)me~ level of considerably more than $10
billion during the remaining 3 months of this half year. Your com-
mittee finds it most difficult to reconcile this drop in personal incomes,
which the Treasury insists on assuming, with the administration’s
continuing demand for anti-inflationary legislation, and with the
Secretary of Commerce’s expressed rejection of the need for a stimulus
to investment. - In this connection it is appropriate to recall that last
year the Secretary of the Treasury insisted on using a level of income
payments which was some $8 billion below the then current level.
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B. OUTLOOK IN FISCAL YEAR 1948

Table V shows the effect of H. R. 4790, as amended by your com-
mittee, upon the budget of the Federal Government in the fiscal year
1948, assuming the President’s estimate of expenditures is increased
in 1948 by a $3 billion budgetary expenditure to a trust fund in 1948
which will be available for ex]penditurc‘for the European Recovery
Program in 1949. This $3 billion transaction has already been ap-

roved by the Senate. Allowance has also been made for additional
Foreign ald expenditures not in the budget. Table V follows:

TapLe V.—Effect of H. R. 4790, as amended by your commitiee, upon the budget in
the fiscal year 1948, assuming a $3 billion expendilure in 1948 to a trust fund avail-

able for expenditure under the European Recovery Program in 1949}
In millions

Receipts under present law (staff estimates) ... ooceeonomomanons $46, 344
Expenditures: = = -

Budget total. .o ie i ciececieiaciccaaana $37, 728
ERP trust fund expenditure. . . oo ceaaas 3, 000

Additional foreign aid not in budget .. ce ool 34 ,

— 40,762

Surplus before tax TedUEtion - - - - - - - o oo eman 5, 582

Tax reduction under your committee’s bill_. . __ ..o o omaeoacaccaa 5568

Surplus after tax reduction. cmeecccececnnccccecmcncccccnanans 5, 024

1 The personal income level in the calendar year 1947 was $197 billion and In the first half of the ¢calendag
year 1948 is assumed to run at an annual rate of $210 billion.

Thus there will be a surplus of $5 billion in the fiscal year 1948 after
the enactment of your committee’s proposed tax reduction and taking
into account the $3 billion trust fund expenditure and foreign-aid ex-
penditures not in the budget. Your committee believes this leaves
ample room for adequate debt retirement and contingencies in the
current fiscal year. , Lol

Your committee’s estimate of revenue collections in the current
fiscal year of $46.3 billion exceeds the estimate in the President’s
budget by $1.1 billion almost entirely because of a difference in the
assumption used as to the level of personal income in the first half of
the calendar year 1948. The budget assumes that on an annual basis
this will be $200 billion and your committee assumes it will remain at
~ the current level of about $210 billion.

C. OUTLOOK IN FISCAL YEAR 1949

Table VI shows the effect of H. R. 4790, as amended by your com-
mittee, upon the budget of the Federal Government in the fiscal year
1949, A personal income level of $208 billion is assumed in the
calendar year 1948. Two different assumptions are made as to con-
gressional cuts in expenditures proposed by the President. Allowance

8. Repts., 80-2, vol, 2———68
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has also been made for additional foreign-aid expenditures not in the
budget. Table VI follows: :
TasLe VI.—Effect of H. R. 4790, as amended by your commitice, upon the budget
in the fiscal year 1949, under two assumplions as to the level of expenditures
‘ (On the basis of a personal income level of $208 billion in calendar year 1048)
A. Assuming only the $3 billion reduction in budgetary expenditures in
1949 resulting from 1948 trust fund expenditures of this amount

available for the ERP in 1949: In millions
Reccipts under present law (staff estimates) . .ecceaeaa oo $47, 256
Expenditures: ,
President’s budget.....cicnrriiciicenamremnn- $39, 669
ERP trust fund expenditure in 1948_____.___.. —3, 000
Additional foreign aid not in budget. . c.ocauaa-. 311
— 36,980
Surplus before tax reduction . - - o oo e e oo eemea 10, 276
Effect of your committee’s bill . .o cu oo conoa oo 15,100
’ ‘Burplus after tax reduction. . oo .. 5, 176
B. Assuming the $3 billion reduction in budgetary expenditures in 1949
resulting from 1948 trust fund expenditures of this amount avail-
:(;)b,lefori.t;he ERP in 19:9 and the $2.5 billion cut recommended by
ongress; ... :
Receipts under precent law (staff estimates) ..o ocou_ oL $47, 256
Expenditures;
President’s budget_ ... _.......__ e $39, 669
ERP trust fund expenditure.in 1948 _ . __.____ —3, 000
Recommended congressional cut_ . _ .o cwmeoe- -2, 500
Additional foreign aid not iz budget..-ceeeeea-- 311 ,
—_— 34,480
Surplus before tax reduction._ - - - - oo o oo oo ceeccemean 12, 776
Effect of your committee’s bill. awvcv v cemocccccciccicaaan 15,100
Surplus after tax reduction . - e oo oo ceceecccneacauata. 7,676

§ Includes tefunds due to overwithholding in the fiscal year 1948. ‘

Thus there will be a surplus of $5.2 billion under the minimum
assumption as to expenditure reduction in the fiscal year 1949, or a
surplus of $7.7 billion if the expenditure cut of $2.5 billion recom-
mended by Congress is made. Your committee believes that on
either basis there is ample room for adequate debt retirement and
other contingencies. L 5 ;
~ Your committee’s estimate of revenue collections in the fiscal year
1949 exceeds the cstimate in the President’s budget by $2.8 billion.
This is due almost entirely to your committee’s assumption of a per~
sonal income level of $208 billion in the calendar year 1948 while the
budget assumed a level of $200 billion.

V. Tax RepuctioN AND Business ProspecTs

This tax bill is being presented at a time when the future of business
conditions is extremely diflicult to predict. On the one hand, the
administration appears to be firmly wedded to the conclusion that
" the economic problem of the year ahead is inflation. On the other
hand, there is a growing body of opinion among business econo-
mists that there will be'a down-turn around the middle of the current
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calendar year. Your committee has heard expert witnesses who
reached this conclusion. However, it is worth noting that in each
case it was pointed out that the down-turn would not be of major
dimensions, » e , .

In order to place its revenue estimates on a conservative basis your
committec has taken the more pessimistic alternative and assumed
some decline during the last half of 1948 and the first half of 1949,
This is not intended to be a forecast of the more lik'olfr course of
events, but merely represents a desire to avoid the possibility of over-
stating the probable budget surplus, ~ ~  ~ ° iy

On the other hand it may be argued that inflation will be the problem
of the coming year and that some gart of the $4.8 billion tax reduction
provided by your committee’s bill will have inflationary effects.
However, it should be borne in mind that the relatively small size of the
reduction leaves surpluses which are sufficient in amount to imple-
ment & policy of contracting credit through debt retirement should
that prove desirable. ~Also the stimulus to productive effort provided
by your committee’s bill will act as a deterrent to inflationary pres-
sures. Additional anti-inflationary effects will be secured by the
expenditure reduction recommended by Congress, -~~~ =

From the point of view of the immediate effects of this debt retire-
ment upon the economy, a better picture would be obtained if the Gov-
ernment’s budgetary accounts were kept on a strictly cash basis,
This is true because on such a basis receipts and expenditures which,
from the point of view of the economy as a whole, are mere accounting -
entries, are eliminated. The President’s budget shows receipts
snd expenditures on a cash basis for the fiscal years 1947, 1948,
and 1949. The resulting cash surpluses are compared with the
corresponding budgetary surpluses in table VII which follows:

TaBLE VII.—~Comparison of cash and budgetary surpluses of the Federal
Government as shown in the President’s Budget

[In billions of dollars)
Fiscal year Suplnde b | Padacaty
1947 1 e e e e —————— 6.7 0.8
. U 7.7 7.5
1940 e 71 4.8

9fgoume: Compiled from the Budget of the United States Government for the fiseal year ending June 30;

It is evident that the surpluses in 1947 and 1949 are very much larger
when figured on a cash basis. The fact that the difference in 1948 is
smaller 1s due to the cashing of terminal-leave bonds which increased
the cash disbursements but not the budgetary expenditures. It is
evident, therefore, that the immediatéjeﬁsects upon the economy of
the debt retirement possible under your committee’s bill would be -
~very much greater than is indicated by an examination of the
budgetary surplus alone. This is particularly true of the fiscal year
1949 when the redemption of terminal-leave bonds is a minor factor.

,The large amount of debt retirement which can be made after pro-
vision for your committee’s bill constitutes a desirable hedge against
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flationary pressure, It will place the
1d monetary authorities in a position where they can, if they
wish, exert a sharp deflationary pressure upon the economy through
properly managed debt retirement. As was pointed out at the hear-
ings before your committee, the deflationary effects of debt retirement
depend upon whose bonds are bein*g retired. The least deflationary
effect results from the purchase of securities held by individuals: a
more deflationary effect is obtained from the purchase of securities
held by commercial banks; the maximum effect is obtained when the
- securities are purchased from the Federal Reserve System.
oo ;~D'urin‘§,j;1'947, ‘the administration’s Folicyg;was to retire primarily
debt held by commercial banks. While this is clearly deflationary in
effect, the same result could have been achieved with a smaller debt
reduction by shifting somewhat more of the purchases to securities
held by the Federal Reserve System. The large amounts remaining
for debt retirement in the fiscal years 1948 and 1949 after provision for
our committee’s bill, plus the possibility of concentrating a somewhat
arger proportion of the purchases upon securities held by the Federal
Reserve Banks, provide ample opportunity for increasing deflationary
ssures should t, _prove desirable, .
~ In addition to rge debt retirement possible after provision for
your committee’s bill, the stimulus which the tax cut applies to produc-
tion must be listed among the factors tending to counteract inflationary
pressures. Because -of the importance of this subject, not only
for the immediate future, but also for the long run, it is discussed
te lief that increased production is the most
high prices resulting from the pressure of pent-
p demand on a ed supply. So far as this method of attacking
inflation is available, its use is preferable to the arbitrary reduction
of demand to fit a lower level of production. By decreasing tax rates
in all income brackets, your committee’s bill will increase the incen-
tives of labor and management to produce, and the investors’ willing-
ness to assume business risks. The resulting increase in production
will be a substantial offset against inflationary pressures. ;
Moreover, Congress hasa%r"eady'expre%ed its intention of reducing
- the 1949 expenditures by $2.5 billion. Such a reduction in expendi-
tures will also offset inflationary pressure.. -~~~ . .~ .
If, however, the problem of the immediate future turns out to be
not inflation but the avoidance of deflation, immediate tax reduction
becomes imperative, and rapid debt retirement extremely dangerous,
In the absence of the tax cut, as much as $15.9 billion to $18.4 billion
might be available for debt retirement in the fiscal years 1948 and 1949,
These amounts are so large that in the event of a downturn the defla-
bt retirement would be
“cut to between $1 llion and $ . To a large extent the
deflationary effect of debt retirement of ize can be offset if the
: EerSoﬁéj in charge of debt management substitute for the purchase of
ank-held securities the purchase of securities held by individuals. -
It would be much more difficult to offset the deflationary effects of
a debt reduction of the size resulting from the continuance of the
present, tax law, even though the debt managers shifted as large a por-
- tion of the debt retirement as possible outside the banking system.
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‘Should business begin to taper off, the effects of the tax reduction
upon incentives to work and to invest would be extremely important,
gs would also. the additional purchasing power generated by the
increase in exemptions.

VI. Tax RepucTioN AND INCENTIVES

In the opinion of your committee production must be the ultimate
answer both to the immediate problem of business stability and the
long-run goal of achieving a higher standard of living.  Increased pro-
duction requires the wholehearted cooperation of all segments of our
economy. To accomplish this goal the productivity of labor must be
increased, the initiative of our business managers must be stimulated,
and profits after taxes must be of sufficient size to attract investors
into risk-taking enterprise. Your committee believes that the present
high tax rates represent one of the chief obstructions to the achieve-
ment of this higher level of production.

A. PRODUCTION IN THE IMMEDIATE FUTURE

The Secretary of the Treasury in his testimony before your coms
mittee, both this year and last, stated his belief that industry was and
isrunning at ‘‘virtual” capacity. Therefore, he could see no immediate
need to remove the high tax rates which obstruct production. Despite
his statement last year, the output of goodsand services did increase
in 1947. The recent Economic Report of the President estimates
that 1947 production exceeded that of 1946 by nearly 5 percent.
Morcover, the report sets up the objective of a further 3-percent rise
in the output of goods and services of the nonagricultural parts of our
economy in 1948, Thus it is apparent that the Secretary’s opinion
that we have reached a temporary limit in our productive effort is
not well-founded." R ; o s S

Increases in productivity and the removal of bottlenecks in various
industrial processes represent the two chief means of increasing pro-
duction in the immediate future. Our experience after the First
World War leads to the conclusion that a large increase in produc-
tivity can be expected in such postwar periods. After World War I
productivity increased by more than 10 percent a year for a period
of 3 years.> The absence of any such increase following World War II
can be accounted for to a considerable extent by such obstructions as
the present high tax rates. The absence of adetiuatefmonéta;ry
incentives is one of the important causes of the bottlenecks and the

current, low rate ot increase in productivity. Your committee refuses

to accept the conclusion that we have reached even a temporary limit
to our productive effort, and believes that lower tax rates will be
beneficial in stimulating production in the immediate future.

B. PRODUCTION IN THE LONG RUN AND THE SCARCITY OF RISK
CAPITAL

The availablity of sufficient risk capital to meet the needs of busi-
ness is a significant factor in increasing production in the immediate

! Basic Facts on Employment and Production; Senate Committes Print No. 4, 79th Cong.; 1t sess,,
Septemter 1, 1945, p. 6, ‘ .
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future, and the paramount consideration for the long run. Because
your committee had received reports of shortages of such capital, i
asked the Secretary of Commerce to testify on this subject at its
recent hearings. The Secretary took the position that ample funds
are available to meet current business needs, and found no evidence
of a shortage of savings. ‘

- However, the Secretary’s emphasis was on the over-all need for
business funds, and not on the point with which your committee was
primarily concerned, the availability of venture capital. The inade-
quate supply of this risk capital is abundant!y shown by the Secre-
tary’s own statement. At the hearings the Secretary presented the
1946 and 1947 data which aﬁpe‘ar,in table VIII and the 1947 data
which appear in table IX. The remaining data shown in these tables
 were supplied by the Director of the Office of Business Economics
of the Department of Commerce.

TasLe VIII.—Changes in corporate securities outstanding and in their ownership,
1946 and 1947

[Amounts in billion of dollars]

19468 1047
Amount Percent of Amount | Percentof
net fssues1| Amou net issues!
Net issues 3 by industry group_..._...... 2.3 100.0 4,1 100.0
Industrial and miscellaneous._ - ... ... 2.5 1087 20 488
Public utility (and telephone)..._ ... .3 13.0 2.1 51.2
Railroad. oo oo e —. 6| —-21.7 0 0
Net issues 2 by type of security.....-.._. 2.3 100.0° 4,1 100.0
Common st00K - - e e avcmen YR LO| 435 .9 22,0
Preferred stock. oo oe Lo _.. .3 13.0 .4 9.8
Bonds and noteS.. e e cceocmauna. 1.0 43. 5 2.8 68. 3
Net purchases 3 by various groups._...... 2.3 100.0 4,1 100. 0
Commercial banks . _...._..oo....._ .3 13.0 .2 4.9
Mutual savings banks. ... _..._._ .2 87 .2 4.9
Life insurance companies. - ccoceen-. 2.0 87.0 3.0 73.2
Foreigners. .____ et meme—csmess —. 2 —8 7 0 0
Domestic individuals, et¢. .cweouunne 0 0 .7 17. 1

1 Data do not add to totals because of rounding,
3 New issues less retirements.
$ Purchases less sales,

Bource; Department of Commerce.
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TaBLE IX.,—Sources of corporate funds in 1941, 1948, and 1947}
[Amounts in billions of dollars) R

104112 1946 2 1047
Amouat | Eesent | Amount | BeTnt | Amoun | Bercent

Total investments. ... 15.3 (3100.0 | 23.6 (3100.0 | 26.7 | % 100.0
Retained profits. . oo 4.7 30.7 6. 5 27. 6 10,1 37. 8
Depreciation; ete. .. ._...... 43| 281 46| 195| 43| 161
Cash (on"hand and in banks)_.| -—.8 | —5,2 3 1.3 —1.0 -3.7
U. 8. Government securities__| —2. 0 |—13,1 6.1 25, 8 1.5 5.6
Payables (trade) ... ... 2.9 19.0 3.0 12.7 1.0 3.7
Federal income-tax liabilities. 4. 6 30,1 | —2.5 |—10. 6 2.3 8.6
Other current liabilities..____ .1 7 .0 .0 7 2.6
Net new iSsUC8. wecuciecana-n .1 7 2.3 9.7 4.1 15. 4
Bank loans. ccacuecacnooooo 1.4 9.2 33| 14.0 3.7 13. 9

I All United States éﬁibofatibﬁé;‘éxclﬁstve of banks and insurance companies,

? Data for these years are preliminary,
# Data do not add to totals because of rounding.

Source: Department of Commerce,

From these data and other evidence submitted by the Secretary at
the hearings on this bill, the following facts emerge:

1. The amount of business investment financed by retained profits
represented an unusually large proportion of the total in 1947. Spe-
cifically, retained profits were 37.8 percent of total investment in 1947
as compared to 27.5 percent in 1946 and 30.7 percent in 1941. It is
believed that this heavy dependence on internal financing was not a
matter of choice, but was forced on corporations by the difficulty of

floating new sccurity issues. ; A,

2, The important role played by undistributed profits in 1947 pro-
duced a subnormal relationship between dividends and corporate
profits. A tabulation made from Department of Commerce data indi-
cates that in 1947 dividends represented about 58 percent, of total
profits ¢ as compared with the 65 to 80 percent customarily distrib-
uted. This, of course, has the effect of making new stock issues less
attractive to prospective investors, which in turn accentuates the need
for financing out of undistributed profits. ‘

3. Of the new1ssues marketed in 1947, an unusually large proportion
took the form of fixed-income sccurities rather than stock. In that
year bonds and notes represented 68.3 percent of the total, as compared
to 43.5 percent in 1946. e L S

4. The amount of risk-bearing common stocks issued in 1947 was
10 percent less than in 1946. Table VIII shows that in terms of total
new securities issued in 1947, common stock represented only 22.0
percent of the total as compared to 43.5 percent in 1946. This re-
duced emphasis on common stocks, together with the heavy reliance
on debt financing, reflects the difficulty experienced by corporations
1n obtaining rvisk capital. . ol e i

5. Life-insurance companies are taking a very large proportion of the
new securities, while individuals, who must be the chief source of risk
capital, are buying a relatively small proportion. The life-insurance

¢In these computations profits have been adjusted for inventory revaluation,
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funds in securities with
83 percent of the net purchases in
sers in 1946. On the other hand,
ccounted for none of the net purchases:
in 1947, This is still anotherindication
rities today are for the most part seeking
vestments, .. ..
issued by the risk-taking industrials (primarily
ing) in 1947 dropped while safer net issues of the utilitics
increased substantially. - In 1947 the industrials accounted for 48.8
percent of the total and utilities 51.2 percent. In 1946 the retirement
of railroad securities more than offset the issues of other utilities,
- Therefore, the only net issues which occurred in that year were those
of the industrial group, -~~~ .

If any further evidence is desired of the scarcity of venture capital

attention need only be turned to the unprecedented existence of a
sluggish stock market in a period of booming business. Here too
there is a marked preference for securitics with a low degree of risk.
The average yicld on new securitics has been increasing for some time,
and the spread between the rates paid on issues involving a greater
degree of risk and those of the gilt-edged variety is now substantially
larger than it was a ycar or so ago. This increasing premium whic
must be paid for risk capital is still another indication of its increas-

ing scarcity.

8
percent,

urities t

n

C. THE EFFECT OF YOUR COMMITTEE'S BILL ON INCENTIVES

Your committee believes the present high individual income-tax
rates deter increases in the productivity of labor, the breaking of bottle-
necks by management, and the willingness of investors to assume
risks.. Clearly, this leads to the conclusion that the high wartime
individual income-tax rates should be lowered substantially in order
to stabilize business conditions now and to assure a rising standard
of living for the American people in the years to come. Your com-
mittee’s bill is & step in this direction. e e

‘The repressive effect of present tax rates can be shown by examining
the amount of spendable income remaining after taxes for taxpayers
at different income levels. For example, a married couple with two
“children having an income, after deductions but before exemptions,
of $4,000 under present law has 90 percent of this income left after
paying taxes. Under your committee’s bill they would have 93 per-
cent. If their income were $10,000, the same couple would have 81 |
gerCent left under present law, and 86 percent under your committee’s

ill. A married couple with two dependents having $30,000 of in-
come retains only 62 percent of their income under present law, but
76 percent under H. R. 4790, as amended. If they had an income of
$70,000 they would retain only 45 percent under present law but 61
“percent under the proposed legislation.® Table X shows the spend-
able income loft after taxes at various levels for a married couple with
two dependents and the percent this is of income before taxes under
both present law and your committee’s bill. Tables XVIII-A, B, and
C in part' IX show the same information for taxpayers having a dif-

ferent exemption status.

* All examples assume the entir¢ income was earned by one spouse and that the couple is residont in a°
“tommon-law State,
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Tapie X.—Comparison of‘!amb‘mit:éf','sj)é"r‘idai}fe, ‘income afler tazes under present
law, under the House bill and the Finance Commillee bill T

'MARRIED PERSON—2 DEPENDENTS—ENTIRE INCOME EARNED BY 1 SPOUBE

: ; e | Percent of income after tax
. Amount of spendable income under | " to income before tax
" [ncome égwr deductions
E)lg:ls clore exembr) 1 : N Finance Oom: | Present H ouse F&ﬁfa
Presentlaw |  House bill mittee bill law blll” | mittee

35, 007,00 51,920, 58 50, 682.
$100,000-_-_---..| 37,699.00 55,774 84| 54,

$150,000- - - -~ ~-- 45, 462.00( - 72, 871. 02 ,

$200,000. - _ - -~ 52731, 00 - 86, 827. 64| 83,394, 24| 26. 3
$250,000. - oo 59, 5265. 00| .. 98, 821,18 ~ 94, 276, 48|

$300,000. - < - -~~~ 66, 300, 00 110, 773. 68| 104, 632. 64| 36,02
$400,000- - - -~~~ 79, 850. 00| 133, 844, 20 123, 429. 30| 19. 96 33.
$500,000_ -~ - -~ 03 400, 00 156, 059. 72| 141, 323. 46| 18. 68| 31.
$750,000_ -~ -.- 127, 275.00] 211, 547. 22 186, 004. 72| 16. 97,
$1,000,000. - -~~~ 161, 150. 00| 267, 034. 72| 230, 685. 96| 16. 12| 26. 70

Source: Staff of the Joint Committee on Internal Revenue Taxation.

To a large extent the repressive effect of the present tax rates is a
product of the war period. It is often overlooked how much less a
taxpayer has left after taxes at the present time than he would have
under the prewar tax rates. The additional income ‘which it is
necessary to have today in order to produce the same income after
taxes as'in 1939 is very substantial. 'This is shown by the data pre-
sented in table XI. For example, a married individua with two chil-
dren, having an income after deductions but before exemptions of

$5,000 in 1939 must have an income of $5,684 :‘?Odé—"{vm have the same
* income loft after taxes.as he had in 1939. To match a $10,000 income
in 1939 it is necessary to have a $12,257 income today. To match a
$25.,000 income in 1939 it is necessary to have an income of over $40,000
today, and a $50,000 income in 1939 represents the equivalent of an in-
come of nearly $124,000 today. A taxpayer receiving a $100,000 1n-
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an income of ncarly $313,000 to have the same

1come left after taxes today, and an income of over $1,260,000 would
be required today to have the same income after taxes as an income of
$500,000 would have produced in 1939. These figures do not take
into consideration the 70 percent rise in the cost of living since 1939,
~ These data demonstrate clearly the extent to which tax burdens in-
creased during the war period. In reality the repressive effect of the
present rates on incentives has only recently been tested under peace-
time conditions, It is your committee’s belief that the evidence
indicates that these rates do not leave sufficient spendable income to
inguce investors to provide the venture capital needed for our economy
today.

TABLE XI.-—Corhpaﬁson of'ta:c burdens in 1939 and 1947: Income after deductions
but before exemptions required to give an equivalent tncome after taxes, in 1939

and 1947

MARRIED COUPLE WITH 2 DEPENDENTS

1939 income befon tazes 1947 equivalent | 1939 income before tazes 1947 equivalent
$2,000_ - oo $2, 000 $29, 720
$2,600. oo 2, 617 40, 334
$3,000_ . o oo 3, 236 81, 696
$5,000. . oL 5, 684 000 123, 578
$6,000_ - oo 6, 048 | $75,000_ - .. ... 228, 391
$8,000. . e 9, 55601 $100,000_ . .- _... 312, 568
$10,000_ . .o eeean 12, 257 $500,000_ -« ooeeeeaae 1, 260, 384
$15,000. . o oo 20,119 $1,000,000_. - v e 2, 183, 867

Bource: Stafl of the Joint Committee on Internal Revenue Taxation,

Marginal tax rates, that is the tax rate paid on the top dollar of
income, ordinarily indicate the incentive which exists under a given
tax-rate schedule to earn additional income or to realize it through
investments. Under H. R. 4790 as amended the marginal rates do
not, however, show the entire increase in incentives brought about by
the bill, since they do not indicate the effect of the ‘‘income splitting”

rovision. For example, assume that the husband earns the entire
income of a family unit. Because of the ‘‘income splitting’ provision
the marginal rate which would apply in this case is the rate applying
to an income of one-half the size of that earned by the husband.
Despite the shortcomings of marginal rates in revealing the effect of

our committee’s bill on incentives, such rates are presented in table
g(II. This table shows that under your committee’s bill there is a
net decrease in the marginal rate all down the line, even though the
effects of income splitting are not taken into account.

D. THE EFFECT OF THE PRESIDENT’S PROPOSAL ON INCENTIVES

~ 'The Secretary of the Treasury advised your committee to substitute
for H. R. 4790 the President’s tax program. This consisted of & $40
tax credit under the individual income tax and the reimposition of a
‘modified version of the wartime excess profits tax. The effect of the
adoption of the President’s program upon incentives would be most
unfortundate. Table XII indicates that the tax credit has practically
no effect on marginal rates. Hence the effect of the credit on in:
centives is virtually zero.® : : . o
¢ Technically there Is a decrease in the marginal tax rates under the President’s %o (m:l a;?x;:dcamggw afg;

dnluetions and exemptions up to the level of about $210 for single persons where t
fully effective, . :
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TAhLé XII.——C’ompdriéon‘of“m‘é’iro“i‘ﬁdl rales under preéeht law, the Senate Finance

Commiltee bill, and the President's laz proposal ;

: S R i o : o ercentage-point. - d

income after deductions and ' Marginal rates Pcrr?as?%% p;)e{tos éorg:
exemptions E arginal ra ared with present
e : ~ Present | .N80 | pregident's | Finance Com. T

Excoeding Not exceeding law Comle}ttoe proposal | mittee bill pm;j' :

: i i . - posa

2'. 394/‘ "V‘ - ' 0 s

‘ 1,828 0

co20100 0 0

23901 0O

1 S 2,671 0
SN 003,028 0 O
0-icmmann 18304 | 0

0. lmen 1 85156} 0
I - 3,7261. . 0

L1 F U 3.937 | 0
i 1A
$32,000- .- wea- - 4,569 0
$38,000-cuccunn 4,811 0
$44,000_ - caaan 5,082 0
850,000:: nccnn- ) 05, 9¢ 5.272 | 0
$60,00Q;--.‘_--- U, UUV . : . QL4 1" i : 5. 483 0
$70,000:cccnen- 0,00( 76.96 | 71.266 | 76,951 5 694 0
$80,000z.cacun- $90,000: 79.80 | 73.805 | 79.80-] 5905 | 0
$90,000- - .--.| $100,000._...] 82.65 | 76.534 | 82 65 6. 116 0
$100,000. .- $136,719.10...] 84.55 | 78.293 | 84.56 |  6.257 | 0
$136,719.10._...| $150,000.00...| 84.55 | 80. 323 -84, 56 4, 227 0
$150,000.--.- $200,000. .- .- 85. 50 | 81. 225 | - 85. 50 4, 276 0
$200,000 and over ! . ccceeaoac 86.45 | 82.128 | 86.45 4, 322 0

| Tax 1s sublect to the followlng maximum effective rate limitations; Under present law and the Presi-
dent’s proposal, 85.5 percent; under your committee’s bill, 77 percent, . ) k .
8 di er the President’s pro bill for net incomes after

3 There ecrease in the marginal tax rates und
exemptions up to the level of about $210 where the $40 tax credit becomes fully eflective for a single person,

Source: Staff of the Joint Committee on Internal Revenue Taxation.
" The reason the President’s proposed tax credit has practically no
incentive effect is that once a tax of $40 is reached, there is no further
~ reduction of the tax on any additional income. Thus a single indi-
vidual having an income after deductions and exemptions of about _
$210 obtains the maximum relief. Irrespective of how much income
he may earnin excess of that amount, there is no further tax reduction
and thus no increase in incentive under this proposal.
It has been shown that the $40 tax credit proposed by the President

has no positive effect on production and investment incentives. The
~ reimposition of the excess-profits tax under the President’s plan

actually imposes new restrictions on productive effort and on the
willingness of investors to assume business risks. :

. Even a well-drafted excess-profits tax cannot distinguish between
profits which are the reward for unusual enterprise or the payment for
a great risk, on one hand, and profits resulting from a mono, oly posi-
tion or unusual shortages, on'the other. -In this connection the former
Secretary of the Treasury, Chief Justice Vinson, had the-following to
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say at the hearings before your committee on the Revenue Act of
1945: i ST o , ‘

i B .

full peasetime busines antil this tax has been removed, That testi
mony comes no rations subject to the excess-profits tax; indeed,
it comes primarily from businessmen contemplating organization and expansion
in competition with established corporations. :

Unfortunately the excess-profits tax proposed by the President
cannot qualify as a “well drafted” tax. It is nothing more than the
old excess-profits tax dressed up with a 35-percent increase in the
credits, 'En(F an increased specific exemption. The old discriminations
which had to be borne during the war would still be there. New dis-

- criminations would appear gecause of the antiquity of the 1936-39
base which represents the primary measure of ‘‘excessive’”’ profits.
The report on the Revenue Act of 1945 of your committee had the
following to say concerning the effect on risk-taking of using this base
in the excess-profits tax:

The longer the excess-profits tax is retained the less the income of 1936-39 base
period is a proper measure of ‘“excessive’’ profits. This base period will be a
particularly poor measure of earnings in the postwar period when many corpora-
tions will be entering new fields of enterprise or expanding their businesses.

There are, of course, many firms which do not have any base-period
experience at all, These will be driven to use the invested-capital
base, which is less generous for most businesses, and are therefore apt
to receive harsh treatment. A new firm in a business requiring an
especially small amount of invested capital may find practically all
of its profits above the exemption taxed as ‘“‘excessive.” The tendency
of the tax to restrict'competition was recognized by the late Carter
Glass who, in the Annual Report of the Secretary of the Treasury for
1919, stated that the excess-profits tax ‘‘discourages new ventures
and confirms old ventures in their monopolies.” ,

“Apart from the question of the merits of the particular excess-profits
tax presented by the administration, the adoption of any such tax in
times of peace is undesirable. A precedent for the peacetime use of
this tax would be established, and its permanent retention would be
a serious risk. This would be most unfortunate since the tax places
a special penalty upon the relatively speculative business ventures
which are essential to the material progress of our society. Even the
adoption of such a tax for a short period would be likely to have a
permanent effect on investment incentives. Businessmen in plan-
ning their investments could no longer feel confident that such a
penalty tax might not subsequently be reimposed under peacetime

conditions,
VII. Exemprions ANp THE Hige CosT or LiviNG

The cost of living has increased from 156 percent of the 1935-39
average last May, when your committee reported out H. R. 1, to
169 percent in January 1948, the latest figure available. This 13-
point increase represents an 8-percent rise in the cost of living. Fur-
thermore, there is evidence that income after taxes, although it has
increased very considerably during the past 2 years, has not kept
pace with the cost of living. On a per capita basis and in 1047
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dollars, income after taxes has shrunk from an average of $1,285 in
the first quarter of 1946 to $1,188 in the fourth quarter of 1947, a
drop of nearly $100.

A. THE INCREASE IN GENERAL BXEMPTIONS

This increase in the cost of living ig an important reason why your
committee’s bill provides a $100 per capita increase in exemptions
from $500 to $600. As a result of this general increase in exemFtions,
about 6,000,000 persons will be exempted from taxation entirely. It
should be remembered that the exemption increase is in addition to
the reduction of 12.6 percent in the tax of the lowest taxable income
group.: Of the total reduction in tax liabilities, about 71 percent is
reccived by taxpayers with incomes after deductions but before

exemptions of less than $5,000.
B. THE SPECIAL EXEMPTION FOR PERSONS AGED 65 AND OVER

Like the tax-reduction bills of the last session, H. R. 4790 as amended
provides an additional exemption for persons who have attained the age
of 65 or over by the end of the taxable year. This provision will
benefit 3,700,000 taxpayers and will remove 1,400,000 persons from
the tax rolls. ; PR 4

As a result of the rise in the cost of living the need for a special
exemption for persons over 65 is even more pressing now than in the
spring of 1947,  There is & very heavy concentration of small incomes
among persons in this age group reflecting the fact that the group as a
whole is handicapped in an economic, if not in a physical sense.
Persons in this age group suffered with unusual severity as a result of
the rise in the cost of living and the increase in taxes which occurred
during the war, as well as the additional prics increases of the im-
mediate postwar period. Unlike younger persons, the bulk of those
over 65 could not compensate for these changes in prices and taxes
by accepting full-time jobs at prevailing high rates of wages.

C. THE SPECIAL EXEMPTION FOR THE BLIND

Your committee’s bill also provides a special exemption of $600 for
blind persons. Blind persons 65 or over may claim this exemption
in addition to that based on age, ,

The special exemption of $600 for the blind is a substitute for a
$500 deduction allowed under present law. Blind persons receive
material benefits from this change. The amount allowed is, of course,
larger and, in addition, the substitution of an exemption for a deduc-
tion in itself has some very real advantages. Because of this change
blind persons do not forfeit the right to use the standard deduction
as they do when they claim the special deduction under existing law.
This is important because in most cases the itemized deductions of
blind 1;))ers‘o‘xm, other than the special deduction, will aggregate con-
siderably less than the standard deduction. Moreover, an exemption
can be taken into account in withholding, while a deduction cannot.
Thus with an exemption, the relief provided will be effective through-
cut the year. Blind persons will not have to wait for a refund after
the close of the year in order to obtain the relief which the law provides.



22 'REVENUE ACT OF 1048
© VIII. EquauizaTioN o Tax BurpeNs oF REsIDENTS oF COMMUNITY-
Lo PropERTY AND COMMON-LAw STATES o

| 'A'mdjbrfpoiﬁoh'bff‘ihis‘biﬂ‘fis'déirbtéd to the geographic equalization
of income, estate, and gift taxes.

A, INCOMB TAXES

w the treatment accorded families earning the same

is very different if they happen to live in States

s mun “"'ropert,_;[s:‘~sysftem'idr in States which use common

law. Chiefly this is due to the fact that under the community-prop-

o ﬁrti}fr s{stemthe”'e‘ai"ning‘szdf a married couple are considered to be one-
half th ) ‘

- Under existin
amount of income
‘using the communit,

e property of each. Income arising out of an accumulation
which took place during the marriage is divided in the same manner,
and in some community-property States the same division is made
of income from assets which are the separate property of one of the
spouses, No similar division takes place under common law., The
earnings of the husband are his own and taxed to him. The income
from his property is his income and is taxed as such, )
Since the rates applied under the income tax are steeply progressive,
the same family income divided in two halves by community property
law will be taxed far less severely than in a common-law State where
the whole income is apt to be taxed to one spouse. The difference is
reatest when the entire carnings of the couple in the common-law
- State are received by one spouse, and when, under community-property
law, none of the income is the ‘“‘separate’” income of either spouse.

Table XIII compares the tax due under these assumptions in com-

munity-property and common-law States under present law for

incomes of various sizes. =~ - . L o
~ 'This table shows that the difference between the tax due in com-

munity-property and common-law States appears as soon as the in-
come of the couple rises above the first tax bracket, i. e., as soon as the
rates become progressive.” On a percentage basis the difference in-
~creases as the income grows larger.. At $10,000 the couple in the
common-law State pays a tax which is nearly 19 percent greater than
that paid in the community-property State. At $25,000 the tax in the
common-law State is about 41 percent, larger. Thereafter, the per-
centage begins to decline as the marginal rate approaches the 85.5
percent maximum. However, even on an income of $150,000 the tax
in the common-law State is more than 21 percent larger than that in
the community-preperty State. At the opposite extreme is the caso
where in the common-law State incomes of the two spouses are ap-
- proximately equal. Here, the results under common law and com-

- munity property would be similar. However, in the great majority
of cases the income of one spouse predominates.

“One consequence of the substantial diffcrence in the amount of tax
due on similar incomes in community-property and common-law
States has been an attempt to, develop in the common-law States -
techniques which will divide the income of a married couple in approx-
imately the same way that income is divided in the community-
property States by the operation of State law. Chief among these -
‘devices are gifts, either outright or in trust, joint tenancies, and family.

- 7 Note that the table assumes that all of the income was earned by one spouse.
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partnerships. ~Confusion has resulted from attempts to use trusts,
tenancies, and partnerships for such purposes, and the present status
~ of the law and regulations on these points is ‘most unsatisfactory. A
pumber of proposals for the revision of the income-tax treatment of
trusts and fami y partnerships are under study. The difficulties which -
these problems present are impressive. ,
TaBLE XIIL—Difference in amount and gefcmtaée "o;f income taz in communily
properly and common-law States under present law
[For a married couple with no dependents]

Tax payable in— , Peroént by
pay o | 'which tar.
T Excess of tax {n fin cotéxmon&
Income after deductions, ‘ : Stato vt tarin | Moot
but before exemption .. Community-prop- Common-law community- | thatin "
erty Statos States ! property States |community
‘ P tates”

s 2 QU i 1053383'50 B 3
127,081 50 | 148, 124,00 |
160,337.50 | 191, 339, 50
383, 543. 50" 407, 464, 50
599, 668, 50 623, 589, 50
815, 793. 50 839, 714, 50

1 Entire income reported by husband on Joint return,
Bource: Staff of the Joint Committee on Internal Revonue Taxation,

While the lack of geographical equalization in the treatment of the
income of married couples has been recognized for a long time, cir-
cumstances have arisen recently which necessitate immediate action.
For a good many years the income-tax advantages incident to the
community-property system were confined to eight States.® In each
of these community property antedated the enactment of the Federal
income tax. In each, the use .of this particular form of law could be
_traced to Spanish or French antecedents. =~ .

- Recently, however, & number of States have shifted from the com-
“mon-law to the,éommunity-property:System.ﬁ In these cases benefits
under the Federal income tax which residents of the State would
obtain under the community-property system were largely respou-

Nt —— . B
! Arizons, Califarnia, Idaho, Louisians, Nevada, New Mexioo, Texas, and Washington,
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yandonment of common law. After one false start,
ned the community-property group in 1945, Oregon,
raska, and Pennsylvania were added to the list in

'1947. However, the Pennsylvania law has since been found to be

" The geographical differences in the impact of the individual income
tax resulting from the fact that 12 States use community property
raises a serious problem, but the fact which makes action at the
present session imperative is the gﬂtentid rapid extension of com-
munity property to & large number of other common-law States,
The adoption of community property has been advocated widely in
spite of a growing awareness of the substantial differences between
community property and common law which make a transition from
~one system to the other extremely difficult. It is now recognized
that this transition will be a period of extreme confusion during
which the courts, the administrative officials and the legislatures wd%
be working out the detailed application of a new and strange system
of property law. - Nevertheless, many responsible State officials have
reached the conclusion that the difference between the impact of the
Federal income tax as it applies in community-property and common-
law jurisdictions is so great that the use of community property
cannot be avoided. ; ; ~ ,
This is particularly true in common-law States lying adjacent to
community-property jurisdictions. In such common-law States there
is a lively fear that the tax advantages of community property will
produce & migration of the relatively well-to-do taxpayers. This
fear undoubtedly played a major role in the adoption of ‘community
property by Oklahoma and Oregon, and is an exceptionally strong
factor in States like Arkansas. But even in cases where such migra-
tion is less likely, as in Michigan and Pennsylvania, the tax conse-
quences of retaining the common law were sufficient to produce
legislation, . . . o
Many States are waiting to see what Congress will do about the
problem of geographical equalization. If the necessary action is not
taken, there will be a flood of State legislation intended to produce
the same results, but doing.so in a manner which has most unfortunate
consequences, not only for the taxpayers involved, but also for all the
persons who must use or administer the property laws of the States
which rush into the community-property system. o '
Your committee believes that the best answer to the problem of
geographical equalization is the splitting of the combined income of
the husband and wife. Income splitting is effected under H. R. 4790,
as amended, by giving husbands and wives in all States the option to -
file joint returns. In these returns their combined net income an
‘their combined exemptions are divided by 2. A tax is computed on
this basis, and mliltipliedbg& SO o ik
Income splitting will produce the same result in common-law States -
which now obtains in & community-property State when the entire -
income of both spouses is community income, If, however, spouses
in community-property States have separate income, they may split
their income by electing to file a joint return. Under existing law,
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separate income in community-property States is taxed in full to the
- spouse who receives it.- Thus, the type of solution embodied in H. R,
4790 as amended, benefits residents of both common-law and com-
munity-property States. =~ L B R
It is emphasized that the right of election to use or not to use the
joint return prevails in both common-law and community-property
Stabes, o o e
Geographical equalization in the taxation of married cour
requires an adjustment in the standard deduction and in the d
for unusual medical expenses. Under existing law a taxpayer with ad-
justed gross income of over $5,000 may elect a standard deduction of
8500 instead of itemizing his deductions. In community-property
States the husband and wite will normally file separate returns. Hence
each may be eligible for a $500 standard deduction and the couple
may claim an aggregate deduction of $1,000. To make equal treat-
ment available in common-law States, H. R. 4790, as amended, of
necessity must provide that a couple with an income of more than
$5,000, electing to split their income by filing a joint return is also
eligible for a standard deduction of $1,000, or 10 percent of the ad-
justed %ro‘ssin'com'e, whichever is lesser. -
The fact that married couples in all States may receive & maximum
standard deduction of $1,000 presents a problem of equalizing the
treatment accorded married persons witg single individuals. To
provide equality of tax treatment it is necessary to raise the maximum
standard deduction for single persons to $1,000. This is done under
your committee’s bill. IR e
Under existing law a special deduction is allowed for medical ex-
penditures to the extent that they exceed 5 percent of the taxpayer’s
adjusted gross income, but subject to a ceiling of $1,250 & year in the
case of a taxpayer who claims only one exemption, and $2,500 if he
claims more than one. If both parties to a marriage in a community-
property State file separate returns, each spouse claiming one depend-
ent; the ceiling on their medical deductions is $5,000. If only one
claims a dependent, their maximum medical deduction is $3,750.
Your committee’s bill raises the ceiling for a married couple filing a
joint return to $3,750 if they have one dependent, and $5,000 if they
have two or more. This equalizes the treatment in common-law
end community-property States. ; ~ ~
Adoption of these income-splitting provisions will produce sub-
stantial geographical equalization in the impact of the tax on individual
incomes.  The impetuous enactment of community-property legisla-
tion by States that have long used the common law will be forestalled.
The incentive for married couples in common-law States to attempt, -
the reduction of their taxes by the division of their income throu%fh
e

such devices as trusts, joint tenancics, and family partnerships will
reduced materially, Administrative difficulties stemming from the
use of such devices will he diminished, and there will be less need for
meticulous legislation on the income-tax treatment of trusts and family
partnerships. In effect, these amendments represent the adoption of
0 new national system for ascertaining Federal income tax liability.
‘The adoption of these amendments will extend substantial benefits to -
residents of both community-property and common-law States.

K. Rapts., 80-2, vol. 2—=89
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B. THE ESTATE AND GIFT TAXES ,
| roperty rights in community-prop.
rty and non-community-property States have also resulted in geo-
- graphic inequalities in the effect of the estate and gift taxes. In
community-property States husbands and wives have an undivided

one-half interest in the community property. Prior to 1942, upon
the death of & spouse his one-half interest in the community property,
over which he had the power of testamentary disposition, was subject
to the est x. Similarly, a gift of community property was taxable

basic differences betwe

as though one-half of the value w&sgthe*ﬁift of the husband and one-
“half the gift of the wife. On the other hand, in common-law States
neither spouse had an undivided interest in the property of the other
spouse. Since both estate and gift taxes have sharply progressive
rates, with large specific exemptions, the consequence was a substan-
tially lower tax on transfers in community-property States than on
transfers of similar size in common-law States, where the ‘usual case
was that practically all the wealth of the married couple was the prop-
erty of the husband. : e
In 1942 the Congress attempted to provide more nearly equal
results under the: estate and gift taxes. The estate tax amendments
of that year provide that the entire community property be included
in the decedent’s gross estate, except such portion as can be “shown
to have been received as compensation for personal services actually
rendered by the surviving spouse or derived originally from such com-
pensation or from separate property of the surviving spouse.” Under
this rule, the entire community property is taxable to the first spouse
to die unless some portion of the community is economically attrib-
utable to the survivor. However, the 1942 amendments further pro-
vide that regardless of which spouse was responsible for the acquisi-
tion of the community, at least onc-half of the value of the com-
munity, is includible in the decedent’s gross estate. The basis for
this rule is the fact that rights to at least one-half the community are
transferred on the death of either spouse. The rule is necessary since
the share of the spouse dying first may not be transferred to the sur-
viving spouse and the community assets may not be economically at-
tributable to the decedent spouse.. In such a case if no tax were im-
posed, the property would avoid the estate tax for one generation.
Similarly the Revenue Act of 1942 amended the gift tax with respect
to community property. All gifts of community property were made
taxable to the husband, unless it could be established that the property
transferred was economically attributable to the other spouse. ,
Unfortunately, a number of problems have arisen under the 1942
amendments.  Most important of these is the fact that geo%aphlcal
equalization has not been realized in a typical situation. Further-
more, the problem of determining the cconomic contribution of the -
surviving spouse to the community has resulted in an extremely
difficult problem of “tracing.” Severe hardship also results where,
because the entire community property is includible in his gross
estate, the estate tax of the decedent is larger than the community
property subject to his power of disposition. For example, if a de-
cedent is economically responsible for the entire community this aver-
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o tax rate on his estate may exceed 50 percent. However, only half

of the commumity is subject to his power of disposition. Thus the
share of the community already belonging to his spouse may be re-
quired to bear part of the tax altiiough the spouse does not inherit
sy property Under State law. oL

The most obvious instance of the failure to attain equalization
resilts from the widespread use of life tenancies in the common-law
States, In this situation the husband transfers or bequeaths to his
wife a life estate, with remainder over to the children, At his death
the whole of the estate is taxed, but at the wife’s death there is no
tax on the cessation of her life estate. On the other hand in a com-
munity-property State, the husband may not by his will dispose of
his wife’s interest in community property. If he bequeaths his one-
half interest in the community to his wife for life with remainder over
to the children, the entire community may be included in his gross
estate, and on the death of the wife,? one-half the community is also
included in her estate. Thus the common-law couple is subject only
to a single transfer tax, whereas the community progerty couple pays
two transfer taxes, one on an estate of equal size and one on an estate
of half the size of that passing in the common-law State. o

The “tracing problem” arises under the 1942 amendments because
of the need for identifying portions of the community contributed by
each spouse. Establishing the fact that particular assets of the com-
munity are derived from ‘‘compensation for personal services actually
rendered by the survivor * * *’ isimpossible in a great many
situations. Under the 1942 amendments this tracing problem is of
far larger dimensions in community-property States than in common-
law jurisdictions, where it is limited nﬁ imarily to joint tenancies,
tenancics by the entirety, and joint bank accounts, ,

Your committee does not beliecve that a satisfactory solution to
the problem of geographical equalization or the difficulties of tracing
can be found under the 1942 amendments or amendments using a
similar theoretical approach. Hence the repeal of these amendments
is recommended, effective with respect to gifts made after the date
of enactment of this bill and with respect to the estates of decedents
dying after the date of such enactment. Your committee would be
unwilling, however, merely to repeal the 1942 amendments. Repeal
alone would reproduce the pre-1942 results which are even further
from equalization than existing law. ;

With the repeal of the 1942 amendments your committee recom-
mends estate and gift tax splitting which is similar in its effects to the
sHlitting;Qf the income tax provided for in this bill. It isrecognized
that complete equalization of the estate and gift taxes cannot be
achieved because of the inherent differences between community
property and noncommunity property. However, the new provisions
will result in equality in the important situations. e R

Under the estate-tax provision of your committee’s bill a decedent
spouse is allowed a marital deduction from his gross estate in the
-amount of the value of all interests in property passing outright from
the decedent to the surviving spouse by way of bequest, devise,
transfer, right of survivorship in jointly held property, etc. - The

*Assuming that the deductlon for property previously taxed s not applicable,
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duction is limited to an amount not in excess of 50 percent of the
adbugtédgros‘s;éstate,“’u R RO SR L I R
nder thé’l.fﬁgift-‘taxfﬂfl,‘iivlsidhs ‘of your committee’s bill a donor
spouse is allowed a deduction for every outright transfer by gift to
his sp‘Ous‘%ﬁsuch‘ deduction to be an amount equal to one-half of the

déduééfbn

e interest transferred. In the case of a transfer by gift
by a married person to persons other than his spouse, the interest
tra;nl‘sffe:red may be considered as made one-half by each, if the spouses
so elect. T e i

Under both the estate and gift taxes the marital deduction does not
apply to the decedent’s or the donor’s interest in community property.

his’ exception was necessary because after the repeal of the 1942
amendments the surviving spouse in a community iprOperty State
will receive one-half of the community property tax-free. Similarly
a donor spouse will be taxable on only one-half the value of any gifts
made out of the community property. Although the marital deduc-
tion does not apply to community property, it will apply, in general,
to the separate property of a decedent or a donor in a community-
property State.!

In the preceding paragraphs it has been stated that the interest in
property must pass outright to the surviving or donee spouse to
qualify for the marital deduction., This is intended to restrict the
deduction to those cases where the decedent or donor passes to
his spouse all of his interest in the property. This will equate the
decedent in the common-law State with the decedent in the com-
munity-property State who cannot by his will effect in any way the
surviving spouse’s interest in the community property. Thus, a
deduction will not be allowed under the amendments if the only
interest given a spouse is in property in which the decedent or donor
also gave an interest to someone else who may possess or enjoy the
property after the donce spouse dies. However, if the only interest the
husband has in the property is a terminable interest, such as a lease,
and he gives his wife his entire interest in the property, then the
deduction is permitted. i

Among the exceptions to this rule is the recognition of one of the
customary modes of transfer of property in common-law States. The
deduction is applicable where the decedent or donor creates a trust,
the income of which the beneficiary or donee spouse is entitled to for
his life, with a taxable power of appointment over the corpus of such
trust in the spouse. Thus the property subject to the taxable power
of appointment will be includible in the gross estate of the beneficiary
or donee spouse unless it has been dissipated in the interval. -

For the purposes of the estate tax, the same principles underlying
the marital deduction as to powers of appointment are also applicable
to proceeds of insurance on the life of the decedent. The marital
deduction may be obtained if under the terms of the policy the sur- -
viving spouse is entitled to receive such proceeds in annual or more
frequent installments, with the right to designate her estate or other
persons as the beneficiary of the unpaid balance of such proceeds.

10 Tho adjusted gross estate'ls determined by siibtracting from the gross estate the debts and charge
provided for In scetion 812 (b) of the Internal Revenue Code, e Sl e

it There {3, however, In Callfornia’some community. property which Is not reco];ntzod as such for the
purposes of the Federal estate and gift taxes. - This {3 (rroperty aequired in California before the passage of

a Oalifornia law in 1927 which gave the wife 8 vested interest in community assets. - Under your com-
mittee's bill the marital deduction will be applicable to the decedent’s or donor’s interest in such property.

It will be treated in the same manner as separate property.

value of the
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Your committee has long had under study the revision of the present
Jaw as to powers of appointment. It is not intended that allowance of
‘the martial deduction with respect to the creation of a power of ap-
poin‘t‘n‘ﬁnt will preclude such future revision as may be considered
advisable. T T L T U

‘Adoption of these portions of your committee’s bill will establish a
new national system for ascertaining Federal estate and gift tax lia-
bilities. This will extend substantial benefits to residents of both
community-property and common-law States,

C. THE CAPITAL GAINS TAX

~ In order to give persons receiving community property the same
basis for determining gain or loss on a sale of property after death
as is given to the recipients of property passing under the common law,
sn amendment is being made to the capital gains provisions of the
income tax. Under existing law property acquired ‘“by bequest, de-
vise, or inheritance’ has as its basis for capital gains purposes the fair
market value of the property at the time of the decedent’s death or
the fair market value at the optional valuation date. Your commit-
tee’s bill provides that the surviving spouse in & common-law State
may roceive up to one-half of the estate of the decedent free of estate
tax, Insofar as such property passes from the decedent to the sur-
viving spouse “by bequest, devise, or inheritance,” the surviving
spouse will have as a basis the fair market value at the time of the
decedent’s death or the fair market value at the optional valuation
date. On the other hand, under existing law the one-half interest of
the surviving spouse in community property is not property received
“by bequest, devise, or inheritance.”’” As a result, under present law
the surviving spouse in a community-property State must use as a
basis for his share of the community assets the cost to the community.
Your committee’s bill provides that the surviving spouse’s interest in
community property shall be dcemed to have been acquired “by be-
quest, devise, or inheritance’’ from the decedent, thus giving the
assets a basis equal to the fair market value as of the date of the first
spouse’s death or the fair market value at the optional valuation date.
This equalizes the taxes on capital gains in common-law and com-
munity-property States, ‘ , ,

This provision is effective with respect to community property ac-
quired by the surviving spouse from a decedent dying after the date of

enactment of this act.
IX. StaristicaAL. Dara Reratine 10 Your Commirrer’s BiLL

The reduction in income-tax liabilities resulting from the various
provisions of your committee’s bill is shown in table XIV. This
table is based on an assumed personal income of $208 billion. The
percentage tax reductions account for 38 percent of the total, and the
mncrease in exemptions for 42 percent. It should be borne in mind
that a large part of the reduction of $550 million resulting from
“income splitting’”’ will occur whether or not your committee’s bill is
enacted. Quite a few of the States, including some of the largest,
have indicated their intention to adopt community property if pro-
vision for income splitting is not made by the Fed’;ral government.
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TanLe XIV.— Distribution of the tax reduction resulling from the various provisions
of the House bill and the Finance Commilttee bill

[Assuming personal income of $208 billion]

o =
Reductiofy Howse | Reg oaviittee b
In millions of 3::'3"5? "In mlillions of ggn%i "
dollars total dollars Ltotal
Increase ,in"the; per capita exemption to T P"“M | Pacent
K e 2,000.1(30.0| 2000 1| 41.9
Additional exemption for persons over 65. 163.8 1 2.5 163.8 | 3.4
Special provision for the blind_........ . 01 0.1 (O
Allowing ‘married couples to split their s e o
InCOmMes. . L iiiiiloiieaniiaacs iena 698. 2 9.0 §60.3 | '11.6
Increase in the standard deduction._.... . 59. 41 0,9 594 1,2
Porcentage reductions ...ccaeoococcauaeas -| 3637.2| 546 1,799.7| 37.7
‘Decrease in income tax liabilities_. .| 6,458.9 | 97.0 | 4,573.5 | 958
Effect on estate and gift taxes_ _ _...cuaaas 199.1 3.0 199.1 | 4.2
Total decrease in tax liabilities_ ....| 6,658.0 [100.0 | 4,772.6 | 1000

1 Less than 0.05 percent. - e . Lo : . ~
# This includes the reduction in tax liabilities for married couples as well as single individuals,

Source: Stafl of the Joint Committee on Internal Revenue Taxation.

Table XV shows the estimated distribution among the various in-
come classes of the change in tax liabilities from present law, under
your committee’s bill and under the House bill. It also shows the
number of taxpayers under present law and under H. R, 4790; the
number of taxpayers relieved of tax under H. R. 4790; the income after
deductions but before exemptions; and the reduction in tax liabilit
under the House bill and under your committee’s bill. The table
indicates that 71 percent of the reduction under your committee’s
bill goes to individuals with incomes after deductions but before ex-
emptions of $5,000 or less.

TasLe XV.—Estimated number of tazpayers, their income after deductions but before
exemptions, and their tax liabilily under present law compared with that under the
House bill and the Finance Committee bill, in a full year of operation (assuming
personal tncome of $208 billion) ; ;

S Taxpay- Income g i Reductfon In tax
Lnoims lasg | TEPOYers under— ForgBoY afer d. | - Tax liability under—! | yigbiity under—
after deductions » lieved | duotlons e -
but before | | ooftax fobut [ DSV EERE ey
F : : dex | before Finarice : i '| Finance
exemptions | Present | H.R. | JPR' [ o00™ | Present | House (o miie| House | oonmit.
aw | 470 | g | “tons | 1w | I Teebm| P tee vin
'(000) - Number of taxpayers In thousands, money amounts in milifons
Under $l........| 39386 83042 o4 mouro| susa| sws| susolsuse| sl
$1-$2.ennne. 17,6973 | 16,178.4 | 2,36 7| 2,040 | 1,416.8 | 1,870.3 |1, 287.2 | TM4T
$2-83..cuuuunnn.] 16,7844 | 14,3060 | 2,4 \1{3,9062.7 | 2,430.6 | 2,008.0 [1,523.1 | 1,088
884 ... $,990.0| 7,7619 3|26452|1,7001 10428 986.1]| 7024
$4-85.....oiolll] 4 857,31 4,000.8 | 2,384.8'] 1,638.6 | 1,814.3 6.2 | 570.5
Total under | et Eaat: I e Rt B
$5..c.....] 52,110.6 | 44,7343 11,880.9 [7,808.9 | 8,084,3 |4, 686.0 8257

Bee footnotes at end of table, p. 81,
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wTAaz.m XV.-——Estzmated number of tax ayera, their income. after deductions
but before exemplions ‘and their taz liability under fuesent law compared with
thal under the House bill: and tho Finance Commiltee bill, in a full year a,f opera-
twn (assummg personal mcome of 8208 bzllwn)-——(}ontinued ~

TPaxpayers undor— ‘axpny-| Income | py jability under—1 1}‘?,‘,’&"}}"3,,’3“*;‘_‘

I come claﬁs : :
|ﬂ§r(t'0dll}0huuo — - -lg?‘égg, d“{;ﬁg‘?“ T

ut before 1 o no- | ounder: ‘before,ﬁ | Finance | .| Finance.
exemptions ~Presentt _H.~ R, | H B | exemp- Present House |inimis. Bouae Oommit

Number of taxpayers in théusands, oney a.monnzs {n millions -

: »x.‘5’14.1§ '1’,’57’2.2] T o]
6688 | 6688 (M | 95080
gl e @) 5,008

8.1 61| (O | 2008714623

88 86| () | 1,3683[1,09.4

W8 8@ | zus) 2008
0 ol 4l ] o | eone] 1snol| 1en3
$,000end over il ar o n) @ ] TR xwe;a“ MLO

 Totalover$s.| 2417.2| 2,4163| 19 28,696.2 0,867.9 |

" Grand total.| 84,527.9 47. 149.6 7,378.4 138 m. 1 {21, 467.5 1

~ PERCEN’I‘AGE DISTRIBUTIGN; ;

O ceeenee 722 20| TBS) 234 ms 0.70}; el e
1 R vaea| 8216 ;_32 19.17:32.02 .64 | 113 1916 1684
$2-83. il 80.78: 30.34 | 8358 | 2812 ARSA NG B
-84 oaieoe] 1649710 16.46.| 16,60 o | 161} 14 15.36
#-$5....... vemes 801 860 10.30 .93 | 1075 | 11 1247

0] 288 8,83 02 o800 [ 807 7 - 6.96
;sm—szd.......... L2l L4z O 5| 13.70 | 1801 9.94
~ S 7 S RIS A B 1267 12:09:] 11,29 6,40

; W06 .08 ). 828 760 3.5

et et Wm 598 B.BT 1.94

sm-:sm-....... 0] ) ® 120 a2 ¥
5500~$’. - (‘)i N (’) (’) . . ! . ~L 11 1'05 : o : ‘22 )
$1,000 and over..| () @ @) : 04 B9} .24 .16

Total.....| 100.00 | 100.00 | 100.00 mooo :100.00 | ©100,00 | 100.00.|100.00 | . 100,00

PEROENTAGE DIS’I‘RIBU'I‘ION 'OUMULATED FROM LOWEST TO HIGHEST NET
= ,  INCOME CLASS T

: 234; 1.13  S0
20,8871 13,50 |-
49.00 |
66.31 | 44
b 71980 |
© 8830
B 75 v & B
© 96,78
98,50 |

67| ondel
99'73 .
gt
. moao -

ninereue less mm 0.01 por‘ , t. . : e
~ Norz. —Flzui'u are rounde& and will not neoesssﬁly add to totals,
- Bource: Staft of thie Joing Oommitteo on Intamal Revenus Tmuon. Sk
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Table XVI presents the tax burdens for various income levels
after deductions but before exemptions. It shows the amount of
tax payable under present law, the House bill and your committee’s
bill; 'Y?here ‘are eight parts to table XVI showing the tax burdens
under different assumptions as to marital status, number of de-
pendents, and the distribution of income between the partners to the
marriage. All parts of table XVI are calculated under the assump-
tiogl’,‘thgtneither the taxpayer nor his spouse is over 65 years 6f age
orblind. ‘

Since individuals aged 65 and over receive an additional $600
exemption under both your committee’s bill and the House bill,
their tax burdens differ from those shown in table XVI. Table
XVII (A) and (B) shows the tax burdens under existing law, the
House bill and your committee’s bill for & single person 65 yeats of
age o over, and for a married couple with no dependents. Fart B is
calculated u nd?r the assum that both spouses are over 65 and

y one of them. The figures shown

that all of the income is earned by on
in table XVII also ap’p{ff;  blind persons under 65.

‘Table XVIII (A) and (B) shows the amount of spendable income
remaining after tax under present law, the House bill and your
committee’s bill. The amount of spendable income remaining is
shown by income classes after deductions but before exemptions
and is also expressed as a percent of the income. Part A relates to a
single person with no dependents and part B to & married person with
no dependents (it being assumed that the entire income is earned by
one spouse). Table X, which appears in section V1 above, shows the
effects of the House bill and your committee’s bill on the spendable
income of a married person with two dependents (the entire income
being earned by one spouse).
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TapLe XVI-A,—Comparison of individual income taz under present law, and
under House bill and the Finance Commitiee bill

SINGLE PERSON—NO DEPENDENTS

Amount of tax reduc-
Amount of tax tion, H. R. 4790 Bontees
Ineo after  de-

ductlons but bes H, R, 4790 o
fore exemptions — Finance | o, . |¥Fioanoe
Present : House tteo House | Com-
law House' Finanoe bill il bill " | mittee

bill
. |Percent Pere

$700. cuceeeeeeine

$750.;--.--...‘-q-...-

$10,000
$11,000 - nmoen.n
$12,000. . . cceecean-

$1,000,000...000mues

247,00 173,00
285, 00 212, 80
380, 00 288, 80
484,50 370.88
603,60 538,08
921,60 727.32
1,168, 50 949,62 |
1,434.50° 1,185,60
1,719.50 1,442, 10
2,0283.50 | - 1,712.28
2,346.50 3,002.98
2,688.50 | 3,307, 36
3,040.50 2,632.26
3,43425 2,074.26
3,84275 | 38,341.01
421025 | 8,732
6,645.25 |~ 5,865,61
9, 362, 25 8,296.78
12,264.60 | 10,905. 24
25,137,000 22,481, 04
32,247,765 | - 28,879.08
39,643.50 | 35,632,606
47,324.25 | - 42, 442,77
0.00:|  49,600.38 |
57,032 49
| 5,000,731
133, 530, 60
172,436.97
76| 211,330, 47
321,446,756 | - 280, 144. 47
407,808,785 | 366,949, 47
624,021.75 | 561, 401,97
840,146.75 | 785, 974.47 |

s00.84 |

,3.30&704 346215

149, 40 ( ;
100, 20 7400 |-
W 722
31540 | 0L 20
400, 44 113.62 |
603.04 ] 18843
810.72'| - 19418
1,039.52 218.88 |
1,282. 40 248,00 |
1,546, 40 27. 40
1,824,48 3L 22
2,123,68 | 343,52
2,436.96 | 38114
2,77L36 anu
3,123.36 469,00
3, 501.76
8,804, 24 547,01
6,088.06 | 789,64 |
©8,600,48 | 1,000.47 |
C1,286.24 | 1,30.26 |
16,986,88 | 1,081,32 |
23,201 44 | 2,655.06
. 20,785, 60
- 36,633.76 | 4,110.
T 43, 748,02 |
51,122.08:
88,762,24 |
98,165,601 |
138,772, 70,
£179,831,03 | 19,334.78 | 11,940, 7.
'm,mzs‘ isz,soz.zs:
385,000, 00 | - 40, 947, 28
577,500,00 | 62,559, 78
770,000.00 | 84,172.28

Nt

©46,621.78 |

70, 146. 78

7.81
70
.1.‘64, '

"Bource; Staff of the Jolht Committee on Internal B&venuo Taxation,
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TasLe XVI-B.—Comparison of individual income taz under present law, and under
House bill and the Finance Committee bill

S8INGLE PERSON—ONE DEPENDENT

' ; Percen
Amount of tax ‘*”‘8},’,‘,‘,‘ }2’ fz"."ng ne re(luottiotr:tx
Income after de-
%aﬁ&aﬁ&%& be- , H. R. 4700 : = Fi
Present ‘ House cgrlr?;?t?ce House 0%%19
law Hotise F‘Dﬂnce bill bill bill mittee
“bint Commlttoe bill
bill
| Pereent Percmt
; $38 00 100 n
.88, 46,20 | A8
72 52,40 T4
87,20 ¢ 3011
) 215, 8 6920‘{ .28 | 2428
208,80 06, 820 | orgy
37. 1 480, § 51, ! 102,12 | 25,681 ‘17,34
798, 0 604.96 | 680.48 | 103,04 urs2f 2410 " 147
1,046, 816.24 |' 902.24°| - 20876 142,78 |- | 1368
1,292.00 1,038.54 | 1,131,04 |~ 253.40 160.96 1248
1,677.00 1,238.20 [ - 1,388,00 288, 80 189,00 |- mes
1,862.00 | 1,544.70 1,652.00 317,30 210.00 18
2,185,00 | " 1,828, 50 1,944,168 350,44 240.84 | 1,02
2,508,00 2,110,26 | 2,243.36 388, 74 204, 64 i0.8%
2, 869, 00 2,437.32 | - 2,570.72 431,08 208,28 10,40
3,230. 00 2,762, 22 2,905,12 467,78 324,88 '10.06
3,633, 80 ©3,121.32 3,274.72 517.18 363,78 |" 10.00
4,047.00 3.488:97|  3,653.12 558, 03 303,88 9.73
6,303, 60 5,583,72.1 580912 | 809,78 | - 584.38 S04
9,092.00 | .7,903:11°| ' 8,288,06 | . 1,088.80 | ' .703.04 87
11,070,00 | 10,567.18 |  10,058.88 | - 1,382.82 [ 1,011.12 8,48
18,097,650 | 16,080,966 16,622.56 | 2,007, 54 [~ 1,474.04 8.15
24, 705, 00 22,112.58' | 22,821,28 | 268242 1,073.72 7.9
31,801,50 |~ 28,404.30 |  20,380.60 | 3,397.20 | 2,501.90 [ 7.85 -
39, 273,00 3513252 [ 36,221.02 | '4,140.48 | 3,081,08 .7
46,030,50 |  42,027.24 |  43,318.24'| ~ 4,912.26 | 3,621.26" (A
54,801.00 |  49,178.46 | 50,678.56 |  5,712.54 | 4,212.44 7.67
63,127.50 ] 56,080.18'|  58,302:88 | - : 4,824,62 | - 7.64
105,383,60 | - 04,613.16.|  97,683.68 o 7,600,821 7.31
148,124.00 | 133,077.90 | 138,285,35 | 15,046.10 [  9,838,65 | 6.64
1191,339,60 | 171,070.14 | 179,338,27.| 19,360,36 | 12,001.23 | 1 62
234,664,560 | 210,872.04 | 220,402.02 | 23,691.86 | 14,162.48 | . 8.04
321,014.50 | ~ 288,677.64 |- 302, 520.52 | 32,336,86 | 18, 484,08 S8
407,464.50 |  300,482.64 | 384,057.02.| “40,081.80 | 22,807, 48 860
623,550, 50 | 560,005, 14 | 577, 500.00 | - 62,604.30 |  46,080. 50° 7.9
839,714.50 | 755,507.64 |  770,000.00 | 84,208.86 | . 69,714,850 | 830°

Bource: Staff of the Joint Committee on Intefnal Reévenue Taxation,
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TasLE XVI-C.—Comparison of individual income tax under present law, and

sunder House bill and the Finance Commitiee bill

MARRIED PERSON—NO DEPENDENTS-—ENTIRE INOCOME EARNED BY 1 SPOUSE

, Percent
Amountof tax Amount of fax reduo- rngduotiga‘
Indeo glign: 'tt)?xrt g: ore
toli'e excmptions . H.R. 4% , Fivance | o ‘B‘:g?‘
Present : House Committes| HOUS | 1ittes
law House |Finance Qom:| Pi!l bill bill 1 %hin
bill mittee bill
m.OO ......... e ;-....---;v--- 338.00 p
95.00 | $39.90° $49. 80 85.10°
152.00 | 79.90 | 29, 60 2.2
190,00 106, 40| 132,30 - 83,60
285,00 172.90 218,80 [ 1210
380. 00 239. 40 208,80 |- 140,60
589,00 - 42560 464.80 163. 40
00 577,60 630,80 | 220,40
1, 045: ¢ 74L76 | . 818,88 303. 24
1,20200 | - oS00} l,oxms' 383,04
1,87.00| 1,076.16° | 1,206.08°| - 800,84
1,802.00 | 1,243.36 [  1,3%.08( 61864
2,185.00 |~ 1,454.64 1,621, 44 |- 730,36
$11,000. . oilmemmnnn- 2,808,00 [ - 1,676.04  1,860.24 | . 831,08
$12,000- . cnmeiaacen 2,860.00. 1,800,24 | 2,070,047  v60.76 39, 96
$13,000. - c.ovaannnns 3, 230. 00 2,121, 84 2,307.84 | - 1,108.48
$14,000. . ecenannns 3,638, 60 2,371.20 2,664.80 | 1,267.30 | 1,073,
$15,000_ . cieennnn 4, 047. 00. 2,627.70 2,828.80 |- 1,410.30 | 1,218 2
$20,000. . .eaezeeeen 6,393.50 | 4,005.97 4,247.36 | 2,387.54 | 2,146,
$25,000. . < Zoaeinnnn- 9,082.00 8, 589, 42 5,877.12 | 3,492.58 204,88 38,46 |
$0,000. 0. icoccean 11,070.00 | 7,446.48 |  7,788,48 | 4,523,62| 4,181.62| 3779
$40,000. .. iiuiincen 18,007.60 [ 1,711,22| 12,177,903 6,386.28 [ '5,910.58 | 35,20
$50,000. - caameaecnns 24,795.00.| 16,501,506 17,200,96'| - 8,203 504,04 | 33,00 |
800,000 5 eeimnun 31,801,860 | 21,810, 48 |: ,22.572.48 10,0802 - 9,319,02 ; 3161 |
$70,000. .2 eemaioncnn 30,273.00 | 27,234.60 |  25,155.20 | 12,038.40  11,117.80 | 30,65 |
$80,000. . icemonenen 46,939,580 -~ 32,887.86 33,073,76 [ 14,051.64  12,005.74 | 20.04 | 2762
$90,000- -0 uneicnnns 64,801.00 | 38,807.88 |  40,006,88 | 16,083.12 | 14,824.12| 20,30 | 27.01°
$100,000. . o oecoiocun 63,127.80 | 44,963.88 46,402.88 | 13,163.62 | 16,724.63 | 28.77| 26.40
$150,000. s o ovaaane 105, 383,50 | 77, 960.04 80,363.84 | 27,43.46 | 25,010.66 | 26.02| 2.74
$200,000: -« v ecccanas 148,124.00 | 114,004,908 |  117,524.48°| 34,050.02 | -30,609.52 | 22,00 | 20.66
$250,000. e ciinanaan 101,330.50 | - 152,001,88 | - 186,663,36 | 30,247.62 | 34,676.14 ) 20.81°| 18,13
$300,000. .« oeanics 234,504, 50 |  190,130.46 | 196,331.22 | 44,425.04 | 38,233.28 | 18.04 | 16.30
$400,000- -l e cZanen 321,014.50 |  267,079.20 | ~277,545.40 | 83,135.30 |  43,460.10. | 16.80 | 13,54
$500,000. .« vouiaunacn 407,464.50 |  344,873.04'| 350,0662.06 |: 62,800.56°| 47,802.44 | 1536 | 1173
$750,000. - ceucuanen 623,580.50 | 839,386.44 |  564,080,82 | 84,203.00 | #8,608.68 [ 13.50| 9.40
$1,000,000. ... cenie 839, 714.50 [ 733,808.94 | 770, 000,00 ‘ 105,815.56 | 60,714.50 | 1200 | 830

Bource: Staff of the Joint Committee on Internal Revenue Taxation.
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TaBLE XVI-D.—Comparison of individual income taz under present law, and under -
House bill and the Finance Commiltee bill
MARRIED PERSON—NO DEPENDENTS—WITH INCOME DIVIDED AS FOLLOWS:

70 PERCENT AND 30 PERCENT
\

Amount of tax reduc- | Fercent tax
o Amount of tax tion,tH. R.x4790 iz“';‘f‘}%&
e o b6 » -
uctions . i
fore exemptions B.R.A90 ., Finanée : F&{.‘}‘_”
Present , ——| Hous |o,nmittee| EOUS | mithes
law - House |FinanceCom:| P! il bill
bill mittee bill
95.00 $30.90 $49.80 | - 8510 45:20 | 58,00 ( 47.58
152,00 | 9,80 99.60. 72.20 5240 | 47.50 | 347
100,00 | 108.40 132,80 | 83,60 5720 | 44.00 | 3011
28500 172,90 215.80 112,10 | 60,20 | 2933 | 4B
380,00 239,40 208,80 140.60|  8L20| 37.00. 2137
575.70 | 425,60 464.80 150. 10 110,90 | 26.07| 19,2
779.00 577. 60 630.80.] = 201.40. 148.20 | 25,85 [ 19,02
982,30 741.76 . 818.88 | 240.54 | - 163.42 [ 2440 1664
1, 200. 80 908. 96 1,012. 48. 20184 | 188,32 24.30( 1568
1,430.70° 1,076.16 1,206.08 [ . 354.54 224,62 | 2478 1870
1,664, 40 1,243.38 1,399, 68 421,04 26472 | 2530 | 1590
5;019:00:]  1,454.64 | 1,821.44[ 464,36 207.56 | 24,20 [ 1881
2,18L,20 [ 1,678.94 1,850.24° 504,26 330,06 ( B, 12| 1817
2,443,40 [ 1,809.24 2,079.04.) 544.18 364,36 [ 22.27 | 1401
2,728.40 2,121,654 2,307.84. 606. 86 420.56 | 2.24 | 1541
3,017.20. 2,371, 20 2,564.80 | 646,00 452.40 [ 2041 149
3,306.00 | . 262,70 | 2,828,80 678.30 | - 477,20 | 20.52| 1443
5,010.25 | 4,005.06'| - 4,247,36{ 1,00529 | . 763.80 | 20.08| - 182
6, 092.00 -5, 589, 42 5877,12:| 1,402,568 | -1,114.88 | 20,08 [ -~ 15.05
9,186. 60 7,440.48 7,788.48' | 1,740.02| © 1,3988.02 | 18.94 | 1822
14,136.00. | © 1L, 71L22[F 12,177,02 | - 2,424.78 1,058.08'| 17.18 = 13,85
19,551, 00 16,591, 56 17,200,968 | 2,059.44 | - 2,350.04 | 15,14 | 1202
25,388.75 | 21,810.48 22,672.48 | - 3,678.27. | 2,816.27 | 14.09 | 11,09
31, 616.00 27,234.60° | 28,155.20 | ~ 4,381,40 | '3,460.80 | 13.86| 10.95
38,100,850 32,887, 86 33,073.76 | 5,31..64 | 4,225.74| 13,00 1106
44, 054. 00 38,807,838 | 40,060.88 | 6,146.12| 4,887.12 | 13.67 | 10,87
100,04 51,908.00 |  44,063.88 | - 46,402.88 | 6,944.12 560512 13,38 | 10.61
$150,000. : 89,475.75 | ~-77,960,04 | - 80,363.84 | 11,615.71 | ~9,110.91-] "12.87-| " 10,18
$200,000. 2oz oueianan 120,509.00 | ~114,004.08 | 117,624.48 | 15,634.02 | '12,074.62 | 11,09  9.32
$250,000. <. --.......| 170,053.25 | 152,001.88 | 166,663,368 (- 18,661.37:| '13,989.89 | 10,88 | &2
$300,000. . .2eeeeense 212,481, 75 |  190,130.46 | 196,331.22 | 22,342,209 | 16,160,563 [ '10.51 | 7.6
$400,000 - ceeraee 208, 148,00 (- 267,079.20 |~ 277,545.40 | 31,068.80 | 20,602, 60 | 10,42 |  &91
$500,000. . -.eeme.nnn| 384,028.00 | 344,873.04 | 369,602.06 | 39,154.06 | 24,365.94 | 10.20| 6.3
$760,000. ..c...ouac]  599,668.50 | © 539,386,44 | 504,980.32 | 60,282.06 | 34,687.68 | 10.05{ 678
$1,000,000. e cceenc- 815,763.50 |  733,808.94 [ 770,000.00 | 81,804.56 | 45703.50 [ 10.04 [ 5.6l

Bource: Staft of the Joint Committee on Internal Revenue Taration.
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TABLE ‘XVI—#E.—-'Compdi‘t‘é‘cm of individual inicome laz under present law, and under
: ‘ Houae bill and the Fimmcc C'o‘mmt'ttee bill '

MARRIED PERBON’-—NO DEPENDEN’I‘S—W]TH INOOME DIVIDED AS FOLLOWS: 80
PERCENT AND 50 PERCENT

Percentage tax

R | Amount of tax - Amﬁgg't of h&x‘_x;guc- reduct on, B
 Inwme after de- [— ‘ -— — :
fore exomptions Sl : o B : | Pinanes | Lo Fimmco
) S Present ~ —{. House 1o - ittee] House | Com:
law 'House |FinanceCom.| P! by | DUl mitiee

bl | mitteo bill

|Percent Pereent .

wis| 0|
8 630,80 .20 |
741.78 S 81888 204 150,12 | 23,45 7 16°49
Se08. 08 1,012:48 1 269,04 16562 | 2284 | 1408
L 107806 1,206:08 ) 310.84 180.92°] 2241 13,04
1,243,368 {  1,300.68 | - . 35264 196.32 | -22:10'} 12,30
1,45.64 | - 1,621, 44 ] 38836 221,68°F 2107 | 12,02
L,676.04 ] 1,850.24 | " 413.08 230.76 | 16:76:[ 1L 47
CLSO U 2,070.04 | - 437.76 257.96 | 18.73'] " 11,04~
B12L84 | 2,307.84 | 46246 21818 17.90 | 10,69
2,371.20°] . 2,664.80 | 407.80°| . 304.20] 17.35{ 10.60
2,627.70 ) 2,828.80 | - 52630 3252 | 16.60.] 10,81 .
© 400898 | 4,247.38(  68n.04| wb 64| 1.64] 950
- 5,580.42 | . 587712 . 870,88 682,881 13.48| 0.02

S onMe 48| 7,788.48( 1,004.02 | 75202 | 12.81] 881

a,mnee ] 117702 L,679.28 | 1,11288( 11.88| 837
16,501.86 1 17,200.08 | 213204 | 1,823,564 | 11:39 | 814"
60,000, - iocinianns 21,810,48 | - 22,872.48.| 2,718.52 -,'1.9&52‘ 1508 7,98

8'.’60,000-;..:,;;,;.;“
$300,000. . ceciiaay
$400,000. . s ianencnnsf
$500,000. v 0nnieuns o
§10,000,
’l.Ow.OCO‘.'...;..----‘ .

Souroe; Btaff of the Jolnt Committes on Internal Revenue Taxstion.
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TasrLe XVI-F.—Comparison of individual;i‘ncome taz under present law, and under
House bill and the Finance Commiliee bill

MARRIED PERSON—3 DEPENDENTS—ENTIRE INCOME EARNED BY 1 8POUSE

. Percen
Amount of tax Amﬁgg't é" g.x‘ reduc- rtsducttiotx;,l
e on, ot b
ctions, -
logseuempuons . B ReA190 . Finance T
Present House (o mmittes| HOUSe | Com.
bill mittee bili bili
: Percent| Pereent
$2,000. . ccicnnncanss B P PTG P PN ] PRSP re | PO g EE Y TN
2,600.. . ... ; $95.00 $13.%0 sw. © 88170 $78.,40.| 86.00 | 8283
’ 79.80 | .60 110.20 90.40 | 58,00 [ 4768
212.80 | 206,60 | 167,20 11440 | 44.00| - 30,11
386.00 | 431,60 203.00.0 . 15740 [ 34.47| 2ma
647. 20 57.60 | 250,80 [  200.40 [ 3143 2511
- 708,32 730.16 | 3308 | 20484 32.2| Y
875. 52 073,76 4186, 48 318.24 1 32.4 | 4@ -
CUL04272 ) 1,167:36 | 83428 409.64 | 33.88 - 25.08
1,200, 92 1, 360. 96 662,08 | 501,047( 3502 ] 2601
1,410.18 1,676.68 | . 77482 | - 609.32| 35,46 7%
1,632.48 1,804.48 [ - 875,52 703.62 [ -34.01 |  28.05
1,854.78 2033.28 | 1,014.22| 83672| 3636| 2913
2,077.08 2,262.08 | 1,152.02 ] 967.92| 3509 | .07
2,319.90 261200 | 1,318/60 | 1,126.50 | 36.24 | 30.08
3,667.12 388832 2,232.88 | 2,001,68 | 37.01 [ 329
5,100.64 [ ° 847684 | 3,331.96 | 3,045.66 | 38,08 3674
6907704 | 7,306,94 | 4,403.06 | 4,074.761 38.60 | 3580
1,167.44 | - 11,6184 | 6,274.56 | 582.76] 3507 | X
15,086.22 | -~ 16,577.92 |  8,124.78 | 7,833.08 | ‘3370 | U
21,174.36 21,017.76 | 10,004.64 | 0,261.24 | 32.00 | ‘2.7
26,567.70 | 27,468.80 | 11,964.30 [ 11,063.20 | 31.05| 28.7
32,179.92 |  33,245.12 | 13,990.08 | 12,024.88:| 30.30 | 27.%9
35,070.42 |  30,317:12 | 16,013,858 | 14,775.88 | .60 | .3
44,225,168 | 45,042.56 | 18,075.84 | 18,688.44 | 20.01| W74
77,128.98 | 79,608.48 | 27,400.02 | 25,020,562 | 26.22| 2.0
118,172.36 | 116, 605,76 34,008, 64 | 30,003,24-| -23.15-[ 20.82
151,178.82 | 155,723.52 | 39,206.18 | 34,761.48 | “20.63 | I8

189;226.32.|  105,367.36 | 44,473.68 | -38,332:64 | 19,03 | 16.40
208, 155. 80 276,570.70 | - 83,904.20 | 43,579, 30 | 168.87 13.61
343,940. 28 358,670, 54 | ~62,650.72 | 47,923, 48 | 15,41 1Lm
538,452.78 563,995.28 | 84,272.22.( ©58,720.72 | 13.83 LX)
732, 005. 28 700,314.04 | 105,8684.72 | 60,835.08 | 1262 8.2

Bource: Staff of the Joint Committee on Interns! Revenue Taxation.
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TasLe XVI-G.—Comparison of individual income tax under present law, and under
House bill, and the Finance Commillee bill

MARRIED PERBON—3 DEPENDENTS—WITH INCOME DIVIDED A8 FOLLOWS: N
PERCENT AND 30 PERCENT

~ Amount of tax redue | Fercentage taz
Amount of tax tow, 1. K. 4750 fpduerion,
Income after do-
ductions but be- : H. R. 4790 ,‘

fore exemptions ‘ R Flnance . |Finance

Present ~——| House - in o ttee] Bouse | Com:

law House |Finance Com-| ol bill g

bil} mitteo bill -

s Percent | Percend
v o g ] PRI S P
$2,600. . cuvancianan $95. 00 $13.30 $16.60 $81.70 $78.40 | 86,00 | 8263
$3,000: . euenniiianas 190,00 70.80 99,00 110. 20 90.40| 88.00| 47,58
$4,000. . .oeocioianan 350. 00 212,80 265. 00 167,20 114,40 | - 44,00 | 3011
$5,000. . cieeicianans © 570,00 386,00 431,00 184,00 138.40 1° 3228 | 24.23
$6,000. . ceeiauenuan- 773,30 547,20 §07. 60 226.10 178.70 | 20.24 2272
87,0000 iucunncionns 970. 60 708. 32 780, 16 268, 28 106, 44 | 27.47:0 201
88,0000 cieaianians 1,183, 70 875, 62 _973.76 308, 18 209.04 | 20,04 | 1774
$9,000. .0 ceeennnnns 1,417.40 1,042, 72 1,167,830 374,68 250.04 | 20.43°| 17,64
$10,000. % cmnnens 1, 653,00 1,209, 92 1,300.96 | - 443.08 202,04 { 2680 | 1767
$11,000... 0L 1,808. 20 1,410.18 1,675.08 [ 486,02 32062 | 25,63 | 16.90
$12,000. .- cieaceanas 2,168 40 1,632 48 1,804, 48 525. 92 363,92 | 24.37 1640
$13,000 .« cenmeeaaan- 2,420.60 1,854.78 2,033.28 565,82, 387,32 | '23.38( 16,00
$14,000. 2 Coineenanas 2,64. 20 2,077.08 ~2,202,08 817, 12 432.12 | 2201| 1604
815,000, cuceceananas 2, 983. 00 2,319.60 2,512.00 663. 10 471,00 | 2223 | 1879
$20,000. Juaciannann- 4,602 75 3,657.12 3,888, 32 045, 63 714.43 | 20.54 18 52
$25,000. . iaecennna- 8, 617.00 5,109, 54 5,475.84 | 1,317.46 | 1,041.16] 20.22| 1508
$30,000. 2 caccuanonan 8, 008,76 6,077, 94 7,308.24°| 1,600.81 | 1,362,681 171050 { 1872
$40,000. 2 e cienceannn 13, 547,00 11,167. 44 1,618.24 [ 2,870.56 | . 1,028.76 | 17,87 | 144
$50,000. 24 eaeeananat 18,033,680 | 15,986 22 16,677,902 | 204728 | '2,356.68 | 1567 | 1244
$60,000 . 4uneriaaann 24,733.25 | 21,174.36 21,017.76 | 3,558.89 | - 2,815.40| 1439 11.38
$70,000: 2 ancenacainn 30,032.00°|" 28, 567, 70 27,468.80 | 4,364.30.| 38,4632 | 1411] 1L
$80,000. < iimcccacnnn 37,487.00 32,179.92° 33,245.12°| 530708 4,241.88.| -14.16 | 1132
$00,000 < umnccaann- 44, 213,00 38,079, 42 39,317.12 ] 6,133.58° | '4,8058 | 13.87| 1107
$100,000 « e eecraman 51, 167,00 44,226 16 | 45,642.56 | .6,041.84]  50624.44 | 13,87 | 10.80
$150,000 0 e irennnnn 88, 630, 25 77,128.98 79,608 48 11,601.27 | 9,121.77 | 1298 | 10.29
$200,000: < eens eeeeo|  128,763.50) 113,172.36° 118,€05,76 | 15,681 14 | 12,147.74'| ‘1210 9.43
$250,000- eenennss .| 160,708.25 | 151,178.82 | 185,723.52 | 18,610.43 | 14,074.73 | 10.97 8.2
$300,000. < e suoaman 211,617.26 | 180,226.32 | ' 195,367.36 | 22,300.93 | 16,219.80 | 10.58 7.68
$400,000. < ceceenannn 207,283.50 | - 266,155,80 | . 276,570,70 | 31,127.70 | 20,712.80 | 10.47 .07
$500,000. . 1oicimennn 383,163, 80 | 343,940.28 | 358,676.54 | 30,223.22 | 24,486,986 | 10.24 8.39
$750,000. ... .......] 698,804.00 | 638,452.78 | 503,995.28°| 60,351.22'| 34,808.72| 10.08 6.81
$1,000,000_. .o souuinn 814,020.00 |  732,065.28 | 760,314.04 | 81,963.72 | 45614.06 | 10.06 6. 60

Source: Staff of the Jolnt Commlttee on Internal Revenue Tazation,
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Tasre XVI-H.—Comparison of individual income tax under present law, and under
House bill, and the Finance Commiitce bill

MARRIED PERSON—2 DEPENDENTS—WITH INCOME DIVIDED AS FOLLOWS;
50 PERCENT AND 50 PERCENT

. i .| Percent tax
’ Amount of tax Amount of tax reduc- | reduction,
Ingonz? éﬂgzrt ge-
(u‘:g’e(;gfnptliouse H. R. 4700 f‘{ni\ncé : Finance
Present P House |committee] ouse | Com. -
W House |Finaneo Com:| P b mlttes
bill mittee bill . bil
‘ Percent | Pereent
$93. 00 $13.30 $16.60 $81. 70 7$78.40 | 86,00 | 82.83
$3,000. . 190. 00 79.80 | 99.60| . 11020 90,40 | 68.00.| d7.88
00 380, 00 212,80 265, 60 167.20 114.40 | 44,00 [ - 3011
5670.00.[ . 38.00 431,60 |- 184.00]  138.40| 32,28 | 2428
769,80 | 547, 20 507,60.) 222,30 71,90 | 28,801 2.3
1969, 00 708.32 780. 10 260. 08 188.84 | 26.90'[ 10,49
$8,000. .0 c0anunian 1,178.00° 875. 62 Cl973.70 302.48 204,24°| 2568 ‘1734
$9,000. . cceannnnn. 1,387.00 1,042, 72 1,167,36 344,281 c210.84 | 2482 18
$10,0000 <2 cuesiaiais 1,615,001 1,200,02 1, 360, 96 405. 08 254.04 | 25,081 1573
$11,000: . cooiloaae 1,843.00 1410187 1,675.68 | - 432,82 27,32 28,48( 1480
$12,000....oeeeoilee 2,090.00 1,632, 48 1,804.48 |  457.52 285.62 | 21,89 | 13,60
$13,000. ..o 2,337.00 1,854.78 ,033,28| .  482.22 303.721 20,63 13.00
$14,000. 4o oouoocaens 2 603,00 2,077, 08 2,262, 08’ 525.92 340.62 2020 1310 -
$15,000. .. cauinnens 2, 869, 00 2,319.90 2,512.00° 549,10 367.00 | 19,14 | 12.44
$20,000. . icecnaneen 4,370.00 3,667.12 3,888, 32 712,88 481,68 | 16.31 ] 11,02
$25,000. .. .oeooonn 8,099, 00 5,100.54 5,475.84 899. 46 623,10 | 14.75] 10,22
$30,000. ¢ eceeniiann 8, 113,00 6,977.94 | 7,300.24 | 1,13506 ) 80678 | 13,99 0.04
$40,000. .. .eiinnnnes 12,787.00 11,167 44: 11,618.24. | 1,619.66 |  1,168.76 | 12,67 | o.M
$50,000: . ciuouaats 18,164, 00 10,080.22 [ 16,577.02'] 2,177.78| . 1,686.08 | 11.99 4 c]
$60,000_......... coo| 23,840,000 21,174.36 | 21,017.76 | 2,765.64 | - 2,022.24 | 1155  8.45
$70,000_ . .ciiioiin 20,0400 | . 26,507.70 | 27,4880 | 3,376.30 | 2,475.20 | 11,28 ] 87
$80,000. . cmeneannat 36, 105.00 32,179.92.]  33,246.12 - 4,015,08 | 2,040.88 | ‘11,09 - 815
$90,000 . cooeeiionns 42,764, 25 38,079.42 | - 30,317.12|  4,684.83  3,447.13.| 10.096 | ~8.00
$100,000% . oo iiveeen 49,500.00 [ 44,225.16 | 4564250 [ 5,364, 84 | 3,047.44 | 10.82:] 7.6
$160,000. . -cocnnnen 80,184.00 | - 77,128.98 79,508.48 | © 9,0585.02 { “6,076.52.| 1051  7.75
$200,000. .. cucnnne 120,255:00 | 113,172.36° - 116,605.76 | '13,082.64 | '9,640.24 | 10.36'|  7.64
$250,000. o cnannn.s 168,492.00 | '151,178.82'|  155,723.52 [ 17,313,18| 12,768.48 [ 10.28 | 7.8
$300,000. - <o viiimnan 210, 76700 |~ 189,226.32  195,367.36 |- 21,540,638 | '15,399,64 | 10.22 7.31
$400,000. - inuuennn- 206,248.00 | 206,165.80 [ 276,570.70 | .30,092.20°| 19,677.30 | 10,16/ 6.64
$500,000. . . ..coinnsn 352,679.00 | 343,040.28 | 358,670.54 | 38,738.72'( 24,002.46 | 10.12| 6
$750,000. . coecrunac.] 598,804.00 | 638,452.78 |  503,095.28 | 60,350.22 | 34,808.72 ) 10.08'] 6.8l
$1,000,000.-...0.0.-| 814,920.00 | 732,065.28 | 769,314.04 | 81,063.72 | 45,614.96 | 10.08 5.60

Source: Staft of the Joint Committee on Internal Rovenue Taxation,
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TABLE \VII—-A —Comparison of mdmdual income lax under present law, under the
House bill and the Finance Commzttec bill for persons 66 years of age and over

BINGLE PERSON’-—NO DEPENDENTS

- Amount of tax ‘ ' Tax fedhotioniinder—-

{seome  after” de ‘H.R.4m0 Amount Percent;

([luutiansbutl(bc‘ o ; - — -

orcexemptions | present law: ) K oo Ipinancs

‘ ‘ : ‘ Finafice .| Finance 5 L

Touse bill Commmee House bill | Committeo | Bolise gg;nee
B bill ) bl oM il

Pgréént Percent

g::
SB331 1

ot
8'o‘~x

gEzeay

S
E82g3e8s8S

3,040.60 | 2,437.32 )
4,270,25 | 3,488,907 4.45
6,645,251 5883721 12.58
5,362.25 | 79080 ]
12,264.50 | 10, 587,18
25,137.00 | .© 22,112, 58 , 2 L2
30,643.60°| 3513252 | 3, 421 08| 1L .62
03,540.76.] - 56,686.18') * 58,302.88 | 6, 237,87 0.9 8.24
234,096.75 | 210,872. 77 | 220, 402,02 14,694.73 | 10 6.2
407,806.75°| 366,482, 04 | 384, 657.02 193,239.73 5.70
8.35

| 840,146.75 | 755,507.64 | 770,000.00 | 84,639.11°| 70,146.75

Source: Staff of the Joint Committee on Internal Revente Taxation.

"8, Repts., 80-2, vol. 2——10
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TaBLE XVII-B.—Comparison of individual income tax under present law, and under
House bill and the Finance Commillce bill for persons 65 years of age and over

MARRIED PERSONS (BO'TH OVER 85)—NO DEPENDEVTS!

Amount of tax Tax reduotion ttnder—

Income after de H.R.4700 Amount ~ Percent
“ductions but bes - .
foreoxemptions | prasent law

| Finanes | | Finenos | o, |Finsos
“House bill ‘| Committeo | House bill |Committee | Hoiso | Com-
. . - bill o ~ bill mbtifl“ o

' P&ccﬁi

T PR

-3

ok -
88

B83I=5BINEE5558888}

- b

sweee
BEEEBREREREE

90 W
»
=2
-3

%’.

_17,43494 2.4 | 270
] 30,107.14 | '19.33°| - 1871
404. 50| 84| 63,624.22 | 48,787.06°| 1850 | 1197
839 714.50 | 732,005.28 |  769,314.04 | 106,749.22 | 70,400.46 | 1271 | 838

$300,000- « -z emrennnn
$500,000. - .x-csnenan

1 Assumes all tncome earncd byl spouse.
Bource:. Stafl of the Joint Committee on Internal Revenue ’I‘axauon. :
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- Tapte XVIIT-A.—Comparison of amoun! of spendable income after lares under
present law, and under the House bill, and the Finance Commiltee bill

S8INGLE PERSON—NO DEPENDENTS

; - Amount of spendable Income ander- p """‘i‘g &f&%‘%@g&%g;‘” to
; mémtnge?ﬂér dedutcitlons — ‘
u ore exemptions : - N ) .
Present law | House og‘n?gﬂf?ee Prosent law,  1Touse | cFlntnee
bl ST} bi bill

R i Percend | Pereent | Pereend
$500,00 |7 $500.00 100, 00 100.00 | 100. 00
$81,00) - - 600.00 94.83 100. 00 100. 00
662, 00 - 088,70 94, 87 8. 10 97.63

702.80° " 730,08 93. 67 07.34 8.

743,001 77340 92, 88 98,08 98,
824,00 | 1T 860.10 91.58 08,57 447
905,007 - 94580 90. 50' 04. 08 93. 36
TL067.00°) 1,120,720 88,92 93.35 I H )
1,310,000 1,380, 30 87.33 92.02 90. 04
1,653.00 | - 1,627.00 80. 28 90. 30 88,93
CLTIS00 | 1,780 88,78 §9.36 | " 88,38
212,00 - 221,20 84,80 88.45 |- 87.38
2,515.50 | . 2,620, 12 83. 80 87.64 | 86,38
3,300, 50 3,461, 92 82.60 86, 53 8.9
4,078.50 4,272.08 81. 67 85. 45| 8379
4,831.%0 5,050, 38 80,63 84,17 82.07
5,565.50.] 681440 79. 51 83.06 | 81.68
8, 280. 50 8, 657. 90 78. 81 81.97 80. 67
6,970.80 | 7,287.72 77, 82 80.97 ™7
7,663.50 | 7,097.02 76. 54 79.97 78. 78
8,311, 80’ 8,602.64 75. 56 .02 77.88
8,050.80 | 9,367, 74 4.5 78.06 | 78. 91
9,565.75 1 10,025, 74 73.58 77.12 78.07
10,157, 25:f 10, 658.09. 72. 88 7818 4.9
10,729,758 11,276, 76 1. 53 75.18 74.04
13,350,781 14,144,380 ) 66. 77 072 60. 56
15,637. 75 18,704, 22 62. 58 66,82 £5.60
17,735, 80| 10,004.76 50. 12 63.65 | 62.38
21,574,765 | . 23, 856.07 53.94 68.89 67.53
24, 863, 00 27,518, 00 49.73 55. 04 83. 60
27,762, 25 31, 120,95 46.25 | 51,87 80:36
30,256, 80 | - 34, 467.34 3.37 ] €9.24 | 47.87
32,675,786 37,5572 0.84 ] 46.95 45.32
34,710.00. 40,300,062 | 38,877, 357 4488 4.2
36,450,285 | 42,967,581 | 38.40 42,07, AL
44,103.75 84,930,27 .46 36. 62: 34. 56
51,448,850 |- 68,460.40 |- 28.72 8.2 30. 61
68,2826 | 77,583.03 70,168.97) 20|  3.03| B
65,003,258 | 88,660.58.) "7, 106,22 | - 21.67 20,85 2,37
78,553.26 |- 110,855, 83 | . 19.64 0 2.M 2. M4
. 92,103.25 | 133,080.83 | 18.42 2.61 23.00
125,978, 25 |- 188, 538.03 16,80 B4} 23. 00
159,853, 25 | - 244,025, 53 16,99 U 40 23 00

* Bouroe: Btatt of the Joint Committes on Internal Revenue Temtion.
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Tasue XVIII-B.—Comparison of amount of spendable income after tazes under
present law, and under the Home bill, and the Pinance Committee bill
MARBIED PERSON—NO DEPENDENTB, ENTIRE INOOME OF 1 SPOUSE

Peroent of inoome arter tax to -
beforo

; ; Amount of spendable {noome under— income
R dedten : "
0re ex . ; ‘Pinanoe | -
: : Presont law B&‘l’l" Conl:)rl?ll?tec Present law Hg&” Cﬁ%%n'ﬁg?ee
7 Peremt . Pereent -
©7-100.00) 100,00
100.00 | 100,00
97.34 98,68
98,57 4. 47
".68 93, 36
1 107 93,08 91.37
©.2,760.60 | 92.02 |- 90.04
3,874.40 | 80,36 88.38
“442240‘1 : 88. 45 87,38
5,268, 24 | 8 87.64 86.35
18,001.04 | 5,087 87.01 85. 54
6,023.84 | - 6,708 86, 55 84.92
7,756.04 | 86.18 84.45
. 8,548,368 85.45 83.70
00. 2. 0 9,323,006 84.76 8.18
$12,000. ccinicmnencnnenaes 9,131, 00 10,100.76 | 84.17 82,67
$13,000. .. eeirnmeemnnncan 9, 770. 00 10,878. 46 83.68 82,2
$14,000. . cucenoecioniocnan 10, 361, 50 11,628.80 | 83.006 81.68
$15,000.. . cceesirnnacanannn 10, 953. 00 12,372.30 82.48 81,14
$20,000_. . _.comrmennnaona- 2| 13,606.50 |  15004.04 .97 78.76
$25,000. .. ccevecaccomonman 15,918, 00 19, 419_58 77.64 76.49
$30,000. . cccccecenccmnnnan 18, 030, 00 22, 853, 52 75.18 %0
$40,000. . cevencccccccaaan- 21, 902, 50 28, 288,78 70.72 0. 86
$50,000. . ceceermcncnnamann 25,206.00 | 33,408, 44 66.82 65.60
$60,000. .. ccemanncccaaans 28,108, 50 38, 189, 52 63.85 6238
$70,000. - ocicoaceamocoan 30, 727,00 42,765.40 | 4 61,09 89,78
$80,000. .0 cemenemmnasanan 33, 080. 50 47,112.14 58,89 | 57.53
$90,000. < emeeeeceemncanae 35, 100. 00 51,192,12 56.88 85.48
$100,000- - - Zioccaccannn 36,872.50 | 55,036.12 85.04  53.60
$160,000cicemceccccsenn .| 44,616.50 72,030.96 | 48.03 46,42
$200,000- .- unnsneennacaes 51, 876.00 85,935, 02 42.97 41,24
$250,000, - - cacicoccncannnns 58, 660, 50 97, 908, 12 39,16 7.3
$300,000. ... tcemmnmaneee 65,435.50 | 109, 860, 54 36. 62 3456
$400,000. .. .eviencinmeconn- 78,085.50 |  132,920.80 33.23 30,61
$500,000. - . . cocueeeenan o] 92,535.50| 185,126,086 ; 31,08 28.07
$750,000. . «cavenconcces ... 126,410.50 | 210,613, 56 | 185,019, 18 16.85 28,08 2%.67
$1,000,000. . . ... vevanecess] 160,285.50 | 268,101 06 | 230, 000.00 16.03 26,61 2.00

Bource: Staff of the Joint Committee on Ihtqrnal Revenue Tazation.
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5

) T.u;m XVIII—C --C'ompanson of amount of aperdable mcome after tam under
present law. and under House bill and the Finance Commillee bill

MARRIED PERBON-—R.DEPENDENTB—-—ENTIRE INOOME EARNED BY l BPOUSE )

- Amount of spendable income under—

k . Percent ol !ucome sner tax to
income before tax

lrwome alter deductions
but before exemptions

Present law

. E’miéa :
bill

Fioance

Committeo
bilt

Present law

House
‘bill

Finanos
Committee
bill

© 81,000,000, cceeeecacnacenc] -

2,0
2, 405,

. 2810, 00
3,620.00 |
4,411.00
5,202.00

8, 955,00
'6,70800

7,423.00 | .

8, 815

10, 131,00

10,770,001

11,361,580
14,110.00
16,478.50 |

18, 619, 00

22, 558,00
25,889.00 |
28,821,00 |
31,468.00°
23, 830,00

35,907, 00

87,690.00

45, 462,00

52,731,00 |

59, 525,00

66,300.00°
79, 850,00

93, 400. 00

127,276.00 |

161, 160, 00

11, 547. 22

267, 034. 72

28,381 701

33,422.08
asész:u‘

|- 49,631, 20

- 46,754.88

| so,mssg :
| 54,367 44

: 70,491.
83,304, 22
o4, 278.48

104,632.64 |

123,429.30
141,323, 46
186, 004. 72
230, 685. 96

100. oo‘f
96,68
93,38
0.3
0. 04

888

84,96

Bource: Staff of the Joint Committee on Internal Revenue Taxation.

90.34

88,85



" DETAILED DISCUSSION OF THE TECHN1CAL PROVISIONS

e 'OF THE BILL |
~ Turis IL—INcous Tax Repuorion

T SEOTION 101, REDUCTION OF NORMAL TAX AND SURTAX

1d th

1 and 1z 01 the internal hu ue Lode ar len redauci nta-
tive taxes by 5 percent thereof. This section of th “b%ll_'pro;vides
-reductions in the normal tax and surtax on individuals by substitut-
itng‘}jy”larger percentage reduction than 5 percent of the teutative
BXES, i vantd s o g s s L e e S
. The percentage reduction plan under your committee bill differ
 amount of eduction and in the width of the brackets as com-
;  plan of the House bill.  Under the bill as amended
three brackets instend of four are provided. The first bracket is
$400 of aggregate tentative normal tax and tentative surtax and the
“notch” for aggregate tentative taxes between $200 and $279.17 under
the House bill is eliminated. The reductions of the aggregate of the
tentative normal tax and the tentative surtax provided in this section
of the bill as amended are as follow:. s ,

(1) If the aggregate of the tentative tax is $400 or less, such aggre-
gate is reduced by 17 percent thereof, a reduction of 12.6 percent of

the tax after the 5-percent reduction under existing law;

(2) If the aggregate of the tentative taxes is :‘in‘,eXcefssof@‘iOO bilf;

pared v

not in excess of $100,000, the first $400 thereof, is reduced by 17 per-
cent (a 12.6-percent reduction of such portion of the aggregate of the
tentative taxes after the 5-percent reduction under existing law) and
the amount of such aggregate in excess of $400 and not in excess of
$100,000 is reduced by 12 percent, a 7.4-percent reduction of such
- portion after the 5-percent reduction under existing law; =~
. (3) If the aggregate of the tentative taxes is in excess of $100,000,
the first $100,000 thereof is reduced by 12.6 percent (a 7.4 percent
reduction of such portion of the aggregate of the tentative taxes after
the 5-percent reduction under existing law) and the amount of such
aeggregate in excess of $100,000 is reduced by 9.75 percent, a 5-percent’
- f uction of such portion after the 5-percent reduction under existing
BWoo. oo fo crh e b S e it R e
 These reductions are provided in section 12 (c) of the code as
amended by the bill; existing provisions of section 12 (c) of the
“code are amended and set forth in section 12 (g) (2) of the code, as
Existing law (sec. 12 (g) of the code) provides, as an over-all limita-
- tion upon the combined normal tax and surtax in the case of individ-
uals, that such combined tax shall not exceed 85% percent of the net
- income of the taxpayer. The bill inserts such a limitation into sec-

40




REVENUE ACT OF 1048 47
* tion 12 () of the code, as amended, substituting 77 percent for the
~ present percentage figure in order to conform with the reduction in
tax above described. : ; S T
| SECTION ‘102‘.’ REDUCTION IN Wsﬁépmuﬁmjfr TAX
amends section 400 of the code, relating to the tax under supplement T
- of individuals with adjusted gross incomes of less than $5,000. Re-
“ductions in such tax are provided under supplement T corresponding
" to the reductions provided by section 101 of the bill for taxpayers -
~ computing their tax under scctions 11 and 12 of the code. -

Thi on is

SECTION 108, INCOME OF HUSBAND AND WIFE
~ This section is a cross-reference to section 301 of the bill which pro-
vides for the determination of the combined normal tax and surtax
in the case of a joint return of husband and wife (the so-called split-
ting of income provisions.) ;

SECTION 104, TECHNICAL AMENDMENTS

This section of the bill provides various technical amendments. -

In view of the fact that there are certain provisions of the code,
such as sections 105 and 106 which make it necessary to'determine the
surtax separately from the normal tax, section 12 ‘(f), of the code, as
amended by the bill, provides a Speciai rule for making such compu-
tations. Under this rule the surtax shall be an amount which is the
same proportion of the combined normal tax and surtax as the tenta-
tive surtax is of the aggregate of the tentative normal tax and tenta-

tive surtax,
SECTION 105. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE

_This section provides that the am‘endfn'enté made by this title of
the bill shall be applicable with respect to taxable years beginning
after December 31, 1947.  Special provision is made in section 601 of
the bill for taxable years beginning in 1947 and ending in 1948.

TirLe II.—Crepits AcaiNsT Nt INcoME
FOR NorMAL Tax AND SurrTax

SECTION 201, ADDITIONAL CREDITS AGAINST NET INCOME FOR NORMAL
‘ ‘ TAX AND BURTAX
This section amends section 25 (b) of the code relating to exemp-
tions allowed as credits for both normal tax and surtax. The amend-
ments deal with the following credits: o | ~
(A) The so-called™personal exemption.
§B) Old-age exemption.
- (C) Exemption for the blind. -~ .. »
. (D) The exemption for each dependent. . .
Subparagraph (A) of section 25 (b) (1) of the code, as amended by -
this section of the bill, replaces subpara‘g'raphs (A) and (B) of section
25 (b) (1) of existing law. The existing law provides a personal
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: p to the
‘if & separate eturn is made by the
he calendar year in which the taxable

thexr aggreg ate com : ')_ :
code, as aIme nded in the blll prov1des an etemptlon of $600. for bhe'
turn: two exemptions are allowed, one for each

as under existing law. Thus, under the bill,

- taxpay ouse,
on a joint return a’g regate of the personal exemptxon for the

pSection 25 (b) (1) (A), as amended b the bxll contlnues in clarlf‘ edf ;
form the‘r'ule of existing law (sec. 25 (b) (1) (B) (n)) under which the
‘taxpayer is allowed the exemption for his spouse, if a separate return
is made by the taxpayer, only if the spouse, for the calendar year in
Whl(‘h the taxable year of the taxpayer eglns has no gross income and
is not the dependent of another taxpayer. Thus, a taxpayer who
" makes his returns for a fiscal ; year ending June 30 may, under exlstlng
law and under section 25 (b) (1) (A), as amended take an exemption
for his spouse only if such spouse has no gross mcome for the calendar
year in which begins the taxable year of the taxpayer beginning on
July 1, and is not for such calendar year the dependent of another
tax ayer
Sectlon 25 (b) (1) (B) of the code as amended by this sectlon of tlw
bill, prov1des an additional exemptlon of $600 for the taxpayer if he
has attained the age of 65 before the close of his taxable year, An
additional exempt: n, of $600 is allowed to the taxpayer for his spouse
if a separate return is made by the taxpayer and if the spouse has
attained the age of 65 before the close of such taxable year, and, for
the calendar year in which the taxable year of the taxpayer begms.'
the spouse has_ no gross incon e and is not the ependent of another
taxpa’ye, If a husband and wife make a joint return an old-age ex-
. emption of $600 will be allowed as to each taxpayer spouse who has-
attained the age of 65 before the close of the taxable year for which the
joint return is made. The. exemption under section 25 (b) (1) (B) i is
in addition to the personal exemption u der section 25 (b) (1) (A).
 In determining the age of an individual for the purposes of the'
exemption for old age, the last day of the taxable year of the taxpayer
is the controlling date. Thus, in the event of a scparate roturn by &
husband no additional exemption for old age imay be claimed for his
spouse unless such spouse has attained the age of 65 on or before the
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close of the taxable year of the husband. In no event shal
tional exemption for old-age be allow a separate return
taxpayer with respect to a spouse : ies before A
65 even though such spouse would have attained the age of 6
the close of the taxable year of the taxpayer, For the purpose: Lig
old-age exemption, an individual attains the age of 65 on the first
moment of the day preceding his sixty-fifth birthday. Accordingly,
an individual whose sixty-fifth birthday falls on January 1 in a given
year attains the age of 65 on the last day of the calendar year immedi-

| ecedl“% s e
Section 25 (b) (1) (C) of the code, as added by the bill,

sdditional exemption of $600 for the blind, This exempti
deduction for blind individuals now provided i
) .of the code. The present deduction is $500. The

nption provided for the blind under the bill is $600 for the tax-
payer and $600 for the spouse of the taxpayer if & separate return is
made by the taxpayer and if the spouse is blind. Under the bill as
introduced the blind ‘exemption was not allowed with respect to a
person entitled to the old-age exemption. The committee amend-
ments remove this limitation so that the exemption for the blind
under section 25 (b) (1) (C) is allowed with respect to a blind person
although he has attained the age of 65 (in addition to the old-age
exemption with respect to such person). The blind exemption for
the spouse of the taxpayer is allowed the taxpayer only if, for the
calendar year in which the taxable year of the taxpayer begins, such
spouse has no gross income and is not the dependent of another tax-
payer. If a husband and wife make a joint return an exemption of
$600 for the blind will be allowed as to each ta:l(lpa,lyer spouse who is

th

blind at the close of the taxable year for which the joint return is

made. R o
The determination of whether the taxpayer is blind is made as of
the close of his taxable year. The determination of whether the spouse
of the taxpayer is blind (for the purgose"of ‘the taxpayer’s taking the
blind exemption with respect to such spouse when the taxpayer files
a separate return) shall be made as of the close of the taxable year of
the taxpayer, unless the spouse dies during such taxable year, in
which case such determination shall be made as of the time of such
death. It should be noted that the date for determining whether an
individual is blind differs from that prescribed in section 23 (y)
which now provides the special deduction for blind individuals and
which is repealed by section 202 (e) of the bill, -Und,‘er,;sect;ion';23 (y)
the status of an individual for the purpose of the blind deduction is
determined as of July 1 of the taxable year unless the taxable year
does not include July 1, in which case such status is determined as of
the last day of the taxable year. The definition of an individual who
isblind now contained in section 23 (y) of the code is retained for the
purposes of the e ion under section 25 (b) (1) (C), with only a
formal modification in the introductory clause. .~ .

- Section 25 (b) (1) (D) of the code, as added by the bill, corresponds
* to section 25 (b) (1) (C), under existing law, and relates to the exemp-
tion for a dependent of the taxpayer. Section 25 (b) (1).(D) increases
the exemption for each dependent from $500, under existing law, to
$600, but continues to limit the exemption for dependents to depend-

‘will re-

ded in
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k”’ome for the calenda;" year in whxch the taxable
_than $ - .

e by thls sectios :
ction 25 (b) of existing law and relate to the
rxtal statu’ for*the:,” rposes of the credits pro.
) & spouse in section 2! (b) Section 25 (b) (2)
~’1‘he first x:uleif-i th h‘ determmatmn of

n ﬁegall
“his spouse und
hall not be con:

as
5 are provided in sectxon 23 (aa) &t‘i)/
, 302 (c) of the bill), relating to the
1dard deduction, ion 51 (b) (5) of the code (as added
by sec. 303 of the blll) rel_ to joint returns. A uniform construc-
tion of all these provisions is intended. The rule with res ect to the
marital status of an individual legally separated from his spouse
under a decree of divo - of separate maintenance is derived from
a corresponding })rowsmn in section 22 (k) of the code, relating to the
tax treatment of alimony and hke payments.

The new exemptions prov1ded in section 25 (b) (1) (B) and (C) of
the code, as amended by section 201 of the bill, do not apply to a
nonresident alien who is not a re31dent of a contxguous country,
to a citizen of the United States who is entitled to the benefits of
section 251 of the code relating to income from sources within pos-
sessions of the United States, or to a citizen of a possession of the
United States (other than the Virgin Islands) not otherwise a citizen
of the United States and not a resident of the United States.

SECTION 202, TECHNICAL AMENDMENTS

Thxs section of the bill contains various ‘technical amendments
made necessary by the additional credits provided under section 25
(b) of the code by section 201 of the bill. Section 58 (a) of the code
relatmg to the requirement of declaration of estimated tax is amended.
Existing law requires a declaration of estimated tax if the taxpayer’s
gross income from wages subject to vnthholdmg may be expected to
exceed $5,000, plus $500 for each exemption to which he is entitled,
except his own exemptxon The bill amends sectxon 58 (a) (1) to
give effect to the additional exemgtlons provided in the bill.* Under
the amendment a declaration will be required if the anticipated wages

-exceed $4,500, plus $600 for each exemptlon to which the taxpayeris
entxtled Under existing law, & single person who has no dependents
and is under 65 years of age and who derives his income so ely from
wages subject to w1thholdm% is required to file a declaration if his
anticipate ‘wages for the calendar year exceed $5,000. Under the
amendment such a person is required to file a declaration if his

anticipated wages for the calendar year exceed $5,100 ($4,500, plus
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exemption). Under the amendment if the same
i | is over the age of 65 the declaration would not be required
unless his anticipated wages for the calendar ycar exceed $5,700
(84,500, plus $600 for his own exemption plus $600 for his old-age
exemption). Similarly under existing law, & single person under the
age of 656 who has one dependent is not required to file a declaration -
unless his anticipated wages exceed $5,500 (5,000, plus $500 for the
nt). - Under the amendment, such a single person under the
 of € ne dependent is not. required :to file a declaration
unless his anticipated wages exceed $5,700 ($4,500 plus $600 for his
own exemption plus $600 for his dependent). . .. .
“Section 58 (a) (2) of thé code requires a declaration of estimated
tax in the case of an individual whose gross income from sources other
than wages can reasonably be expected to exceed $100 for the taxable
ear and his gross income to be $500 or more.  In accordance with the
increase in exemptions for individuals provided in section 25 (b) (1)
(A) of the bill, the amount of $500 under this requirement of an esti-
mate is increased to $600. .
Subsection (b) of section 202 of the bill provides technical amend-
ments with respect to the withholding exemption necessary by reason
of the additional credits provided in' section 25 (b) of the code as
amended by the bill. Section 1622 (b) (1) of the code, relating to
withholding exemptions, is mended. _The amendment continues the
present provision for an exemption for the employee. . The amendment,
adds in section 1622-(h) (1) (B) and (C) additional exemptions cor-
responding to the exemption under section ‘25}’(b);’;(1jg(B); 1), relating
to old age, and the exemption under section 25 (b) (1) (C) i}, relating
to the blind. - Each tuch ”additi’onal‘withholdingféxemgtion‘ s allowe
to the employee if on the basis of facts existing at the beginning of
any day for which the exemptions are being determined there may
reasonably be expected to' be ‘allowable to himn the corresponding
exemption under section 25 (b) for the taxable year under chapter 1
in respect of which amounts deducted and withheld in the calendar
year in which such day falls are allowed as 4 crédit. Section 1622
(h) (1) (D) corresponds to section 1622 (h) (1) (B) of existing law
under the code. It provides that if the employee is married, the
employee is entitled to any exemption to which his spouse is entitled,
or would be entitled, if such spouse were an employee receiving wages,
under subparagraph (A), (B), or (C) of section 1622 (h) (1), but
only if such spouse does hot have in effeét a withholding exemption
certificate claiming such Qxemgt,iOn.' If both husband and wife are
employees receiving wages subject to withholding and the wife is
over the age of 65 and has in effect a withholding exemption certifi-
cate claiming only one exemption, then her husband may claim one
exemption for her on his certificate.

- Section 1622 (h) (1) (E) of the code, under, the bill, Telates to the
withholding exemption for dependents and is the same, except for a
flerical change, as section 1622 (h) (1) (G) of the code under existing
aw. L O S s = TN

‘Paragraph 2 of section 202 (b) of the bill provides a special status-
determination date for the purpose of giving effect to the increased
exemptions provided under section 1622 (h) (1) with respect to with--

individual is ov




xisting law (sec, 1622 (h) (3) (B)),a

e furnished the employer in a case in
s in effect takes effect with respect -
ade on or after the first “‘status
urs at least 30 days from the date on

te’’ ccurs at least 30 days frc
~ which such certificate is so furnished (unless the employer elects to
make the certification effective at an earlier date after the furnishing
- of such certificate). Under existing law the ‘status determinati
 date” is January 1 or July 1, ?Qt;ieachge\‘\ In order to make the
_increased withholding exemptions provided for under the bill effective
- 88 500D ¢ osmblegconsmte t with the allowance of sufficient time
‘to provide for the distribution of withholding exemption certificates
amf the filing thereof by employees) the bill provides in section 202
(b) (2) that for the purpose of section 1622 (h) (3) (B) the term
“‘status deter: tion date’’ includes also the ninetieth day after the

~ Section 202

~ Sectic of the bill provides technical amendments relating
“to return requirements in order to conform to the increase in the
individual exemption from $500 to $600. Section 51 (a) (1) of the
code is amended to increase the amount of gross income for a taxable
year necessary before a return is required from $500 to $600.  Section
- 142 (a) of the code is amended to provide a corresponding increase
where under existing law a fiduciary return is required to be filed
where the gross income is $500 or over. Section 147 (a) of the code is
amended to increase from $500 to $600 the minimum amount of pay-
ments which will make necessary the filing of an information return.
Section 163 (a) (1) of the code is amended so as to increase the credit
against net income of an estate (corresponding to the personal exemp-
tion) from $500 to $600.

SECTION 208. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE

The amendments made by this title of your committee bill are
applicable with respect to taxable years beginning after December 31,
1947. A special rule with respect to taxable years beginning in 1947
and ending in 1948 is provided in section 601 of the bill. ‘

TirLe III.—~HusBaND AND WIFE
PART I.—INCOME TAX

SECTION §01. SPLITTING OF INQdME

This section amends section 12 of the code relating to surtax on
individuals, by adding a new subsection (d) which provides for com-
gut@tlon of tax under the plan for the so-called income splitting

etween husband and wife. This subsection applies only if & joint
return for the taxable year involved is made as provided under séction
51 (b) of the code as amended by the bill. Under the provisions
of section 12 (d), the combined normal tax and surtax under section
11 and section 12 (b) of the code in the case of the husband and wife
making the joint return shall be twice the combined normal tex and
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credits provided g

same method as unde

ind that the deductio

~ losses are allowec or section 117 (d) (2) only to th
- comb ouses from such sales or excha

oone-half for the purposes of income splitting and is such net income -
computed without regard to gains and losses from sales or exchanges
of capital assets. Although there are two taxpayers on a joint return, -
there is only one net income. - NS

The method of computing, under séé’ti"' n 12 (d),the tax of husband

‘and wife, in the case of a joint return, is as follows: -~
First, the net income and applicable credits against net income are -
‘reduced by one-half. Second, the tentative normal tax and tentative
surtax are determined as provided in scction 11 and section 12 (b),
by using the net income and applicable credits so reduced. Third,
the tentative normal tex and tentative surtax so determined are
ag‘ﬁ;rcgakted and this dggre%g.té“tentative/ tax is then reduced ‘as pro-
vided in section 12 (c). Fourth, this reduced aggregate, which is
the combined normal tax and surtax that would be determined if the
net income and the applicable credits against net income provided by
section 25 were reduced by one-half, 1s then multiplied by two, to
produce the tax imposed in the case of the joint return.
The limitation (very rarely applicable) under section 12 (c) of the
combined normal tax and surtax to an amount not in excess of 77
percent of the net income is to bg‘i‘arplied‘béfore the fourth step.above, -
‘that is, the limitation is to be applied upon the combined normal tax .
and surtax determined under section 12 (c) as 77 perccnt of one-half -
of the net income (such one-half of the net income being the actual
ag’gré%at‘éyfﬁét income of the spouses reduced by one-half). After
such [imitation is applied, then the combined normal tax and surtax
80 limited‘ism;iiltipﬁed by two, as provided in section 12 (d).
- The application of section 12 (d) is illustrated by the following
example in which H is used to refer to the husband and W is used to
rofer to his wife with whom a joint return is filed for the calendar.
ear 1948, H has a salary of $8,000 for 1948 and pays during 1948
ocal property taxes on his residence in the amount of $100 and med- -
.ical expenses for himself and W in the amount of $700. W has income
for 1948 from dividends of $2,000 and during 1948 makes gifts to
charitable organizations (described in sec. 23 (0) of the code) in the
smount of $1,600. H and W are not entitled to any exemptions other
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than th “})ersonel exemption of cach. The tax on the joint return of “

H and W for 1948 is $1 244.80, determined as follows: s
1. Salary g O P R G S R U STy N .- 88, 00000
2. Other‘ mcome ....... ..---..‘-~.--.-----.-.----_-.,...--.-.-..‘.-.- 2, 000. 00

'ross;income---.‘.f ..... Sliukulnil ol 10, 000. 00

'(a) “Cha able contnbutions (limxted to 15 percent of oy
-adjusted | gross income) smmmmsememiaiiolii $1, 500
(b) SO T G e - 100
(¢) Medical  expenses (in excess of 5 percont of -
adjusted gross income (sec. 23 (x) of the code) ;
- excess of $700 over & percent of $10,000)

- e - -

er 8e0.:25 (2 personalrexemptxons N
(A)  of the codc as amended in thls blll)-_ 1, 200. 00
1ced yonehalf .. ___ ... .. ...l 600. 00
by f (xtem 6) minus credits reduced -

€ CO
;($34 p,ug 19 percent of exce(ss)of $3,500 over $2 000)-
12, Aggre ate of th tentatxve normal tax and’ tentatlve surtax-;_'_...
13. Combmod no 1'tax and surtax determined under sec. 12 (¢) of
: the code ($730 reduced by $68 plus 12 percent of the excess of R
B730 over 8400 _ _ i i n il it iees .- 622, 40
14, Twice the combined normal tax and surtax determined initem 13. 1, 244, 80

If the alternative tax is computed ‘under section 117 () (2) of
the code, relatmg to the dlternative tax where a taxpayer (other than
a corporation) has a net long-term capital gain in excess of a net
short-term capital loss, the partial tax shall be computed under sec-
tions 11 and 12 as stated above but without inclusion of such excess
in net income, and the total tax shall be such partial tax plus 50 per-
cent of such excess as prov1ded in section 117 (c) (2).

If the husband and wife making a joint return elect to pay the tax
under supplement T of the code, the tax on the joint return is com-
puted as provided in section 400 of the code, as amended in title IV
of this bill. These provisions are discussed hereinafter.

SECTION 802, STANDARD DEDUCTION

This sectlon prov1des for ame‘ndments to sectlon 23 (aa) of the
code, relatmo‘ to the standard deduction. Section 23 (aa) (1) (A) of
the code is amended to increase the standard deductlon where the
adjusted gross income is $5, 000 or more in case of a ]omt return by
husband and wife and in the case of a return by an unmarried person.
In such cases under the amendment the standard deduction sl all be
$1,000 or an amount equal to 10 percent of the adjusted gross income
whxchever is the lesser.” The increase in the deduction does not ‘apply
in the case of a separate.return by a married mdmdual, in which
case the maximum standard deductlon remains at $500 as under
exxstlng law. In the case of a Jomt return, as under existing law,
there is only one adjusted gross income an only one standard de-
duction. For example, if a husband has an income of $15,000 and
the spouse has an income of $12,000 for ‘the taxable year for which
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fle a joint return, ‘and they have no deductions allowable for

'POS¢ ed gross income, the adjusted gross
dard deduction allowable on such

| e is $27,000, and the st

return is $1,000 (and not $2,000),
- Under subsections (b) and (c)
4) of the code is separa
he new paragrapb (4) requires bot| band and wife to
emizo their deductions, rather than to take the standard deduction,
i one of them so itemizes. This is the same rule as contained in the
first sentence of the present provisions of section 23 (2a) (4), except
that under the existing law this rule applies only if the husband and
wile are living together, ;

The new paragraph (6) con rovisions substanti
as those contained in the last sentence of section 23 (aa)

ence of section 23 (aa) (4) of exis
ation of the status of individuals as -

ing law relating to the determin

husband and wife. Under thi
whether an_individual is marri o, for th o of the
wance of the standard deduction, as of the close of his taxable
year, unless his spouse dics during his taxable yesr, in which case the
determination is made as of the time of such death. The new para-
graph (6) also provides that for the purpose of the allowance of the

standard deduction, an individual legally separated (although not

absolutely divorced) from his spouse under a decree of divorce or

separate maintenance shall not be considered married. This is the
same test &s is provided in section 22 (k) of the code, relating to

alimony. and like payments, where spouses are legally separated or

divorced. This provision is also intended to apply the sams test as

is provided in section 51 (b) of the code, as proposed to be amoended

by section 303 of the bill, so that the determination of married indi-

viduals will be the same for the purpose of the standard deduction as

for the purpose of eligibility to make a joint return.

SECTION 808, JOINT RETURNS OF HUSBAND AND WIFE

~This section provides for an extensive revision of section 51 (b) of
the code, relating to joint returns by husband and wife, to reflect
changes necessary under the so-called split-income plan. As under
existing law, a joint return may not be made by a husband and wife
for a taxable year if g,,s,é&arace,,"return' has been filed by one of the
spouses and the time for filing the return of such spouse has expired.
Similarly, if a joint return was filed, separate returns may not be made
by the ysﬂquses!afterﬁthe time for filing the return of either has expired.
nder the bill, however, in certain circumstances, an executor may
make a late separate return for a deceased spouse after the surviving
spouse has made a timely joint return for himself and the decease
spouse. - This e:i’ééﬁbio;‘ft‘b'th‘et'abofc"ef general rule is provided in sec-
“tion 51 (b) (4) of ¢ ;e;,cpﬁdé;[?éésproposédgfto be added by this section of
the bill, ard is further,discussed hereinafter. >~~~
Paragraph (1) of section 51 (b), as proposed to be amended, contains
the existing' general provisions which permit the making of a joint
return and provides that on such return the tax shall be computed on
the aggregate income and the liability with respect to the tax shall be
joint and several, ' S I

aragraph the determination of
s made, for the purpose of the
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(B a8 proposed to be amended, pro-
rides  Joint return may be made if either the husband oxtgvife
“at any during the taxable year is a nonresident alien, This
provision is the same as that now contained in section 51 (b) of the
code with the addition of the phrase “at any time.” The addition is
clarification which represents the uniform construction of the

xeeption in the
day and end o

section 47

vears of the s
d to allow

b & joint
ear of each spouse,
L0 b spouses being denied the privi.

1 turn by reason of the death of one spouse

ring the taxable A joint return m ‘f?"‘not‘ be made for a

decedent spouse and the survivor for any taxable year of the survivor
beginning after the death of the decedent spouse.

- The provision allowing & joint return to be made for the taxable
year in which the death of either or both spouses occurs is subject
to two exceptions, in the case of each of which the general rule will
continue to apply, namely, that the joint return cannot be made by
the husband and wife because they have different taxable years, The
first exception is that if the surviving spouse remarried before the
close of his taxable year, he may not make a joint return with the
first spouse who idiedyduri;n'g‘thejta-xnble‘ year. In such a case, how-
ever, the surviving spouse may make a joint return with his new
spouse provided that the other requirements of section 51 (b) are met.
The second exception is that the surviving spouse also may not make
a joint return with the deceased spouse if the taxable year of cither
spouse is a fractional part of a year under section 47 (a{ of the code,
relating to change of accounting period. For example, if a husband
and wife make their returns on the calendar year basis and the wife
dies on March 1, 1948, and thereafter the hushand receives permission
to change his accounting period to a fiscal year beginning July 1, 1948,
no joint return may be made for the short taxable year ending June
30, 1948. Similarly, if a husband and wife who make their returns
on & calendar year basis receive permission to change to a fiscal year
beginning July 1, 1948, and the wife dies on June 1, 1948, no joint
return may be made for the fiscal year ending June 30, 1948.

Paragraph (4), of section 51 | b{ as proposed to be amended, pro-
vides for the method of making a joint return after the death of &
spouse. This paragraph applies not only in those cases in which the
death of one spouse closes his taxable year but also in those cases in
which one spouse dies after the close of his taxable year but before his
return is filed. The general rule provided in such paragraph (4) is
that, in the case of the death of one spouse, or of both spouses, the
joint return with respect to the decedent may be made only by his.
executor or administrator. By this is meant the person or persons
who are actually appointed executor or administrator and not merely
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a person who may be in charge of the property of the decedent. An
exception is made from this general rule whereby, in the case of the
death of one spouse, the joint return may be made by the surviving
spouse with respect to both himself and the decedent if all the following
conditions exist: . ... . . . :
(A) No return has been made by the decedent for the taxable
year in_respect of which the joint return is made.
-(B)- No executor or administrator has been appointed at or
before the time of the making of such joint return, i
(C) No executor or administrator is appointed before the last
day prescribed by law for filing the return of the surviving

Jaﬁﬁﬁ-?’_ 1949 a joint return for the 4 .and wile for 1943 may -
be made if the conditions set forth above are satisfied with respect to
such return. A joint return may also be made by the survivor for
both himself and the deceased spouse for the calendar year 1949 if it
is separately determined that the conditions sct forth above are satis-
fied with respect to the return for such year. In determining whether
an executor or administrator is appointed before the last date pre-
scribed by law for filing the return of the surviving spouse, an extension
of time for making the return is intended to be included.

- The condition set forth in (A) above is designed to prevent a joint
return being made by the survivor for himself anc{) the deceased
spouse where the deceased spouse had already made a separate return
for the taxable year for which the joint return is sought to be made.
Thus, if, in the case of a spouse who died in February 1949, such
spouse had made prior to her death a separate return for 1948 '('eith'er
on & Form W-2 or Form 1040) or had made a joint return with her
spouse for 1948, the surviving spouse may no¢ thercafter make'a
joint return for himself and the deceased spouse for 1948. If an ex-
ecutor or administrator has been appointed within the time provided
in (B) and (C) of section 51 (b) (4), the surviving spouse cannot make
8 joint return for himself and the deceased spouse whether or not a
separate return for the deceased spouse is made by such executor or
administrator, for, at that time, the joint return, if one is to be made
for the deceased spouse, must be made by the executor or admin-
istrator. , i s oy

If the surviving spouse makes the joint return provided for above,
and thereafter an executor or administrator of the decedent is ap-
pointed, the executor or administrator (in order to relicve the dece-
dent’s estate from joint and several liability for the whole tax, or
for any other reason) may disaffirm such joint return. This dis-
affirmance, in order to be effective, must be made within 1. year
after the last day prescribed by law for filing the return of the surviving
spouse “(including any -extension thereof) and must be made in the
form of a separate return for the taxable year of the decedent with
respect to which the joint return was made. In the event of such
Eg‘oper disaffirmance, the return made by the survivor shall constitute

is separate return, that is, the joint return made by him shall be
treated as his return and the tax thereon shall be computed by exclud-

8. Repts., 80-2, vol. 2171
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ing all items properly includible in the return of the deceased spouse,
The separate return made by the executor or administrator shall
constitute the return of the deceased spouse for the taxable year,
The time allowed the executor or administrator to disaffirm the joint
return by the making of a separate return is not intended to eSta{iliéh
a new due date for thereturn of the deceased spouse. Accordingly,
the provisions of sections 291 and 204 of the code relating to delinquent
returns and delinquency in payment of tax will be applicable to such
return made by the executor in disaffirmance of the joint return.

Paragraph (5), of section 51 (b) as amended in the bill, provides for
the determination of status of individuals for the purpose of making
joint returns. In accordance with the extension of the joint return
privilege to cases in which a spouse died during the taxable year, the
status determination of individuals as husband and wife in such a case
is to be made as of the time of the death of such spouse. In this and
in other respects the determination of status for the purposes of section
51 is the same as that provided under section 23 (aa) (6), as added by
scction 302 of the bill with respect to the allowance of the standard
deduction, except that the determination of status applies under sec-
tion 51 only where two individuals have taxable years beginning on
the same day. T , ; , L

Paragraph (6), of section 51 (b), as amended in the bill, contains
c{oss I;fgferences to section 12 (d) of the code and to section 400 of
the code. : :

SECTION 8304, DEDUCTIONS FOR MEDICAL EXPENSES

This section amends section 23 (x) of the code, relating to deduction
for medical expenses. Under existing law the maximum deduction is
$1,250 for the taxable year if only one exemption is allowed under

nore than one exemption is allowed.
: iendment these limitations will still be appli-
cable in the casc of separate returns. The limitations will also be ap-
plicable in the case of joint returns where there are not more than two

section 25 (b), and $2,500 if )
Under the proposed amendme

exemptions, but if, in the case of a joint return, there are three exemp-
tions allowed, the maximum deduction shall be $3,750, and if, in the
case of a joint return, there are four or more exemptions allowed, the
maximum deduction shall be $5,000. The exemptions referred to do
not include exemptions allowed under section 25 (b) (1) (B) or (C),
relating to the exemptions for individuals who have attained the age
of 65 and for blind individuals. As under existing law the deduction
is allowed for medical expenses under section 23 (x) to the extent that
such expenscs -excced 5 percent of the adjusted gross income, or 5
percent of the aggregate adjusted gross income in the case of a joint
return,

SECTION 805. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE

This section provides that the amendments made by this title of
the bill, providing for “income splitting,” shall be applicable with
respect to taxable years beginning. after December 31, 1947. The
requirements of section 51 (b) of the code as-amended by the bill with
respect to the filing of a joint return are also made applicable to taxable
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wi egmnix‘i’g'f‘on the same da.y in 1947 1f{:"
e ar ends in 1948. Thus, a joint return by
the husband and wxfe for a fiscal year beginning in 1947 and ending
in 1948 cannot be made unless permitted by th provisions of section
51 (b) as amended by the bill. Ifa husband,a, d wife, as of the close
of their fiscal year beginning in 1947 and ending in 1948, are legally
separated under & de f separate maintenance, they cannot make -
a joint return for such fiscal year under the provisions of section 51 ()
y the bill (although under existing law they could make
‘s joint return). However, in the case of a husband and wife who
have been makmg ‘their returns on ‘the basis of a fiscal year ‘ending
June 30, if the wife died before June 30, 1948, and after the beginning
of their taxable years be%mnmg July 1 1947 a_joint return may be
made, under section 51 (b) as amended by the bill, for the deceased
spouse and the survivor for the taxable year of each’ beginning July 1,
1947 (although under existing law a joint return could not be made in

such a casc).

| PART II—ESTATE TAX
~ aND R
" PART III——-GIFT TAX

The detaﬂed discussion of these parts of title IIT will be found in a
supplemental report to be filed later. , =

TITLE IV -—-ADJUS’I‘ED Gnoss INC’OME OF Lmss THAN $5 000

BECTION 401, INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS
THAN $5 000

Thls s' txon of the bill amends section 400 of the code, relatm% «
the optional tax on individuals with adjusted gross incomes of less
than $5,000. Under existing law, there is only one tax table for
‘computmg the tax in the case of such individuals. In the bill as
Touse, two tables were ‘provided, the first applicable
only for the purpos of computmg the tax on a separate return and -
the second applicable only for the purpose of computing the taxona
joint return of husband and wife u dgr section 51 (b). T second]
table was prov1ded to give effect he ¢ mcome-sphttmg” 5
of title III of the bill. Both tables gave effect to the reduction
and increased exemp'olons provided in titles I and II of th ill, :
bill, as amended, _provides the appro] yriate reductions in only one
ktable, which combines the features of the two tables, The single
table gives effect to ‘‘income-splitting”’ by double columns in the
general area on the table where the tax on a joint return of husband
and wife under section 51 (b) is different from that of any person on
a segarate return with the same number of exemptions, :
e amendments made by this section of the bill are apphcable‘
with respect to taxable years beginning after December 31, 1947.
Special provision is made in section 601 of the bill for taxa.ble years

begmmng in 1947 and endmg in 1948,




60 'REVENUE ACT OF 1048

: Tm'w V —-—Rmnucmon N Wrm‘x?zvgnnma ON TAX AT Souacn ON
AGES ;

schrmN 501, PEBGEN'I‘AGE Mm'mon B

: Thxs sectmn of the b111 amends sectxon 1622 a)’ and (b) (1) of the“
Internal Revenue Code, relatmg to the percenta,ge method of with.
holding, to reflect the reductions in tax provided in titles I and II of

“the b11 ‘The bill, as amended, provides only one withholding rate
_ (15 percent) instead of the graduated rates over three brackets as

prov1ded in the House bill.
'SECTION 502. wmn BRACKE’I‘ WI’I‘HHOLDING )

= Thls sccblon of the blll amends sectlon 1622 (c) Q) of the code, re-
latmg to wage bracket Wlthholdmg by changing the tax tables con-
“tained in’ that section of the code in order to reflect the reduction in
t&x prowded in titles I and II of the blll -

SECTION 503 EFF'ECTIVE DATE

« ThlS section provxdes that the samendments made by thxs title shall :
be applicable only with respect to wages Slald on or after May 1, 1948,
~instead of April 1, as under the House bi

TI’I‘LE V1. -—chAL YEAR TAXPAYERS

o SECTION,GOI F’IQOAL YEAB 'I‘AXPAYERS

 This of the ‘the us{‘ f ‘l?’specml provxsxon for com.
. puta.txon of the tax in the case of taxpayers makmg returns on a fiscal
-yeaxé ;)asxs, in this case for fiscal years begmmng In 1947 and ending
m 1948, :

o
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MagcH 17 (legislative day, Marcu 15), 1948.—Ordered to be printed

Mr. MiLLikiN, from the Committee on Finance, submitted the
following '

SUPPLEMENTARY REPORT
(To accompany H. R. 4790]

On page 59 of Report No. 1013, to accompany the bill H. R. 4790,
it was stated that a supplemental report would be filed later containing
a detailed discussion of the provisions of Parts I1 and III of title ITI
of the bill, relating to estate tax and gift tax. Accordingly, this
supplemental report is now filed.

Part II—EstaTE TaAX

SUBPART 1—REPEAL OF 1942 COMMUNITY PROPERTY
AMENDMENTS

SECTION 851, ESTATE TAX—TRANSFERS OF COMMUNITY PROPERTY IN
CONTEMPLATION OF DEATH, ETC.

_This section, which is unthanged from the bill as passed by the
House, repeals, effective with respect to estates of decedents dying
after the date of enactment of this bill, section 811 (d) (5) of the
code, relating to transfers during life of community property includible
in the gross estate under section 811 (c) or (d) of the Internal Revenue
Code (such as transfers in contemplation of death, ete.). The extent
to which any such transfer of community property is includible in
the gross estate of the transferor is determined under the law at the
date of his death (that is, with resract to decedents dying after the .
date of the enactment of this bill, without regard to section 811 (d) (5))-

SECTION 862. ESTATE TAX—JOINT AND COMMUNITY INTERESTS

This section, which is unchanged from the bill as passed by the
House, repeals, effective with respect to estates of decedents dying
after the date of enactment of this bill, section 811 (e) (2) of the
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Internal Revenue Code, relating to the inclusion of community prop.
erty in the gross estate of the decedent. In the case of decedents dying
“after the date of enactment of this bill, the extent to which community
~ property held by the decedent and his spouse at the death of the
- decedent is to be included in his gross estate will be determined with-
out regard to section 811 (e) (2). Clerical amendments are also made
by this section to reinstate the form of section 811 (e) prior to the
enactment of the Revenue Act of 1942,

~ SECTION 368. ESTATE TAX—PROCEEDS OF LIFE INSURANCE

- This section, which is unchan om the bill as passed by the
_ House, repeals, effective with respect to estates of decedents dying

aftex'f;tfief' ate of enactment of this bill, section 811 (g) (4) of the code,
relating to community property in the case of life insurance. Since
section 811 (g) was completely rewritten in the Revenue Act of 1942,
the repeal (i{:i:ospectiv‘elv' of section 811 (g) (4) makes applicable to
‘decedents dying after the date of enactment of this bill the rules of
section 811 (g) which would be applicable had paragraph (4) never
been contained in section 811 (g).

- SUBPART 2—MARITAL DEDUCTION FOR BEQUESTS, ETC,, TO
| | SPOUSE
SECTION 861. MARITAL DEDUCTION

, relating to deductions
resident of the United
gnated (e), providing for a
th respect to estates of
 date of enactment of the bill. The deduc-

A wed in computing the net estate of a nonresident not a
citizen of the United States. In general, under this new subsection &
deduction is allowed for an amount equal to the value of any interest
_in property which passés or has passed from the decedent to his
‘surviving spouse but the aggregate amount of such deductions is

~ limited to 50 percent of the value of the adjusted gross estate. There
are, however, certain important qualifications and limitations, which

'

ab{

are discussed below.
 SECTION 812 (¢) (1), (8), AND (4). INTEREST IN PROPERTY PASSING FROM
ST THE DECEDENT TO HIS SURVIVING SPOUSE

 Subparagraph (4 of secion 812 (9 (1) i the bascrul under whic
~ the marital deduction is allowed. Under this rule a deduction is.
~ allowed for an amount equal to the value of any interest in property

whiGh;Yasses ‘or has passed from the decedent to his surviving spouse,
' only to the exti uch interest is included in determining

- The concept of the passing o perty from the de-

cedent as used in section 812 (e) is expressed in the definition in para-

graph (3) of section 812 (e).. ~Such paragraph (3) defines as so passihg,
“Interests which commonly would be considered as passing from tho
decedent, namely, interests bequeathed, devised, or transferred by the

decedent or inherited from the decedent, or the dower or curtesy in-
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‘terest (or statutory interest in lieu thereof) of the decedent’s surviving
spouse. The interest of a surviving wi: in‘grbﬁérty hel ymmu-
~ nity property under the law of California in effect prior to July 29,1027,
is an interest which under the definition in section 812 (e) (3) is con-
~ sidered as passing to her from the decedent. In addition, under sub-
paragraph (E) of section 812 (e) (3) there is treated as an interest
passing from the decedent to his surviving spouse the interest held at
the time of the decedent’s death by the decedent and his spouse i
joint tenancy, tenancy by the entirety, a joint bank accoun
~ other coownership with right of survivorship to which section 811 (e)
of the code applies, Under subparagraph (F) of section 812 (e) (3)
an interest is considered as passing to any person from the decedent
if the decedent had & power (whether or not exercisable alone) to
. appoint'such interest and if he appoints or has appointed such interest
to such person, or if such person takes such interest in default upon
the release or nonexercise of such power. Under subparagraph (G)
of section 812 (e) (3) an interest is considered as passing from the
decedent to the person entitled to receive the proceeds of insurance
‘upon the life of the decedent regardless of whether the decedent had
previously assigned the policy or paid the premiums by way of gift.
~ The definition of an interest passing from the decedent is broad
enough to cover all the interests included in determining the value of
the decedent’s gross estate under the various subsections of section
811 of the code. The definition also applies in the application of all
of the provisions of section 812 (e) (in addition to its application in
paragraph (1) (A)), and because of such application, as will be ex-
plained later, may cover interests other than those in-luded in de-
termining the value of the decedent’s gross estate. =~ o
- An interest in property does not pass to the surviv

‘the decedent within the definition in section 812 (e) (3) by reason of &
'claimia%‘ainﬁ t the estate, or any indebtedness, in favor of the surviving
for which a deduction is allowed by section 812 (b). Neither

spouse
tEe payments made in satisfaction of such a claim or debt nor the
smounts expended in accordance with the local law for support of
such surviving spouse during the settlement of the estate pass to such
surv%VinEgjf)?SpOUSe from the decedent within the meaning of section
812 () (3). -~ . L LT TN e ORI ool T ST
Whl)le'thé deduction is allowed under subparagraph (A) with res
_property, certain exceptions are provided under the
s of section 812 (e) (1) which are explained here-

“to any interest
~other subparagt

inafter.  Generally, a power of appointment is not an “interest in
Y3 0 ] v g

property.” Accordingly, no deduction is allowed with respec
power to appoint given to a surviving spouse, except as provided
‘the special rules in subparagraphs (F) and (G) of section 812 (e) (1),
in the case of certain trust and insurance proceeds where the surviving
spouse is given a power to appoint. e R (L E I SV IR
In ocder to give rise to the marital deduction with respect to any
interest passing to the surviving spouse, the value of such intercst
must be included in determining the value of the decedent’s gross
cstate. Thus, if the: surviving spouse inherits foreign real estate
from the decedent (not included in the value of the gross estate under
section 811) or acquired property of the decedent by a transfer during
the decedent’s life for a full and adequate consideration in money or

SR
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money s worth no deduction wxll result from such interests passmg
‘to the spouse. e e
~ The terms “interest” and “ ro 'erty,”
‘ ha.ve separate and distinct meanings, - Th ‘ use
ina comprehensxve sense and mcludes all objects or rights’ thch are
ssusceptible of ownershlp 'The term ““interest”’ refers to the extent
of ownershlp, that is, to state or the quality and ¢ uantum of
.’ownershlp %y the surviv ;~*othe person, o articular
property. For example if th rviving spou ,speclﬁca dev1sed
“an estate for her life in a far ; the “mterest””f:sqmg to her is the
life estate, and . ‘the “propert’ m ‘which such interest exists is the
farm. Generally the prope , erson is consxdered as
‘ havmg an interest is the ‘ r the proceeds of
~ which, such interest may be sati d . Thus, in the case of a ‘bequest,
dovise, or transfer of an interest which ms _be satisfied out of, or
with tile proceeds of, any property of the decedent’s genecral estate .
~or of a trust, the interest 80 bequeathed, devised, or transferred is an -
“interest in any and all of such pro perty, - If thc decedent’s general
estate or th’e trust consists of assets which are themselves interests
in property (such as lenses), the in 50 bequeatrhed devxsed or
‘ ‘is an interest in such pro o ‘
 The amount of the marital deduction 1sdete"mmed by the value atz‘ ,
the date of the decedent’s dea,th of the interest in property which
- has passed to the surviving spouse, unlcss the value of the
ptional val uation rule in secbmn

‘determined v under the

“as is Vprbvxdjéd in section 811 (j). (See
J ,ndment. to sec. 811 (j) apphcable in
e ct to which a marital

ju
the bill for 8.

a d Wxth the proceeds("
poration nd to turn such stock
e real estate at the decedent's

of theg 088 esta
“section 811 (])‘“ the marital deduc
at the the sale within 1 jear perxod : :
B §{ thesurvmn use takes under the decedent’s will, the mterest
- passing to her is determined from the will. In this connection proped
regard should be given to interpretations of the will rendered by, a
court in a bona fide adversary procecding. If as a result of a con-
troversy mvolvmg & bequest or devise to the surviving spouse, ‘such
spouse assigns or surrenders an interest in property pursuant to a
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compromise agreement in settlement of such controversy, the amount
so assigned or surrendered is not deductible as an interest passing to
such spouse. Moreover, any interest received bﬁ the surviving
spouse under a settlement which does not reflect her rights under
tﬁe’ local law does not pass to the surviving spouse from the decedent. -
However, if the surviving spouse elects to take her share of the de-
cedent’s estate under the local law instead of taking an interest under
the will, the interest she takes under the local law 1s by the definition
in section 812 (e) (3) considered as passing from the decedent to the
surviving spouse, The failure of a widow to elect to take under the
local law is not considered to any extent as a purchase by her of the
interest she takes-under thewil. . . T
- Paragraph (4) of section 8 12.;(é)'i}P.l"OVidOS"Q‘Sgeci&l‘ rule in the case
of a disclaimer of an interest passing from the decedent, This para-
graph was not in the bill as passed by the House. A disclaimer is a
complete and unqualified refusal to accept the rights to which one "
is entitled. If a person uses these rights for his own purposes as by
receiving a consideration for his formal disclaimer he has not refused
the right to which he was entitled. =There can be no disclaimer after
an acceptance of such rights, expressly or impliedly. =~~~
In general, for the purpose of section 812 (e), an interest disclaimed

by the surviving spouse is not considered to pass to her, but an interest -
- disclaimud by a person other than the surviving spouse is considered
“to pass to such person in the same manner as if the disclaimer had not
been made. - For example, if the surviving spouse disclaims a bequest
of the decedent to her and thie property falls into the residue passing
to other persons, no marital deduction is permitted with respect to
such property. The property is considered as passing from the
decedent to the residuary legatees I, in such a case, however, the -
surviving spouse is the residuary legatee, the interest which sho so
disclaimed 1s considered as passing to her from the decedent (as a
result of the disclaimer) for tﬁ@e purposes of the marital deduction.

If an interest in property is received by the surviving spouse as a
result of a disclaimer made by any other person, such interest is not
considered as passing to the surviving spouse from the decedent.
Thus, if & bequest of an interest in property to a person other than
‘the surviving spouse is disclsimed and such interest falls into the
residue of the estate bequeathed to the surviving spouse such interest
is not considered as passing to the surviving spouse from the decedent
for the purpose of determining the marital deduction. Another
example 18 a case in which there is included in the value of the gross
estate property with r98£ect, to which the decedent has a power of
- appointment and in which the surviving spouse is the taker in default
of a valid appointment. If the decedent’s appdintee disclaims any
~interest under the attempted appointment and the property ‘is re-

ceived by the surviving spouse, no marital deduction results because
under section 812 (e) (4) the property is considered as passing from:
theddecedent to the appointee as if the disclaimer had not been
‘made. - o R L , .

If during the lifetime of the decedent he attempted to make & gift
of property to & person who, however, refused any interest in the
gro‘gerty,so that no gift in fact was made, and, thereafter, the decedent

y

d

by his will bequeathed the property to his surviving spouse, a marital
deduction is not prohibited by the disclaimer provisions of section
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812 () (4). Whether or not the renuncxataon of a wxll and the'
~ election of & surviving spouse to take under the intestate law is
considered as a disclaimer, only the interest taken by the surviving
p ‘ , w is considered to p: ‘her from the decedent,
, Subp ph (E) of section 812 (e) (1) clﬁca,lly provides for the
apphcatlo in determmmg the value of any interest in property pasg.
ing to the surviving spouse of rules which are generally applicable in -
- determining the net value of any gift or bequest. Clause (i) of such
subparagraph equires that there shall be taken into account the
effect which the amount of any estate, 'succession, leg&cy, or mhemtance
tax may have upon the net value of any m property passing
to a surviving spouse. Thls ‘provision is designed to prevent any
implication that such ta. hould not be taken into account where
such taxes ‘and the marita ,e_ductxon are mutually mberdependent«
~ This provision is substantially the same as that provided in section
812 (d) of the code, relating to bequests, etc., to charity., The rule
~ applies where the fmrden of a death tax falls upon the surviving
spouse or the property in thh an 1nterest passes to the surwvmg

: ubpars h (E epts that in determmmg the
rest passing from edent to the surviving spouse,
‘ obhgatxons sha.ll be taken into account in the same
manner as f the value of a gift to thi “of the interest passing
were being determined. This is & clarification which was not ex-
- pressed in the bill as passed by the House. If the decedent by his
- will leaves to his st al estate subject to & mortgage
( C 76 WA, r ‘ bf the decedent)rk'

mng, pouse from the decedent is
decedent can ng _ If the decedent by his
U g spouse and she
against the estate
esidue is acquired
e value of any such

d : ssestate a reversxonary‘

. or t in property and the ¢ 'ecutor elects, as provided
in sectmn‘925 of the code, to postpone the payment of the part of the

estate tax attributable to such interest, in determining such part it

s el mplated that proper effect shall be gwen to any mamtal deduc-

~ tion allowed.

The status of an individual as the decedent’s survmng ‘spouse is
‘dctermined at the time of the decedent’s death. ' A legal separation
“which has not (at the time of the decedent’s death) terminated the
marriage does not af”ect such status for the purpoaes of section 812 (e)
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(1) A transfer by the decedent during his lifetime to an individual to
whom he was not marricd at the time of the transfer but to whom

~ heis marricd at the time of his death and who survives him is g transfer
by the decedent to his surviving spouse. If an interest in property

passes from the decedent to a person who was his spouse but is not

married to him at the time of his death, the interest 18 not considered

a3 passing to the decedent’s surviving spouse even though such person

survives the decedent.

SECTION 812 (e) (1) (B) AND (C)—NATURE OF INTEREST PASSING;
‘ _ TERMINABLE INTEREST RULE :

 Subparagraph (B) of section 812 (e) (1) disallows the marital doduc-
tion with respect to certain terminable interests. Where, upon the
lapse of time, upon the occurrence af an event or contingency, or upon
the failure of an event or contingency t occur, the interest passing to
the surviving spouse will terminate or fail, the marital deduction
‘ will~be-;d}is’&llﬁWéd?’funde:Vs‘u'C,h«"su;bpdra%r‘”@iph?(l})}, if the cend
“clauses (i) and (ii), or of clause (iii) of such sub ara?pharemet
It is not necessary under such subparagraph (B) that the contingency
or event must occur or fail to occur in order to make the interest
terminable. Thus a terminable interest under such subparagraph
includes an  interest bequeathed to the surviving spouse as long as
she resides in Washington, D. C. On the other hand, it includes
interests which will in all events terminate, such as an estate for the

.

eating a future interest

‘may terminate. The occurrence of a conting ncludes the ending
of a condition. Thus, an interest given to the surviving spouse as
long as she remains unmarried is a terminable interest. ~—

Thus, a fee-si ] ot & tern inter erely be |
the physical possession and enjoyment of the property by the surviv-
ing spouse will terminate at her death, Nor is such an interest, or
~ any other interest, considered as a terminable interest merely because
the surviving spouse may lose it by a fire or earthquake or it may be

‘taken by condemnation or for nonpayment of taxes. An interest in
property is not a terminable interest merely because it may be con-
sumed. Thus, a bequest of $50,000 or of a herd of 50 cattle is not a
bequest of a terminable interest,

- may be a terminable interest under -

(e), even though such interest is the

- On the other hand, an intere
subparagraph (B) of section 812 ( & h such interest is th
entire property. Thus, if the property in which the surviving spouse -
has an interest, or all of the interest, is terminable, the interest of
~ the surviving spouse is a terminable interest. Examples of such
terminable interests are patents, copyrights, and ‘annuity contracta,

the cenditions of

the instrument or the

esent interest which
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' As prev10\1sly stated lt is necessary for the purpo] s of sectxon
, 812 (e). (1) to dlstmgmsh between an interest in ‘property and the
property in which such interest is an interest. . Thus the decedent
devises Blackacre to ‘hlS'};Wlfe for life ‘ then X
has an interest in th property s
spouse,}‘as an interest, If th d
: t

e

1 mine wh h may‘ be ex ’xhausted durmg ;
ey e surviving spouse "‘d X
W ‘Blackacre, If the dece :
i  but subject to-a charge ‘ :

of Blackacre in favor of hxs sutv:vmg spouse for her life, the surviving
the son have an interest in the same property (Blackacre).
t or fund, the income beneficiaries and the persons
y part of the corpus have an interest in the prop-
'the assets of the trust or fund as of the date of

'n9t a.pglly merely because :

n which the surviving

i ‘ \'Iy such subparagraph
ssmg to the surviving spouse is a terminable
the decedent by his will devises Blackacre to X for
! der to his surviving spouse, subparagraph B)is
I "masmuch as the interest passing to the surviving spouse
able interest. Similarly, if the decedent by his will

hls wxfe and son as tenants in common, the marital
d, smce the surviving spouse 's mterest is not 8

‘nly if an mterest in thef
s terminable ' interest is
dequate and full
ecedent to any
estate. It is not
'~~another ‘person to
to th surviving spouse. -
surviving spouse will not
ce of ' n interest which passes
o the hexrs of such s ouse by puvchase, where the
not give effect to the rule in Shelley’s case, is an interest
ons ‘Other than the survxvmg spouse for the purposes of

, 'y | |
ther person (or his
;_;he property afl}(:r:

property. ““possess or enjoiy

; i‘s ) broadly construed. It
“is immaterial unde‘ his provision wl ether such other person possessed
or enjoyed dany part of the propert ‘prior to the termination of the
~ inter of the surgiving spouse. Thus,  long as such other person
may Ss Or enjoy any part of the pr« perty after} ‘the termination
of the surviving spouse’s interest, clause (ii) applies even though such
possession or enjoyment isa contmuatlon from & tune pnor to such
termmatlon.
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It should be noted that both clauses, (i) and (ii), useé some form of
the term ‘‘passing,’” which is intended to have the technical meaning
given to it by the definition in paragraph (3) of section 812 (e). As
used in such clauses, however, the term ‘passing” is not confined to
the passing of an interest included in determining the value of the
decedent’s gross estate. "
Under subparagraph (O) of section 812 (e) (3); the dower or curtesy
interest of the surviving spouse (or statutory interest in lieu thereof)
is defined as an interest passing from the decedent. If such intcrest
is a terminable interest, such as a life estate, the marital deduction
woﬂl(d)rx(ei;ertheless be disallowed under subparagraph (B) of section
812 (¢) (1), Lo BT T e
Under the definition in sub'gardgraph () of section 812 (e) (3), if
the decedent exercises a taxable power of appointment over only a
portion of the property subject to the power, all interests in the
property subject to the power are nevertheless considered as passinz
from the decedent. Thus, if the decedent has a taxable power of
appointment (under sec. 811 (f) of the code) over property, which,
to the extent not appointed, is to pass to X, and the decedent by his
will appoints only a life estate to his wife, an interest in the same
roperty is nevertheless considered as passing from the decedent to X.
he definition of ““passing,” however, extends to any case in which
the decedent possessed a power to appoint (even though not a taxable
power of appointment) and extends to exercises and releases of any
such power during life. An example is & case in which & decedent
in 1940 was given a power of appointment over Blackacre exercisable
only in favor of his surviving spouse, his children, and the children
of X (a stranger, not the creator of the power); to the extent rot
appointed Blackacre was to go to Y. The decedent in 1941 released
his power_except with respect to the power to appoint the income
from Blackacre for 20 years; and at his death the decedent alzﬁointéjd-
- such income interest to his surviving spouse. ' The power at the time
of the partial release was not a.;tgxable;%ower. However, under the
definition of ‘‘passing,” an interest in Blackacre ~(upon tho
release in 1941) from the decedent to Y and accordingly the interest
or a deduction

appointed to the surviving spouse does not qualify
under the terminable interest provisions. ;
The application of clauses (i) and (ii) is further ustrated by the
following examples: |
_Ezample (1).—The decedent owned the entire interest in Blackacre.
He transferred Blackacre by gift to his son but retained a lease for
20 years. At his death the decedent bequeathed the lease to his
surviving spouse. No marital deduction is allowed because the
interest Passm%nto the surviving spouse is a terminable interestin
Blackacre in which an interest also passed from the decedent to his -
son who can possess or enjoy the 'grdparty ‘after the expiration of the
lease. The facts of this case may be varied, but as long as an interest
in Blackacre passed at any time by gift from the decedent to
& person other than ‘the surviving spouse, and the lease (whether
retained or reacquired by the decedent) was bequeathed or tratisferred
from the decedent to the surviving spouse no marital deduction will
be allowed with respect to such lease. If, however, the decedent had
sold Blackacre to any person for an adequate and full consideration
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w_orth and re_tamed orr,purchased a 20-yea.r !ease
h he subsequently beq athed to the surviving -
1’ deductmn with respect ' lease pas ,‘mg t.o the :

disallowed h‘d :

> ¢ may (byij
gby ‘the daughter after the
mterost Sxmllarly, 1f the | roperty

f the wife and au hter,.‘

- were beque thed‘  trust
- with the cor us
~allowed,
 enjoy the pro
~ In determining 1
est and whether

nt
; kdxt.mns of clauses (1) and ;(u) are met
1e date of the decedent’s death, althot

transt ) acre, in contem-
for her life with remainder to X if
\ | X dies: prxor<to~?fthe‘fv' ‘
‘ | the interest p )
; ,_vxe ed at th_,tune of the 3
or ded nder su, a.ra.%rap (B)‘j
i

8 hfetl ’Of

,A est', passil g;to the:
terest in property
‘V;ewed as of the date of |

in the case of a gxfb,;
€ npie ; the surviving 'spouse
with rem " the su of 8po o and X, the marital
‘deduction is not. allowed for any interest passing to such spouse, even -
‘though X dies within 12 mont s after the decedent’s death and the

exeoutor elects to use secnon 811 G).
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~ The deduction is determined with respect to interests which' the
- decedent specifically directed tlic surviving spouse to have out of
estate assets or is determined with respect to the interest of the sur-
viving spouse in the property represcnted by assets in the general
estate out of which, or the proceeds of which, the interest passing to
her may be satisfied. Therefore, except as provided in clause (iii) of
- subparagraph (B), convorsions of pr"oI%ert?‘rafter‘ the decedent’s death
are immaterial to the deduction. The following examples serve to
Ezample (1).—The decedent by his will bequeathed a life estate to
his surviving spouse, with remainder to his son, in certain property
~ ond thereafter the surviviug spouse made a valid sale of her life estate
for cash, The marital deduction is disillowed under subparagraph
(B) because the interest passing from the decedent was the life estate
~ with remainder to the son in the same property. The result would
be the same if the executor gave cash to the surviving spouse instead
of the lifeestate. .~ ..
-Examqle (2).—The decedent by his will devised Blackacre to his
- wife for life, remainder to his son. = The son transferred his remainder
 interest by gift to the Sur.viiviﬂs fsl‘)"USé,‘: and by merger of the sur-
‘viving spouse’s interests, she held the fee in the property. No marital
deduction is allowed in this case with respect to any part of the prop-
erty, for the life estate is a terminable interest with respect to which
no marital deduction is allowed under subparagraph (B). The re-
, mfiinder interest did not pass to the surviving spouse from the de-
cedent, - : ' :

If the decedent by his will bequeaths a terminable interest for which
a deduction is not allowed and the surviving spouse takes in accord-
ance with the will, the marital deduction is not allowed even though
~under the local law the interest which such spouse could have taken
| a%dinstf the will was a fee interest for which a deduction would be
allowed. Any thcory that the interest which she could have taken
under the local law did pass to her in such a case and was used by her
~ to purchase the interest under the will is contrary to the intended
~ application of this section. ..
o inder t, etc., a future interest may pass to someone
other than the surviving spouse, but it is not possible at the time of
the decedent’s death to ascertain the particular person or persons to
whom such interest will pass, a new sentence added at the end of
section 812: (e) (3) makes it certain that such future interest shall, for -
the purposes of clauses (i) and (i) of subparagraph (B), be considered
as 5335111 2 to a person other than the surviving spouse. Acc .;dil'iﬁly :
under such provision an interest is considered to pass to a person other
‘ urvivi ouse and such other person is considered as a
person who may ess or enjoy the property after the termination or
failure of the surviving spouse’s interest. This provision, however, is
not applicable to an interest which the surviving spouse may appoint
 if, by application of subparagraph (F) or (G), such interest is consid=
. ered as passing to such spouse, ~ The following examples illustrate the
application of the"s;tjiecial,px"oviSion- relatin%]to such future interests:
FExample (1).—The decedent by his will devised Blackacre to his
wife for life and then to such of his grandchildren as survive the wifo
‘but if no grandchildren survive the wife then to the estate of tLe

‘Where, under a beque

than the suryiy
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survuvmg spouse No‘ mmta,l dedu_ nis allowable thh 'respect to‘
- either the life estato or the contingent remainder to the surviving
s ouse’s estate. An interest in the property is. consxdered to pass to

e grandchildren, and some of them may possess or enjoy Blackacre
upon the death of 'the spouse. It is immaterial that the grandchxldren
are not in being at the time of he death of the decedent.

E‘cample (2).—The_ deced y his will devised Blackacre to hlq
survivin, spouse life and then to such of the surviving spouse’s
heirs as vints, in default‘of ‘appointment, however, to X. An
d to p ‘the decedent to persons other than
the survxvxngspou In thls case X or the appomtees of B may
possess or enjoy Blackacre after the death of the spouse.

Clause (ii) of subparagraph‘ B) applies if any person (other than‘
the surviving spouse) or his. or assigns may by any. possible
‘circumstances under the t he bequest possess or enjoy any
part of the property in which th viving spouse’s interest is: an.
interest. Thus, in example (1), set forth immediately above, g
other than the surviving spouse tate) may possess or :
the property after her death. - pt, ‘of course, does not extend
to the possession or enjoymer ‘persons may_ ‘obtain by purchase
or gift from the surviving spouse, inasmuch as an interest 80 obtained
does not pass from the decedent. Except as provxded in subpara~
gmphs (F) and (G), however, if the surviving spouse is given an
interest in property and a power to appoint any part of such interest,
the possible appointees and takers in default of appointment are con-
sidered as persons to whom an interest passed from the decedent.

In the case of certain property which is termmable, ‘a marital
deductlon may be allowed, even though clause (i) applies, as long as -
clause (ii) does not apply Thus, if the decedent bequeaths all the
mtcrest he ever had in a patent to his wife and daughter as tenants
in common, the mzmtal ‘deductionis allowed with respect to the
interest of the wife in the patent If, however, the patent were
‘bequeathed to them for then' 3omt hves and ‘then to the surwvor,

(or her e

‘of such proceeds is ncluded in deternu 16 value ofﬁ the gross‘
estate. A marital deduction is allowed w1th respect to the value of

the proceeds because no person other than the surviving
an interest in the proceeds., The result will be the ea‘
such proceeds are payable in a lump sum; are payable i in installments-
to the survwmg ‘spouse, her heirs, or. asswns for a term;or are payablc" :
to the surviving spouse for her hfe with no refund of the undistributed
proceeds or with such a refund to her estate. It is also immaterial
whether any such mode of poyment 1S determmed by an option exer-
cised by the decedent or exercised by the surviving spouse.
Emample (2).—The decedent during his lifetime purchased an
annuity ‘contract under which the annmty was payable durmg his
life and then to his spouse during her life if slie survived him. - The
value of the interest of the decedent’s surviving spouse in such con-
tract at the death of the decedent is included in determining the
value of his gross estate. A martial deduction is allowed with re-
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spect to the value of such interest so passing to the decedent’s sur-
viving spouse inasmuch as no other person has an interest in the
contract. If upon the death of the surviving spouse the annuity
payments were to continue for a term to her estate, or ‘the undis-
tributed portion thereof was to be paid to her estate, the deduction is
nevertheless allowable with respect to such entire interest. If, how-
ever, upon the death of the surviving spouse, the payments are to-
continue to another person (not through her estate) or the undis-
tributed fund is to be paid to such other person, no marital deduction
~is allowable inasmuch as an interest passed from the decedent to
suchother porson, i e
A marital deduction is also disallowed for the interest “passing to
the surviving spouse as an income beneficiary or annuitant under a -
trust in which other persons have an interest, except as provided in

subparagraph (F) of section 812 (e) (1), .~ .~
- Clause (iii) disallows the marital deduction in cases where pursuant
to the decedent’s direction terminable interests are to be acquired for
the surviving spouse. Thus, under this provision, if the decedent
directs the executor of his estate to purchase an annuity contract for
the decedent’s surviving spouse for a term of years or for her life, no
marital deduction is allowed for the interest so passing to the surviving
spouse. - In such a case it is immaterial whether or not other persons
have, under clauses (i) and (i), an intercst in the contract. It isalso
immaterial whether the decedent (in addition to directing the purchase
of the annuity contract) designated or did not designate the assets to
be used for the purchase. Clause (iii) also applies to the acquisition
by a trustee, at the direction of the decedent, of a terminable interest
for the surviving spouse, . ; .
The last sentence of subparagraph (B) contains a special provision
with respect to terminable property. Under this provision, an interest
is not to be considered a teij_min&gle“ interest merely bec it is the
ownership of a bond, note, or similar contractual obligation, the dis-
charge of which would not have the effect of an annuity for life or fora
term, This provision does not prevent the operation of subparagraph
(B) upon a partial interest (such as a life estate) of the surviving spouse
in bonds or notes, \7ith respect to which the marital deduction may be
disallowed unde: clauses (i) and (ii). This provision however has
special epplication in cases under clause (iii). An example of a caso
in which the incerest of the surviving spouse in a note 18 not taken
out of the category of a terminable interest by reason of the last
sentence of subparagraph (B), is a case in which the executor is
directed to lend money to a trust and acquire its note for the surviving

spouse with terms providing for the payment of principal and interest

to the surviving spouse in equal installments over a term of years,
If the decedent directs his executor or trustee to purchase bonds or
notes for the surviving spouse, the marital deduction is not disallowed .
under clause (iii), unless the decedent directs the purchase of bonds or
notes the discharge of which has the effect of an annuity, However,
the marital deduction in such case may also be disallowed if the sur-
viving spouse’s interest in such bonds or notes is not the complete
interest and clauses (i) and (ii) are applicable by reasen of an irterest
passing to another person. - ; o )
Subparagraph (C) contains a spacial rule, which was not in the oin
as it passed the House, with respect to the surviving spouse’s interest

72

S. Repts., 80-2, vol, 2
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in unidentified assets. This rule is addressed generally to situations
in which the surviving spouse is a pecuniary or residuary legatee orisa
“beneficiary of a trust created by the decedent during life or by will,
or is the heir of an intestate decedent. In such cases there has passed
to the surviving spouse an interest in property represented by &ll the
~assots included in the decedent’s general estate (which does not in-
clude assets named by the decedent to pass under specific bequests) -
or included in the trust.  However, under the rule of subparagraph
(C), if any such asset (in the general estate or trust) would, if spe-
cifically passing to the surviving spouse, not be deductible, the value
of such asset shall be applied in reduction of the amount otherwise
deductible for the general o‘r‘residumg bequest or transfer in trust,
Thﬂelapplication‘of subparagraph (C) is Wllustrated by the following
examples: . e
rample (1).—The decedent bequeaths $50,000 to his surviying
' estate includes a term for years (valued at
5 of the decedent’s gross estate) in
he decedent after a gift of
marital deduction with respect
50,000 is re  zero. It is immaterial whether
viving spouse actually receives the term for years. =
 Ezample (2).—The decedent during his life created a trust reserving
the income for himself (and his estate). The trust was to terminate
upon the death of the survivor of himself and his wife, at which time
the corpus was to be paid to his children.. The decedent died with his
wife surviving and the income interest fell into the residue of his estate.
The decedent bequeathed one-half of the residue to his surviving
spouse, The amount of the marital deduction for the value of one-
half of the residue is to be decreased by the value at the time of the
decedent’s death of such income interest in the trust (and for any other
terminable interest included in such residue for which a marital deduc-
tion would not be allowed if specifically bequeathed or devised to the

decedent’s surviving spouse).

Subparagraph (C) applies to trusts in which the surviving spouse -
has the remainder interest and trusts under subparagraph (F) in
which the surviving spouse has a power to appoint the corpus. In
such cases the marital deduction with respect to the value of the
 corpus is reduced as_provided in subparagraph (C). In the case of
a trust created during the decedent’s lifetime; subparagraph (C)
applies to the trust assets as of the date of the decedent’s death.

In determining the assets out of which the interest passing to the
irviving spouse may. be satisfied, such assets are determined prior
of any general claims, but without including named,
ifically bequeathed or devised. .

The disclaimer provisions of paragraph (4) of section 812 (e) are
also_applicable in conjunction with the terminable interest rule of
section 812 (e) (1) (B), as illustrated by the following example:

Example—The decedent devises Blackacre to his surviving spouse
for life and remainder to his son. The son disclaims the devise to him
and the remainder interest falls into the residue of the « .tate which is
also bequeathed to the surviving spouse. No marital deduction is
allowed because under section 812 (e) (4) the remainder interest is
considered as passing to the son as if the disclaimer had not been

made,
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Although section 812 (e) (4) must be applied in determining an
interest passing to the surviving spouso and other persons, subpara-
graph (C) of section 812 (e) (1) may reduce the amount of the marital
deduction allowed after application of such paragraph (4).

SECTION 812 (e) (1) (D), (E), (F) AND (G)—BXCEPTIONS TO THE
TERMINABLE INTEREST RULB

Subparagraph (D) of section 812 (e) (1) provides an exception to
the terminable interest rule under subparagraph (B) of such section.
This exception is for the purpose of allowing the marital deduction in
certain cases where there is a contingency with respect to the interest
passing to the surviving spouse under a common-disaster clause or
similar clause in the decedent’s will. Under the rule in the bill as it
passed the House, a marital deduction is allowed with respect to an
interest which does pass to the surviving spouse even though such
interest would have terminated or failed upon the death of such-
spouse, as long as such termination or failure could have resulted
only if such death had occurred within a period not exceeding 6
months after the decedent’s death. This provision is amended in
your committee bill so as to extend the application of the rule to
cases in which the death of the surviving spouse would cause a termi-
nation or failure of her interest only if it occurred as a result of a
common disaster resulting in the dcath of the decedent and the sur-
viving spouse. Your committee bill makes subparagraph (D) appli-
cable also in cases in which death either within the 6-month period or
as the result of a common disaster would alone deprive the surviving
spouse of her interest. In all such cases, subparagraph (D) applies
only if such spouse does not in fact die within such period or as a
result of such common disaster, as the casemay be.

An example of the application of subparagraph (D) is a case in
which the decedent’s will provides that all his property shall pass to
his spouse if she survives him by 3 months; but if she does not survive
him such property shall pass to the X charity. In this case the inter-
est of the surviving spouse will terminate or fail only if she dies within
3 months following the date of the decedent’s death. If in fact she
does not die before the expiration of such period (and accordingly the
property passes to her under the terms of the decedent’s will) the
marital deduction is allowable. It should be noted in this case that
& contingent interest in the property passed to the X charity and,
but for the provisions of subparagraph (D) of section 812 (e) (1), the
marital deduction would be disallowed under subparagraph (B) of
scction 812 () (1), .

If the decedent’s will provides that the property otherwise be-
queathed or devised under his will to his surviving spouse shall pass
to other named persons if such spouse dies as a result of & common
disaster in which he meets his death, and if at the moment of his -
death the possibility exists that such spouse will die as a result of such
& common disaster, then subparagraph (D) is applicable., In such a
case the deduction will be allowed if under the loeal law the surviving
spouse does take the property, whether because it is determined that
in fact she did not or could not die in the disaster in which the decedent
met his death or whether under the local law it is presumed that
death more than 6 months after the decedent’s death cannot result
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from the disaster in which the decedent met his death. If «sno possi--
bility exists at the moment of the decedent’s death that his surviving
spouse will die as a result of a common disaster, the mcre fact that
there is a clause in his will which would prevent the passing of an
; intergstg{i ‘property to her if she did so"die does not make her interest

erminable.

_provides that the property be-
use shall not pass to her if it cannot be
ived him (whether or not they mect
uch clause does not make the
inable if she in fact survives.

i the decedent’s will

-~ ned whether she su
~their deaths in a common dis
interest of the surviving spou
- The rule of such subpara D) ¢ oesfhb't‘ap%ly to an ordinary
life e ich as under a devise of Blackacre to t e‘wifeif,onhjeral_irf%
with remainder to X. While it is true that death of the wife within the
6-month period will cause a termination or failure of her intérest, it is
so true that her death at any time will also cause such termination or
 failure ngly the case does not meet the test of clause (i)
~of subparagraph (D), . o o
" Subpardgraph (F) of seotion 812 (a) (1) aléb provides ah exception
to the terminable interest provisions of subparagraph (B) of such
section, This exception is for the purpose of allowing the marital
“deduction in the case of certain trusts where the surviving spouse has'a
~ power of appointment. The other provisions of section 812 (e) (1) are
still applicable generally to interests passing to the surviving spouse in
~ trust. . For example, if the decedent by a transfer in contemplation of
_ death creates a trust providing for all the income thereof to be paid to-
is sp o1 ars pon the end of such 10-year period or the -

to terminate and the corpus is to
e marital deduction is allowable, -
is still in effect. In this
\ the trust for 10 years is a

interest in the trust.
s includible in the :
~section 812 (e)
- The provisi
bill as it passcd the House ha
These provisions have the eff a marita 1t ,
respect to the value of propert nsferred in trust by or at the
direction of the decedent where the surviving spouse, by reason of her
right to the income and a power of appointment, is the virtual owner
ofg the property. This provision is designed to allow the marital
deduction for such cases where the value of the property over which
" the surviving spouse has a power of appointment will (if not consumed)
be subject to cither the estate tax or the gift tax in the case of such
surviving spouse. BT B T
In order for the interest in property transferred in trust to qualify for
a marital deduction under subparagraph (F), the following conditions
must be met: R T T
(1) The trust must be created by a transfer of property by the
decedent during his lifetime or by his direction under his will.
~ (2) Under the terms of the trust the surviving spouse must be
“entitled for her life to all the income from the corpus of the trust. The
term “income”’ is used here in the same sense as it is used in section 162

it is not a ¢
h (F) of se

een expanded in your committee bill.
f allowing a marital deduction with-
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of the code, relating to income of estates and trusts. Itis not necessary
that the tryus}f;fshtplf’r terminate upon the death of the surviving spouse.
The trust may terminate at an earlier date by reason of the exercise of
a power of appointment by the surviving spouse in favor of any person
or by reason of the appointment by any person of the corpus of the
trust to the surviving spouse, The requirement that the surviving
spouse be entitled for life to all the income from the corpus refers
only to the income from the corpus as long as the trust is in existence,
If any person other than the surviving spouse is entitled to-any part
of the income from the corpus of the trust during the life of such
surviving spouse (other than income derived by such person from
any part of the corpus appointed by the surviving spouse), the trust
does not qualify, e P R T A L o

(3) The surviving spouse must be entitled to the income from the
corpus of the trust annually, or at more frequent intervals, This
requirement disqualifies any trust the income of which is required to
be stlccumulated_or may, in the discretion of the trustee, be accumu-
lated. . i L ,
(4) The surviving spouse must have power to appoint the entire
corpus free of trust, and such power must be exercisable in favor of
such surviving spouse or in favor of her estate. A ‘“power to appoint”
the corpus includes any power which in substance and effect is such a

ower regardless of the nomenclature used in creating the power and

ocal property-law connotations. If the power is exercisable only

at death, the trust is not disqualified merely because the surviving

spouse also has the power to invade only part of the corpus during

her lifetime. It is also immaterial if, in addition to the power to

appoint the entire corpus free of trust, the surviving spouse has a
lesser power, such as to appoint any part of the corpus in trust for

the benefit of others. However, the surviving spouse must have

power to appoint the entire corpus to herself, or if she does not have
such a power she must have power to appoint the entire corpus to
her estate. If one such power is her only power, the requirement is
met. She may also have any combination of additional powers.

(6) If any person other than the surviving spouse had a power to
appoint any part of the corpus, such power must be exercisable only
in fayor of the surviving spouse. =~ =~ e

(6) The power possessed by the surviving spouse to appoint the
entire corpus free of trust must be exercisable alone and in & events.
Nevertheless, the trust is not disrﬂualiﬁed‘ merely because the power is
exercisable only during life or only by will. An example of a power
which does not meet the requirements is a power which (unless sooner
exercised or released) will terminate on January 1, 1950, or on the
date of death of the surviving spouse, whichever occurs first. An
example of a_testamentary power not exercisable in all events is a
power exercisable by will only if the surviving spouse does not re-
marry. If the survivini spouse has a power to appoint the corpus of
a trust created during the decedent’s life, the power must be exercis-
.able, when viewed as of the date of the decedent’s death, in all events.
The trust does not qualify under subparagraph (F) if the surviving
spouse’s power to appoint the corpus free of trust is exercisable only
in conjunction with, or with the consent of, another person. Either
the power possessed by the surviving spouse to appoint during life or
her power to appoint at death must meet both tests of being exercis-
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~ able alone and in all events. If one such power meets the require.
ments, the limitations or conditions on any other power are imma-

 terial, If the surviving spouse has only the power to invade corpus

for her own benefit but such power is exercisable only in conjunction
with, or with the consent of another person, the trust does not éanlify;
~ If all the tests of subparagraph (F) are met, then the interest m
_property transferred upon the creation of the trust shall, for the pur-
‘pose of the marital deduction, be considered as passing to the surviving
~spouse, and no part of the interest so passing shall be considered as
passing to any person other than the surviving spouse. For example,
in the case 0 a_t,r'usttO*WhichfsﬁubIﬁa?&grﬁp,h~(L%% us

- Inthecs & trust to which subp applies, if the corpus of -

the trust, upon the failure of the surviving spouse to exercise the power
of appointment, is to pass to the decedent’s children, the entire interest
in such corpus is nevertheless considered to pass to the surviving
‘spouse, and no part of the interest in trust is considered as passing to
any other person. . ,

, ‘trust meets all the tests of subparagraph (F), the
provisions of subparagraph (B) (i) and (i) may disallow the marital
he trust corpus consists, in whole or in part, of
crminable in ts. Thus, if the decedent made a gift of Blackacre
to X, reserving a term for 20 years, and thereafter created a trust
(qualifying under subp,&r¢§f8phi~"»(F)‘)s over such term in Blackacre, a
marital deduction is not allow : ‘
educe the marital deduction otherwise allowable under subparagraph
(F) in cases where the decedent merely directs the creation of a trust,
“the corpus of which may consist of a terminable interest in the dece-
dent’s general estate.
The disclaimer provisions o
by the s

lowed. ~Similarly, subparagraph (C) maﬁ\

aragraph (4) o section 812 (e) apply
|  surviving spouse of any interest in property
which, under sul gr&ghw F) or (Q) of section 812 (e) (1), is con-
sidered as passing from the decedent to such spouse. -~
Subparagraph (G) of section 812 (e) ‘which was not contained
in the bill as passed by the House, also provides an exception to the -
“terminable interest provisions of subparagraph (B) of scction 812
) (1). This excoption is for the purpose of allowing the marital
deduction in the case of proceeds of life insurance upon the life of the
decedent where the surviving spouse is entitled to installments of the -
proceeds and has the same type of power possessed by the surviving
spouse in the case of a trust to which subparagraph (F) applies.
Subparagraph (G) applies only if the proceeds of the insurance are re-
ceivable in installments, commencing within 1 year after the decedent’s
death. The amounts payable to the surviving spouse must be in-
stallments which have the effect of reducing during her lifetime the
aggregate proceeds of the policy available for future payments.

~ SECTION 812 (¢) (1) (H) AND (2)—LIMITATION OF 50 PERCENT OF THE
ADJUSTED GROSS ESTATE ~

Subparagraph (H) of section 812 (e) (1) provides that the aggregate
amount of the deductions (computed without regard to such sub-
paragraph (H)) shall not exceed 50 percent of the value of the adjusted
gross estate. The term “adjusted gross estate’” is a new concept in
the estate tax and is defined in paragraph (2) of section 812 (e). Its
use is confined solely to the computation of the 50-percent limitation,
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Subparagraph (A) of section 812 (e) (2) provides the general rule
for computation of the adjusted gross estate. This general rule is
the only rule which will be applicable in most cases, for it applies
except where the decedent and the surviving spouse at any time held

roperty as community prop’ertg". Under this general rule the ad-
justed gross estate is computed by subtracting from the entire value
of the gross estate the aggregate amount of the deductions allowed
under section 812 (b) of the code. The value of the gross estate
referred to in this rule is the value at the date of the decedent’s death
or, if the value of the gross estate for the purpose of the tax is de-
termined under the optional valuation rule of scction 811 (j), the
value so determined. = SR o

Under such subparagraph (A), if the value of the decedent’s gross
estate is $100,000 and the aggregate amount of deductions allowed
under section 812 (b) is $10,000. the aggregate deduction under sec-
tion 812 (¢) is limited to 50 percent of $90,000. If the aggregate
value of the interests passing to the surviving spouse for which deduc-
tions are allowed under section 812 (e) (1) (Agdc)es,notv,exc,eed $45,000,
the entire value of the interests so passing is deductible in computing
the net estate. If the aggregate value of such interests exceeds
$45,000, the aggregate amount of deductions under section 812 (e) is
limited to $45,000. In this and other similar cases by reason of the
specific exemption allowed in computing the net estate, no estate tax
may be payable.. However, it should be noted that wherever the
gross estate exceeds the exemption of $60,000 provided in section
935 (c) of the code, an estate tax return must be filed. :

Subparagraph (B) of section 812 (e) (2) provides a special rule for
computing the adjusted Fross estate in cases involvin%;comnmnity
property. This rule applies only if the decedent and his surviving
spouse at any time held property as community property under the
law of any State, Territory, or possession of the United :gtates, or of
anry foreign country. The general effect of this special rule is to
compute the adjusted gross estate by subtracting from the value of
the gross estate the value of community property included in the
gross estate and the deductions under section 812 (b) which are not
sllocated to such community property. The property, the value of
which is to be subtracted, is specified in clauses (i), (ii), and (iii), relat-
ing, respectively, to community property held at death, community
property transterred during life, and insurance on the life of the
decedent  purchased out of community property. If premiums or
other consideration paid for insurance on thé"ﬁfe of the decedent were
paid in part out of property ‘held as such community property’” by
the decedent and his surviving spouse and in part out of other prop-~
erty, the amount receivable as such insurance purchased with such
community property is such portion of the total amount receivable as
the amount of such community property so paid bears to the total
amount of the premiums or other consideration paid. The amount to
be subtracted on account of deductions under section 812 (b) is to be
computed by a mathematical calculation as provided in clause (iv).

In this connection, it may be pointed out that section 812 (e) (1)
ap{)hes to an interest in community propert?r;(a\nd in property formerly
held as community property) and a marital deduction may be allowed
with respect to such an interest. Howcver, by means of the 50-
percent himitation, the deduction may be reduced or eliminated. Thus
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Vap (B) is community property
. By reason of the next to the
o‘mmumty pro erty does not
) rty. he munity property where the interests of
‘the spouses are determined under the law of California in effect prior
to July 29, 1927. Such commumty property also does not inclade
~ property merely be ld 8s community proper ‘
“the decedent and a person decedent’s surviving spouse.
 However, un r“subparagraph (C) there is included in the category
of property “held as such community property’”’ certain separate
t *‘a‘cqun‘ed by the dece ent as a result of a conversion of com- -
erty ‘(not excl the rules previously stated).
. ‘and his survi sp t any time held property as -
' ~commun1ty ;property, it will be necessar, to establish such part of the
value of any separate props y 1ncludef in the gross estate which is
. ) sidered ‘‘held : ity property.” However,? ‘
~ only conv rsions ‘of community property to separate property in the
calendar ear 1942 apd such cOnverswns ‘after the date of enactmentg
. The separate property acqulred by
rsion and any property at any time
_ ,by the decede _in exchange for such
ty (by ne ¢ change or a series of exchanges) 18 con-~"
sidered as “held as such com“‘ nity property.” This rule applles to
partitions and other conversions of community property, including
‘conversions to a ]omt tenancy, tenancy by the entirety or any other
form of coownership, whether the partition or other conversion is
effccted by one transaction or a series of transactions. - Thus, if in
1949 a husband transfers to his spouse all of his interest in Blackacre
held by them as community property and such spouse at the same
time (or any other time under an arrangement designed to effect a
partition) transfers all of her interest in other community property to
her husband, subparagraph (C), upon the death of one spouse, is
applicable to the separate property so acquired by the decedent. If
in such a case, the value of the separate property each.spouse so
acquired by such transaction (or series of transactions) is equal at
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~ the time of their acquisition, the entire separate property so acquired
by the decedent is considered as “held as such community property.”
Subparagraph (C) (ii) has a special rule applicable to cases where
the value (at the time of the conversion) of the separate property so
acquired by the decedent exceeded the value (at such time) of the
separate property so acquired by the decedent’s spouse. In such a
case, only that part of Suchf*seg&r&té _property (acquired by the de-
cedent by such conversion) which is equal to such value of the separate -
property so acquired by such spouse is considered as ‘‘held as such
community property.”’ The portion of such separate property so
considered is not merely an amount equal to the value of the spouse’s
separate property but is a fractional part of the property, and the
same fractional part of every property acquired by ‘thésd)éce,dénttin~
exchange (by one exchange or a series of exchanges). for such sep-
arate property is to be considered ‘held as such community property.”
If the decedent’s spouse transfers to the decedent during his lifetime
all her interest in community property and such property is included
~ in determining the value of the decedent’s gross estate, then no part
of the value of such property is considered “held as such community
property”’ and no part of such value is to be subtracted from the
- value of the gross estate in computing the value of the adjusted gross
esbalbe, o oo e e e e

- _ The following example will illustrate the application of clause (ii).
 Blackacre and 100 shares of stock were held by H and W, his spouse,
as community property, and in 1942 H received the shares of stock
as his separate property and W received Blackacre as her separate
property. - At the time of the conversion, the shares of stock were
worth $100,000, and Blackacre was worth $30,000. Thereafter H
sold the shares of stock and invested the proceeds in Whiteacre, which
he owned at the time of his death in 1949. Only 30 percent of White-

d as property “held as such community property,”
« (ii) such 30 percent is obtained 1n
y received by W) by $100,000 (value
, eived by the decedent at the time of the conversion).

 eparate property considered under subparagraph (C) as property
“held as such community property” is considered so held for the

nd (iii) and the application of the amount
~the ratio in clause ‘(iv).. This rule

acre is conside
for upon applics ]
dividing $30,000 (value of prop
~ of property received

purposes of clauses (i), (ii), and
subtracted under such clauses in t
- for treating certain separate property as com ‘
s not apply to separate property (and separate property

for) acquired by a conversion to separate

of community property where the interests of the spouses in
such community property is determined under the California law in
effect prior to July 29, 1927. On the other hand, the rule does apply
(subject to the limitations as to time and the portion of property
considered ‘‘held as such community property’’) to separate property.
acquired by conversion of any other community property held by the
- decedent and his surviving spouse, no matter how or from whom such
other community property was obtained.

SECTION 362. PROPERTY PREVIOUSLY TAXED

'The principal amendment made. by‘ this section generally’.disa;lldws
with respect to property passing between spouses the deduction under

‘community property, how-
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section 812 (c) of the code for property previously texed. The
deduction will not be allowed with respect to property received
by a decedent (for whose estate the deduction under sec. 812 (c) is
being computed) from a prior decedent who died after the date of
enactment of the bill or from a donor by gift after such enactment,
if such prior decedent at the time of death, or donor at the time of
the gift, was the spouse of the decedent. i L
The deduction with respect to ang;prjopérty is disallowed if such
property is disqualified under (A), (B), or (C) of the first new para-
graph added to section 812 (c). A deduction is not prohibited under
(B) with respect to property received from the decedent’s spouse by a
gift made prior to the enactment of the bill. However, the deduction
with respect to such property will not be allowed if the property is-
disqualified as. property received from a prior decedent, un‘(})'er (A),
regardless of whether an estate tax was paid by the estate of the prior
decedent. Thus in the case of such a gift the deduction will not be -
allowed with respect to such p pper;tg;if it is required to be included
in the donor’s gross estate, where such donor died after the enactment
~of the bill and’ prior to the dece s death, and such donor at the
“time of the donor’s de u he subsequent decedent,

 disallowed under this amend-
tal deduction was allowed under

‘estate of the prior decedent or
n computing the net gifts of the donor. The
: ble under section 861 (a) (2) in computin
he deduct or property previously taxed in the case of estates o
‘nonresidents not citizens of the United States. (e
The disqualification (for the deduction) extends to property acquired
by the decedent in exchange (which includes a series of exchanges) for
property disqualified under (A), (B), or (C) of the first new para-
graph added to section 812 (c).  Where property is held at the time
of the prior decedent’s death in joint ownership with right of sur-
vivorship, the interest of the surviving spouse is considered received
from such prior decedent to the extent of the part of such property
included in determining the value of the prior decedent's gross estate.
If property is given by a third party to a hushand and wife as joint
tenants and upon the death of the husband one-half of such property
is included in determining the value of his gross estate, then one-half
of such property is received by the surviving spouse from the husband
and one-half is received from the donor, .
~ Another provision added in your committee bill identifies the donor
in the case of a gift to the decedent where such gift is, by reason of the
groviSiQns.o,f ‘section 1000 (f) of the ¢ode (as added by sec. 374 of this
ill), considered made one-half by a husband and one-half by his wife.
The gift-tax rule under section 1000 (f) is to be applied and each
spouse is considered as the donor to the extent of one-half the gift.
Thus, a gift from an individual of $50,000 to the decedent will be con-
sidered for purposes of scction 812 (c) as a gift of $25,000 from such
individual and of $25,000 from his spouse if the gift is so considered
for gift-tax purposes. In such a case, if the husband paid a gift tax
with respect to any part of the $25,000 considered as a gift by him
but gift tax was not paid with respeet to-the $25,000 considered as &
gift by his snouse (by reason of the $30,000 éxemption under the gift
tax), the deduction under section 812 (c) is allowed only with respect
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to the $25 000 gift (or property acqmred in exchzmge therefor) from
the husband ‘ i s
Another’ amendme‘ t to section 812 (c) of the code: provxdes t,h“‘"’ ;-
the deduction otherwise allowable for property previously taxed (as
in the case of property received from a person not the decedent’s
spouse) is to be reduced by a proportionate part of the amount. of
the marital deduction allowed under section 812 (e) in computing
the decedent’s net estate. This reduction is consistent with the re~
‘duction under ex1stmg law on account of the deductions for claims,
etc., under section 812 (b) and bequests to charity under section

812 (d).

SECTION 363 CREDI'I‘ FOR GIFT ’I‘AX

Thls sectmn, whzch was no onts,med in the blll as it passed the
House, amends sectlons»813 (a) (2) and 936 (b) of the codemrelatmg to
the credit against tax for certain gift taxes pald th res ect
to propert) included in determining the value of the |
decedent- These nts give effect in computi ng [ ‘
1 t-t ovisions for & marital deduction
3) of the co;le, ?s mfided by the

paragraph i

contained 1 ‘ph (A) of such sectxonf ~,:T, s
continued, except for amfymg chan%cs in: language, in clause (1) o _d*f i
new subgaragraph @D). nder this limitation, the credit for gift tax .
paid wit respecb to a,nfy gift is the amount which bears the same ratio
to the total tax paid for the year in which the gift was. made as thg o

amount of such gi o the total amount o

fic exemption) for suc Cla
D) is a new provision which is applicable
r itained i par ”‘yf?hfl(Df)j (1). Undert
clause (ii), t uséd in the ratio for
mining the total tax p 1 gift does not
amount of the annual exclusion'($3,0 der existing la
with respect to such gift.. The amount of the gxft also does
the amount allowed wit

1f ‘the only glft, f i k
d after the enactment

‘ “amount of such gift fo
of the compu ‘tlon nde} subparagraph (D) is $2,000,
$10,000 reduced by ; 0 annual excluswn and fur
by*the~$5‘,000 .. The provisions of clause (ii), .
extent that they eliminate from the amount of the gift the annual‘
exclusion and the charitable deduction represent existing law, =~
. The second limitation on the amount of the credit for glft tax 131 ’
continued in subparagraph (A) of section 813 (a) (2) with certain
uslifications. In geveral, under existing law this provision limits
the credit to (1) an amount which bears the same ratio to (2) the
basic estate tax as (3) the value of so much of the property which
constitutes the gxft as is included in the gross estate bears to (4) the
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value of the entire gross estate, The only change in such subpara-

graph (A) itself is the elimination from (4), the value of the entire

gross cstate, of the aggregate amount of the deductions allowed

under section 812 (d) and (e) (relating r '%)lectively to the charitable

deduction and the marital .deduction). The effect of this provision

is to make the amount in (4) smaller and accordingly, to allow, gen-

erally, a larger credit for the gift tax where this limitation is applicable

than would be allowed if this change were not made. s :

~ The amount in (3), the value of so much of the property which
constitutes the gift as is included in the gross estate, in the ratio

stated in sul}‘)’apa.r rraph (A) is to be reduced as provided in new sub-

paragraph (B). The value (which is the value at the time of the

g}fst or at the time of the death, whichever is lower) is to be reduced
first by such amount as will properly reflect the amount of such gift
which ‘was excluded on account of the annual exclusion in determining
the total amount of gifts made during the year in which the gift was
made. This reduction has long been prescribed by Treasury regula-
tions and represents existing law. =~~~ g

The amount in item (3) in the ratio is also to be reduced if a marital
deduction with respect to the gift is allowed under section 812 (e).
If the 50-percent limitation on the deduction under 812 (e) is not
applicable (because the aggregate deductions for the value of the
interests passing to the ;survivmfgqsﬁoﬂuSe does not exceed 50 percent
of the adjusted gross estate), then the amount in item (3) 1s zero and
consequently no credit for the gift tax with respect to such gift is
allowed. If however, the 50 percent limitation is applicable, then the
‘amount by which the value in item (3) is to be reduced with respect to

each gift for which there is a marital deduction under section 812 (e)
* (1) (without regard to subpar. (H) thereof) is to be determined by the
ratio in clause (ii) of subparagraph (B) of section 813 (a) (2). The
amount of the reduction in such case is an amount which bears the
same ratio to such value in item (3) (before this reduction but after
the reduction for the annual exclusion under clause (i)) as the aggre-
gato amount of the marital deductions under section 812 (e) (after the
50 percent limitation) bears to the aggregate amount of such marital
deductions computed without regard to such 50-percent limitation.
- The reduction of the value to be used in the ratio where an estate-
tax marital deduction is allowed with respect to the gift is illustrated
by a case in Which“jgrdpéx‘ty with a value of $103,000 (at the ‘time of
the gift and at death) is transferred in fee by the decedent by gift in
1949 in contemplation of death to his spouse and included in the
‘decedent’s gross estate. If, in addition, bequests to ‘the surviving
‘spouse for which marital deductions are allowable under section
812 (e) (1) (A) were made in an amou te%:wl to $297,000, and the
value of the adjusted gross is $600,000, t e aggregate amount of
‘deductions permitted under section 812 (e) is $300,000. In such a
case, the value of so much of the property which constituted the gift as
is included in the gross estate, before reduction of such value as pro-
vided in new subparagraph (B) of section 813 (a) (2), is $103,000. It
should be noted that this amount is the value of the pro] erty without
regard to any marital deduction which m&i have been allowed for gift-
tax purposes with respect to the gift to the spouse. The amount of
$103,000 is, however, reduced (assuming this was the first or only gift
by the decedent during the year to his spouse) by $3.000 on account of.
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the exclusion under the gift ta
chenged), as provided in clause (i). The be | ,000 is furthe
reduced, as provided in clause (ii), by the portion of such amount for
which & marital deduction is allowed. This portion is $75,000, which
is that part of $100,000 which $300 (the total amount deducted
under sec. 812 (e)) bears to $400,000 (the a

without regard to the 50 limitation).,

'The gift referred to in clause (ii) with respect to which a marital -
‘deduction is allowed is not intended to include gifts of property which,

x (the value of the property not having
_ The balance of $100,000 is further

gregate marital deductions
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his life transferre ontemplatic
~ the income to X for his life and, upon t}
~ trust and distribute the corpus to the Y f
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er section 812 (e).

he a,d{'iiéited gross estate and hence' the aggregate

le ath p
i

for which a deduction was allowable under section 1004 (a) (2) for the
‘purpose of tho gift tax but at the time of the decedent’s death did -
ify nstitution ction 812 (d) for which &
ceductiof 1o computing {1, not estate alﬁovkvzyl? (Itgiis;uch‘ame‘f:,
in applying the limitation in subparagraph (A) for the purpose of -
determining the credit with respect to the gift to the Y foundation,

ify as a charitable institution unde

| in computing the net estate

the amount in item (3) of the ratio will be reduced to zero. -

- In applying clauses (i) and (iii) of subparagraph (B) “such gift”
‘refcrredyli):‘ofth%réin,‘f‘for*ivh'ich\awmm‘ibélfdéductioﬁfbt charitable deduc-
tion is allowed, as the case may be, is the gift to the surviving spouse
and does not include a gift to any other per-
Ve 1ch pe nd the surviving spouse (or the charity)
received an interest in property under the same deed of gift. Thus,

or the gift to the charity
son even though such p

-in the example given in the preceding paragraph of the transfer to X
life and then to the Y foundation, there are two gifts, one to X and

the other to Y; e amount of “such value” to be

- provided in clause (iii) is the value which

(3) of the ratio with respect to the gift to Y.

 Under the provisions of the bill the computation of credit for gift
tax (under both limitations) is required separately with respect to e

each gift and the law is intended to operate on the basie of such sep-
~arate computation, = S e
~In the case of a gift to
- with the donor or as a tenant by ir
equal to one-half of the value of such interest is allow

t by the entirety, a marital deduction

net gifts by reason of the provisions of section 1004 (a) (3) (C) of t
‘code (as added by sec. 372 of the bill). In such a case, in computin

the credit for the gift tax under the limitation in new subparagraph -

(D). of section 813 (a) (2), the amount of the gift used in the ratio
under such limitation does not include the amount of the marital de-

duction allowed under section 1004 (a) (3) with respect to the gift..

In computing the credit for the gift tax under the limitation in sub-
paragraph (A) of section 813 (a) (gz‘

& spouse of an interest as sole joint tanant

of death which is not itself deductible under sec.

_deduction is allowed with respect to a
is to be reduced so as to not allow any
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erly which constituted the Fift as is included in the gross estate is
(before reduction of such value as provided in subparagraph (B)) the
value, at the time of the gift or at the time of the*deabﬁ,; whichever is
lower, of the interest given as joint tenant or as tenant by the entirety.

The limitations on the credit in the case of a gift of a joint interest
is illustrated by a case in which a donor in 1949 purchases Blackacre,
having a value of $206,000, for himself and his spouse as joint tenants,
He thereby makes a gift of $103,000 for which a gift-tax marital
deduction of $51,500 is allowed. The amount of the gift for the
purposes of the credit for gift tax paid with respect to such gift, com-
puted under new subparagraph (D), is $48,500 (that is, $103,000
reduced by the $3,000 exclusion and $51,500 marital deduction).
Assuming that the value of Blackacre remained unchanged at the
donor’s death, $206,000 is included in his gross estate with respect to
Blackacre and a marital deduction is allowed in the amount of
$206,000 under section 812 (e) (1) (A) (before application of the 50-
percent limitation); However, the value to be used ir. the ratio for
computing the limitation under subparagraph (A) (before reduction
under subparagraph (B)) is $103,000, which was the value of the
interest transferred by gift. Assume the decedent’s adjusted gross
estate (including the value of the joint tenancy) was $1,000,000, of
which $594,000 (in addition to the survivorship interest) passed to his
surviving spouse. The aggregate amount of marital deductions,
therefore, is limited to $500,000. In such case, the credit for the gift
tax paid, determined under the limitation in subparagraph (A), is
that portion of the estate tax used in the ratio which $37,500 bears to
$500,000 (the gross estate reduced by the marital deductions allowed).
The amount $37,500 is obtained by reducing $103,000 first by the
$3,000 exclusion and by reducing the balance, $100,000, by. $62,500,
that is, that portion of $100,000 which $500,000 (the a%gregate
amount of marital deductions allowed under section 812 (¢)) bears to
$800,000 (the aggregate marital deductions under section 812 (e)
computed without the 50-percent limitation). By

A new subparagraph (C) is added to section 813 (a) (1) for deter-
mining the credit for the gift tax in the case of gifts which, for pur-
poses of the gift tax (under sec: 1000 (f) of the code, as added by
sec. 374 of the bill) are considered made one-half by the decedent and
onc-half by his spouse. The principal effect of this provision is to
allow the estate of a decedent who was the actual donor of the gift
a gift-tax credit with respect to the entire gift. Do

1t is contemplated under this provision that the credit will be com-
puted with respect to both halves of the gift. Thus, with respect to
the half considered a gift by the decedent for gift tax purposes, the |
credit is computed as provided in new subparagraph (D) for the
proportionate part of the gift tax of the deccdent paid with respect
to such half. A credit is also allowed such decedent’s estate for the -
proportionate part of the gift tax of his spouse paid with respect to
the half considered as a gift made by her, also computed by applying
new subparagraph (D). In determining the limitation in subpara-
graph (A) with respect to the portibnjo%:the‘esta‘t‘e tax attributable
to the gift actually made by the decedent, such limitation is applied
with respect to the combined value of the two halves of such gift,
the value of each half being first separately reduced as provided in
subparagraph (B). ' ' : -
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In the case of property held by the decedont and his spouse jointly
a gift of such property by them results, if section 1000 (f) of the code
is made applicable by a proper consent,-in a gift by each spouse of
one-half of his undivided interest and of one-half of his spouse’s undi-
vided interest. In such a case, the decedent is entitled to a credit for
the gift tax paid with respect to his interest in the property which
can be included in the value of his gross estate. Therefore, the
credit is allowed in the case of such & decedent for the gift tax paid
with respect to the half of his interest considered a gift by him and
for the other half of his interest considered a gift by his spouse.
~ Thus, if a husband and wife each contribute $20,000 to purchase
Blackacre (having a value of $40,000) as joint tenants, and convey
Blackacre by gift to their son, and section 1000 (f) of the code is made
applicable, each is considered as jh&\“{iﬁ% made a gift of $20,000.
- Each spouse has given $10,000 of his half interest in Blackacre, and
$10,000 of his spouse’s half interest in Blackacre. Assuming $20,000is
included in the husband’s gross estate by reason of the transfer, his
estate is entitled to credit for the gift tax paid for the gift of $10,000
considered made by him of half of his interest in Blackacre and for
the gift of $10,000 considered made by his spouse out of the other
half of the decedent’s interest in Blackacre. g‘he"‘credit with respect
to such $10,000 gift considered made by his spouse is computed under
new subparagraph (D) as applied to the gift tax of such spouse. Thus,
if by reason of the exemption allowed in computing net gifts, no gift
~ tax is paid with respect to the gift by the spouse of the decedent, the
decedent’s estate is entitled to a credit only with respect to the gift
tax paid with respect to his gift of $10,000 out of his half interest in
Blackacre, even though he also pays a gift tax with respect to the
$10,000 gift considered made by him out of his spouse’s half intercst.
The effect of the provision, therefore, is to allow the decedent’s estate
a credit upon the average gift-tax rate as between the spouses with
respect to the gift of the jointly held property. If an exemption or
an exclusion is allowed, with respect to the transfer of the joint prop-
erty by gift, in computing net gifts of a spouse, the amount so allowed
shall be considered allowed one-half with respect to the gift made by
such spouse out of his interest in the property and one-half with respect
“to the gift considered made by such spouse out of the other spouse’s
interest in the property. . . L Sl
Amendments corresponding to those made in section 813 (a) (1) are
also made in section 936 (b), relating to the credit against the addi-
tional estate tax for gift taxespaid, ~ .. .
- The amendments made by this section are applicable with respect
to cstates of decedents dying after the date of enactment of the bill. -
These amendments arc applicable in computing the credit against the
cstate tax in the case of estates of nonresidents not citizens of the -
United States (although the amendments with respect to gifts for
which a marital deduction is allowed will have limited effect because
such deduction is not allowed in the case of a nonresident alien donor
end a nonresident alien decedent). ‘

SECTION 364. OPTIONAL VALUATION

The amenydment‘ made by this section to section 811 ‘,(j)‘ of the code,
‘relating to the optional method of determining the value of the gross
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estate, is made necessary by section 361 of the bill providing for a
marital deduction in computing the net estate.

This amendment extends to the valuation of an interest in property
for which a marital deduction is allowed substantially the same rule as
is applicable under existing law in determining under the optional
valuation method the value of any charitable bequest for which a de-
duction is allowed under section 812 (d) of the code.

SECTION 865. LIABILITY OF LIFE-INSURANCE BENEFICIARIES, ETC.

“Section 826 (c¢) and (d) of existing law provides a rule of apportion-
ment with respect to the contribution on account of estate tax paid
which the executor may collect from the beneficiaries of insurance
policics on the decedent’s life and from the recipients of property over
which the decedent had a power of appointment. This section of the
bill, which was not contained in the bill as it passed the House, is
designed to give proper effect, in apportioning any liability under
section 826 (c) or (d) in the case of the decedent’s surviving spouse,
to the marital deduction allowed under section 812 (e) of the code
(as added by sec. 361 of the bill) with respect to such insurance pro-
ceeds or property (subject to the power) which passed to her.

If the aggregate amount of marital deductions under section 812 () -
is allowed (without limitation under section 812 (e) (1) (H) to 50
percent of the adjusted gross estate) section 826 (c) and section 826 (d)
do not apply to such insurance proceeds or property (subject to the
power) for which a marital deduction is allowed. If the 50-percent
limitation is applicable, an order of priority is established by the
amendment for determining the portion of the insurance proceeds or
property (subject to the power) reccivable by the surviving spouse
for which the marital deduction was allowed. In such a case, the
marital deduction is considered allowed first with respect to the insur-
ance proceeds to the extent of the amount of such proceeds so receiv-
able, and second (the balance of the marital deduction) is considered
allowed with respect to the property (subject to the power) to the
extent of the value of such property. The amendments, however, do
‘not change the apportionment under existing law in the case of insur-
ance proceeds or property (subject to the power) receivable by the
xg.ur‘\lrliirin% spouse (or any other person) for which no marital deduction
is allowed.

SECTION 866. BASIS OF SURVIVING SPOUSE’'S INTEREST IN COMMUNITY
PROPERTY

ot contained in the House bill, amends section 113 (a)
~(5) of the code, relating to the basis for determining gain or loss for
‘income tax purposes, The amendment prescribes for the surviving
‘ 3801?99{,»,&1"391?' the death of the decedent, a new basis for her portion of
the property held, at the time of such death, by the decedent and his
spouse as coramunity property. Under existing law, the surviving
spouse’s basis for such ‘property is the same after the death of the
decedent, as before. Under the amendment, the surviving spouse is
regarded, after such death, as acquiring such portion of the community
property by devise, bequest, or inheritance, with the same basis as if
so-acquired from the decedent. Except in the case of certain foreign
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personal holding company stock, this basis is the fair market value of
the property at the time of the decedent’s death, or in case the executor
of the decedent’s estate elects the optional valuation date under
~ section 811 (j), such value at such date. ST R P
 The amendment applies only if at least one-half of the whole of the
community interest in such property was includible in determining
the value of the decedent’s gross estate under section 811. Thus a
husband will not have a new basis for his part of the community
property upon the death of his wife in those situations in which her
interest in their community property is not subject to the estate tax
because of the limited nature of her interest, as is the case with com-
munity property under the law of Nevada and New Mexico, and cer-
tain community property, under the law of California, acquired by
the community prior to April 16, 1923, , R
The amendment applies only with respect to community property
where the decedent died after the date of the enactment of the bill.

Parr III—Girr Tax
SECTION 871. GIFTS OF COMMUNITY PROPERTY

Section 1000 (d) of the Internal Revenue Code provides a special
rule for treatment of transfers of community property by gift. This
section of the bill, which is the same as section 354 of the bill passed
by the House, provides that section 1000 (d) shall be applicable
only to gifts made after the calendar year 1942 (when the gift-tax
provisions of the Revenue Act of 1942 first became effective) and on
or before the date of enactment of this bill. Thus, in the case of a
gift of community property after the date of enactment of this bill
the extent to which the gift is that of the husband and wife shall be
determined without regard to section 1000 (d) of the code. However,
for the purpose of the computation of tax under section 1001 of the
code, section 1000 (d) shall be applicable in determining net gifts with
respect to gifts of community property made after the calendar year
1942 and on or before the date of the enactment of this bill. The
net gifts for such period are included in the net gifts for preceding
calendar years, to which are added the net gifts made for a current
calendar year in order to determine the rate at which the net gifts
for the current calendar year will be taxed. The above application
of section 1000 (d) is limited to the purposes of the gift tax and does
not apply in determining the extent to which transfers of community
property are transfers by the decedent under the estate tax. ‘

SECTION 872. MARITAL DEDUCTIONS

_ This section adds & new paragraph (3) to section 1004 (a) of the

code so as to p e a marital deduction in computing net gifts of
citizens ‘and residents of the United States. This gift tax marital -
deduction corresponds to the estate tax marital deduction provided
under section 812 (e) of the code, as added by section 361 of the bill.
'The provisions of section 1004 (a) (3) are intended to be construed
in the same manner as the corresponding estate tax provisions.

The marital deduction with respect to any gift is allowed only for
gifts after the date of enactment of the bill, ﬂ is not allowed in the

8. Repts., 80-3, vol, 3——18
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case of gifts by nonresident aliens, but is allowed in the casc of a
‘gift by a citizen or resident to his nonresident alien spouse. -
The general rule for the gift-tax marital deduction is set forth in
subparagraph (A) of section 1004 (a) (3). Under this rule, the mar-
ital deduction is an amount equal to one-half the value of any gift of
an interest inﬁprd&;‘érty‘ to a donee who at the time of the gift is tke
donor’s spouse. This general rule correspords to the general rule
under section 812 (e) (1) (A) in the case of the estate tax marital
deduction. - It should be noted, however, that the ,%ift tax.marital
deduction is limited to half the value of the gift of an interest in
property; while the corresponding estate-tax deduction is allowed for
the entire value of an interest in :(‘iprOperby passing, but a limitation of
50 percent of the value of the adjusted gross estate is placed on the
aggregate amount of marital deductions under the estate tax.,
he marital deduction allowed under section 1004 (a) (3) is deter-
mined with respect to each gift to a spouse. The marital deduction -
with respect to any gif t is determined without regard to the annual
“exclusion ($3,000 under existing law) allowed in computing the total
amount of gifts to the donece spouse. Thus, if, after the enactment of
the bill, the first gift (in the calendar year) of a donor to his spouse
is $10,000, there will be allowed an exclusion of $3,000 and a marital
deduction of $5,000 (one-half of $10,000). A limitation on the total -
marital deductions allowed for each year to the total amount of the
gifts for which such deductions are allowable is provided by an amend-
ment made by section 373 of the bill to section 1004 (c) of the code.
The deduction is allowed only with respect to a gift to a donee who
at the time of the gift is the donor’s spouse. Thus no marital deduc-
tion is allowed with respect to a gift to an individual who was not the
donor’s spouse at the time of the gift even though such individual was
the donor’s spouse some other time during the calendar year for which
bhe‘"ﬁ'ift was made or any other time. = . i
~ The general rule of subparagraph (A) is subject to the exceptions
provided in the subsequent subparagraphs of section 1004 (a) (3).
Subparagraph (B) contains an exception with respect to life estates
and other terminable interests generally corresponding to the provi-
sions of section 812 (e) (1) (B). Clause (i) of subparagraph (B)
corresponds to the provisions of clauses (i) and (ii) of section 812 (e)
(1) (B) in disallowing the marital deduction with respect to terminable
interests in property in which the donor also transfers or has trans-
ferred an interest to a person other than his spouse or her estate.
In addition, clause (i) of section 1004 (a) (3) (B) disallows a marital
. deduction in the case of a gift of a terminable interest if the donor
~retains in himself an interest in the property and if by reason of
-such retention the donor (or his heirs or assigns) may possess or
enjoy any part of such propert er The termination or failure of the
interest transferred to the donee spouse. The-same concepts are
applicable in determining whether the donor has retained an interest
in the property in which he an interest to his spouse as are
applicable 1n the case of a transfer by him of an interest to any other
person, For example, if a donor purchases an annuity contract
payable to his wife for her life with refund of any undistributed portion
of the fund to the donor or his estate, no marital deduction is allowed.
If the donor purchases an annuity contract providing for payments
‘to be made first to the donor for his life and then to his spouse for her
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life, if surviving the donor, and for no refund of any unpaid portion of
the fund, no marital deduction is allowed; for the donor may, if he
survives his spouse, possess or enjoy his retained interest after the
failure of her interest. If the contract provides for a refund to the
spouse’s estate of any unpaid portion of the fund, a marital deduction
is not allowed ; for the right to any refund may terminate prior to the
donor’s death. , o SR e B P
Special rules are also provided in subparagraph (B) in cases in
which ' the donor has or retains a power to appoint an interest in
property. For the purposes of clause (i), an exercise or release at any
time by the donor, either alone or in conjunction with any person of
a power to appoint an interest in property, even though not other-
wise a transfer, is considered as a transfer by the donor, This rule is
applicable, for example, in & case in which the donor was the sole
beneficiary of the income from a trust and had the power to appoint
the corpus of the trust upon its termination. If the donor relcased
his power to appoint (his spouse not being the taker in default of ap-
pointment) and assigned his entire income interest to his spouse, the
marital deduction is not allowed with respect to the gift to the spouse.
The release of the power is considered a transfer by the donor to the
taker in default. It is immaterial whether the power so released is a
power of appointment within the definition in section 1000 (c) of the
code or whether such release was for gift tax purposes (other than
clause (i)) considered a transfer, or whether the power was released
any time before or at the same time as-the gift to the spouse. A re-
lease ot a power includes the failure to exercise a power to the extent
such failure has the effect of terminating the power. o
Clause (ii) of section 1004 (a) (3) (B) has a special rule for treating
a power to appoint possessed by the donor immediately after the gift
to his spouse as an interest in property retained by the donor. Thus,
if the donor has a power of appointment over Blackacre and appoints
a life estate in Blackacre to his spouse, retaining the power to appoint
the remainder interest, a marital deduction is not allowed with respect
to the gift to his spouse. The retained power need not be a taxable
power of appointment under section 1000 (c) in order to disqualify
the interest given to his spouse for the marital deduction. o
The donor is considered as having immediately after the transfer to
his spouse a retained power 60&3p01bt even though such power to ap-
point cannot be exercised until after the lapse of time, upon the
occurrence of an event or contingency, or upon the failure of an event
or contingency to occur. Under this provision the donor is considered
as having irnmédia‘telg a power to appoint where he has a power the
exercise of which can be made effectively only in the future. Thus, if
the donor is entitled to the income of a trust for 10 years with power
to appoint the corpus after such period, a gift of the income interest
to his spouse does not qualify for a marital deduction, If a husband
gives the entire interest in property to his spouse and, by what is in -
effect a part of the transaction, she gives him a power to appoint any
interest in such property, the marital deduction is not allowed with
respect to the gift by the husband. .~ L
Subparagraph (C) of section 1004 (a) (3) corresponds to subpara-
abh (C) of section 812 (e) (1) under the estate tax. This provision
1es particulsr application under the gift tax to gifts in trust under
which the donor’s spouse has the remainder -interest. or the trust
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income and a power to appoint to herself or her estate. In such cases
this provision has the effect of reducing the marital deduction on
account of the value of assets transferred by the donor in trust for
which a marital deduction would not be allowed if such assets were
transferred by gift from the donor to such spouse. ‘
Subparagraph (D) of section 1004 (a) (3) takes out of the rule for
terminable interests a gift by a donor to his spouse as joint tenant
with the donor or as tenant by the entirety; and permits & marital
deduction. If the spousc i not the sole joint tenant with the donor,
the rules of subparagraph (B) operate to disallow entirely the dedue-
tion for the gift to the spouse of an interest in the joint tenancy.
‘Subparagraph (E) of section 1004 (a) (3) also contains an exception
from the terminable interest rule, applicable in the case of certain
gifts in trust With{;a;f()wer'of ‘appointment in the donee spouse. This
provision corresponds to section 812 (e) (1) (F'), with respect to the
estate tax marital deduction. i i o
Subparagraph (F) of section 1004 (a) (3) disallows the marital de-
duction in the case of gifts of the donor’s interest in community prop-
erty and of his interest in certain separate property which is, for the
purposes of this provision, considered as community property. The
rules in this subparagraph for determining such separate property
which is considered as community property correspond genefal‘l);to
similar provisions contained in section 812 (e) (2) (B) and (C) with
respect to the estate tax marital deduction. The community prop-
erty referred to is (Pmpe‘rty’ held as bommumt‘y; groperty with the
person who is the donor’s spouse at the time of the gift. Thus the
rule is not applicable with respect to separate property which never
was held as community property with the donee spouse although it
may have been held as community property with a former spouse of
the donor. . L o
The gift tax amendments providing for a marital deduction do not
contain any provision corresponding to the disclaimer provisionsunder
the estate tax marital deduction (sec. 812 (e) (4) of the code, as
added by sec. 361 of the bill). Such provisions are unnecessary
under the gift tax for the reason that if any person disclaims or refuses
an attempted gift a transfer by gift is not considered made.

'/ SECTION 878. TECHNICAL AMENDMENT

‘This section amends section 1004 (c) of the code, relating to the
extent of deductions allowed in computing net gifts. The amendment
has the effect of limiting the marital deduction with respect to gifts
to a spouse in any calendar year to the amount of such gifts included
for the purposes of computing net gifts. Thus if the only gift by &
his spouse during a calendar year is $5,000, an exclusion of
; 1t included in net gifts is $2,000.
A lowed in the amount of $2,600 by section
04 (a) (3) but limited by section 1004 (c) to $2,000. Section 1004 (c)
&fpli@,‘ only to the total deductions allowed under 9'1'15{70119‘/1)@1?&%'1‘&%11 '
of section 1004 in compnting net gifts. Its operation is illustrated by

donor transferred $4,000 by gift to his spouse in

donor to

the following case: Acf - , ; ;
January-1949 and $4,000 by gift to her in July 1949 and made no
other gifts to her during the year.. The marital deductions allowed
under section 1004 (a) (3) in such a case (without regard to sec. 1004
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(c)) total $4,000 (that is two deductions of $2,000 each). Since only
one $3,000 annual exclusion is allowed for the gifts to the donee spouse,
the extent to which the two gifts (total $8,000) are included in the
amount of gifts for the purpose of determining ‘net gifts is $5,000.
'Accordingly, since the total marital deductions ($4,000) do not exceed
$5,000, the marital deductions are allowed in full.

SECTION 874. GIFT BY HUSBAND OR WIFE TO THIRD PARTY

This section amends section 1000 of the Code, relating to the
imposition of the gift tax, by adding a new subsection, designated (f),
providing for the so-called ‘‘splitting”’ between spouses of gifts made
to third parties. Subparagraph (A) of section 1000 (f) (1) provides
the general rule whereby a gift by one spouse to any person other than
his spouse is considered (if consent has been signified as hereinafter
explained) as made one-half by him and one-half by his spouse.
This rule applies only to gifts made after the enactment of the bill
and only if at the time of the gift each spouse is a citizen or resident
of the United States. An individual is considered as the spouse
of another individual for the purpose of this rule only if he is mar-
ried to such individual at the time of the gift and does not remarry
‘during the remainder of the calendar year. Thus, if an individual
who is not married makes a gift to X and later in the same calendar
Kear marries Y, the gift to X cannot be considerei as a gift made one-

alf by such individual and one-half by Y in their gift-tax returns
for the calendar year in which the gift was made. Ll

‘A provision is added in your committee bill which applies in the
~case of & gift of an interest in property over which the donor creates
in his spouse a power of appointment, as defined in section 1000 (c)
of the code. An example of a case to which this provision applies is
a case in which a husband creates a trust, the income of which is to
be accumulated, and provides that his spouse shall have a testamen-
tary power of appointment exercisable in favor of any person, but in
the event of a failure to exercise such power the property shall pass
free of the trust to X. In such a case, no part of the interest subject
to the spouse’s power of appointment may for the purposes of section
1000 (f) of the code be considered as a gift to a third party.

The splitting of gifts made by either spouse to third parties is not
mandatory but is permitted only if both spouses consent. The con-
sent if made with respect to any gift during the calendar {ear applies
with respect to all gifts made to third parties during such calendar year.
A consent signified with respect to gifts made in a calendar year is
effective with respect to such gifts in computing the gift tax for all
future calendar years in which such gifts enter into the base for com-

puting the tax for such future years, ...
The consent if made with respect to any %’ift during the year applies
to all gifts to third parties during the calendar year made out of -
community property, or property held by the spouses as joint tenants
or as tenants by the entirety. Insuch a case each spouse is considered -
. to have made a &Qflft.ﬁbf, one-half of his interest in the joint property
given and one-half of his spouse’s interest in the joint property given.
A consent signified does not have the effect of “splitting’’ any gift to
_the donor’s spouse, even though no marital deduction is allowed under

section 1004 (a) (3) for such gift.
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The consent which is signified is effective to split the gifts of a
spouse only for the purpose of the gift tax except as expressly provided
elsewhere. Thus a consent signified for gift tax purposes does not
affect the basis for income tax purposes under section 113 (a) (2) of
the code of the third party donee with respect to the property given.
Section 812 (c) ofithe code is amended by section 362 of the bill to
provide épé‘ciiil'rulcé"*giﬁiin% effect to such “‘splitting’’ of gifts in deter-
mining for the egUrpOSes of the estate tax the deduction for property
previously taxed under the gift tax. Section 813 (a) (2) of the code is
amended by section 363 of the bill to permit the decedent’s estate a
credit for gift-tax paid with respect to property included in the
decedent’s gross estate but considered for gift tax purposes as given
one-half by his'spouse. i

Paragraphs (2) and (3) of section 1000 (f) provide special rules
relating to the time and manner of signifying the consent and the
revocation of a consent. These rules are modifications of correspond-
ing provisions in the bill as passed by the House. A consent and the
revocation of a consent shall be Siiniged in such manner as is provided
under regulations prescribed by the Commissioner with the approval
of the Secretary. The time within which such consent or revocation
may be signified, however, is subject to certain special rules. Inas-
much as the Commissioner is authorized to provide bg regulations
the manner in which the consent may be signified, the Commissioner
may require the consent to be signified on the returns of the spouses.

Under subparagraph (B) of section 1000 (f{ “(2) the consent may be
signified at any time after the close of the calendar year in which the
gift was made, subject to limitations of time beyond which the consent
may not be signified. The general rule is that the consent may not
be signified after the 15th day of March following the close of the
calendar year in which the gift was made. An exception to this rule
is made in cases where before such date no return was filed for such
year by either spouse. In such cases the consent may not be signified
after a return for such year is filed by either spouse. Under this rule
if an extension of time is obtained for both spouses for filing their
~ returns for the calendar year in which the gift was made, the consent

may be signified at any time on or before the day the return of the
spouse first to file is filed. A limitation on the exception is provided
in cases in which a notice of deficiency with respect to the tax for
the year in which the gift was made is, before both spouses have
signified the consent, sent to either spouse in accordance with section
1012 (a) of the Code. In such cases the consent cannot be signified
after the deficiency notice is mailed. =~ =~

‘The right to revoke a consent previously signified with respect to &

calendar year is subject to the time limitations prescribed in para-
graph (3) of section 1000 (f). The first limitation is that a consent-
suimﬁed on or before the 15th day of March following the close of the
calendar year in which the gift was made cannot be revoked after such

15th day. The second limitation is that a consent signified after such
15th day cannot be revoked. Thus if the spouses obtain an extension

of time for filing their returns to a date after March 15 and file the
consent after March 15, such consent cannot be revoked regardless of

when the returns are filed. @~ = . . , ;
; szr:graph' (4) of section 1000 (f) provides that if the consent is
signified with respect to a gift in any calendar year the liability with’
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respect to the entite tax imposed by chapter 4 of the code of ‘each
spouse for such year shall be joint and seyeral. 'The consent referred
to in this provision is a consent which is validly signified and not

revoked. It is not contemplated under this provision that where on
spouse pays the entire tax liability of both spouses any gift tax will
result by reason of payment of the liability of the other spouse. The
provision for joint and several liability applies with respect to the
entire tax of each spouse for the calendar year and aplp‘lies, therefore,
with respect to gifts made between the spouses and also applies with
respect to gifts of community property and property held in other
forms of coownership.
O



