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[CONFIDENTIAL)
REYENUE ACT OF 1938

THURSDAY, MAROH 24, 1938

UNITED STATES SENATE,
CouMMiTTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to call at 10:20 a. m., in the Finance
Committee Room, Scnate Office Building, Senator Pat Harrison
(chairman) presiding.

The CratrmMaN. We will take up the estimates on exhibit B. Ex-
hibit B, in the first line, “Revenue Act of 1936,"” shows $873,000,000
for the calendar year 1938, does it not, Dr. Magill?

Mr. Maoit (Roswell Magill, Under Secretary of the Treasury). It
shows $873,000,000 for the calendar year 1938, assuming the Revenue
Act of 1936 was in effect for that year.

Under the revenue bill of 1938, the second line, it shows $851,000,000.

Senator Townsenp. What would be the reason for the great differ-
ence between 1937 and 1939 as compared with 1938? )

Mr. MagiLu, The reciepts for the fiscal year 1939 will be made up
to the extent of one-half of the receipts from income tax on account
of the businesa year 1937 and to the extent of one-half of the calendar
year 1938. 1938, as you can see from these figures I am now giving
you, we estimated as being a much poorer year than 1937, but it is
the combination of the two that gives the results for the fiscal year
1939 that appear in the outside column.

The CrarMAN. The flat rate is 19 percent?

Mr. MaoiLn. Yes, and the figure is $1,000,000,000.

Senator Kinag. For what year is that?

The CuarMaN. The ealendar fear 1938 was not provided for in
this exhibit, and I asked Mr. Magill to furnish the figures for that year,
and he is furnishing them now.

Mr. Maonn, The third line, the $1,000,000,000, n flat rate of 19
percent for the calendar year 1938, if effective all year, would yield
$1,000,000,000; 18% }})ercent would yield $974,000,000.

Senator Brow~. How much?

Mr. Maaite. $974,000,000.

The last line, a flat rate of 18 percent, we estimate would yield
$948,000,000.

The Cra1RMAN. In other words under a flat rate of 18 percent as
compared to the House bill for 1938, the House bill would raise
$851,000,000, according to_your estimate, and the flat rate would
raise $948,000,000, or practically $100,000,000 more.

. Mr. MaoLt, That 1s right. Now, bear in mind, as you do, I take
it, the House bill of 1938 includes a series of special provisions for
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smaller corporations and includes a 16 percent rate for a series of
corporations headed by banks, and so forth; in other words the House
bill of 1938 ﬁives a lower rato to a very large number of corporations,
which would go to the higher rate if the 18 percent provision were
put in. It also provides for certain deductions such as the allowance
of losses on the sale of depreciable assets and the redeclaration of
capital stock valuation each 3 years, which temd to decrease revenue.

Senator HErrixg. There is no graduated rate up to $25,000?

Mr. MagiLL. Not in these estimates, so it would cost a corporation
making $25,000 about $1,000 more tax than the House bill.

Senator Herring. A flat mte of 18 percent would cost more to the
corporation making $25,000 than the present House bill?

Mr, Magion, Yes, .

Senator King. Do you allow any deduction for the figures you
have given for 1938?

Mr. Maont. This $948,000,000 is in effect what you would get.

The Cuarmryan. Dr. Magill, I want to ask you a question. You
will find in the first item “Revenue Act of 1936,” $873,000,000 for
1938.

Mr. MaeiLL, Yes, sir.

The CuairMaN. Now, for 1937—let us take 1039; that is $1,053,-
000,000; is that right?

Mr, Maaice. Yes, sir.

The CHairyaN. In other words, that takes the first half of 1939,
does it not, and the last half of 1933?

Mr. MaagiLr. Tho figure for the fiscal year 1938 would be made up
to the extent of one-half of the receipts from income taxes as applied
to corporations with respect to the calendar year 1937.

The CnairyaN. Yes.

Mr. MagiLL. And to the extent of one-half of similar receipts with
respect to the year 1938. .

he Cuairmax. Yes; well, could you not find the same figures——

Senator Brown. Just a moment. You said fiscal year 1938; did
you mean 1939?

Mr. MagiLL. 1939,

Senator Brow~. You said 1938.

Mr, Magine. 1 meant to say 1939. e

Thr:a? CurairMaN. Now, tako 1937, $1,541,000,000; that is right, is
it not

Mr, MacinL. Yes, sir.

The Cuatrman. Under the 1936 act?

Mr. MaoiLe. Yes, sir,

The CHAIRMAN, And then take for 1939, $1,053,000,000.

Mr. MaoInL. Yes, sir.

The CuairmaN. Now is there $1,138,000,000 would be the amount
for the first half of 1938 and the last half of 1937—I want to get these
figures you have for 1937; that is $1,541,000,000?

Mr. Maorir. Yes, sir.

The Cuairman. Taking half of that, it would be $770,000,000, and
taking half of the $873,000,000, it would be $436,000,000, and that
would be about $1,260,000,000 if you take the latter half of one year
and the first half of the other?

Mr, Maoitr. Yes. .

The Cuairsan. Why would that not give you 19387
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Senator TowNsEND. You cannot get below the $873,000,000 unless

%'O(l)l 5810(‘(’! half of 1937; in other words, how did you arrive at the $873,-
00,0007

Mr. Macmu. The $873,000,000 is for the actual calendar year 1938,
assuming that ail of the provisions of whichever act or hill it is was
in effect for all of that year.

Senator Towxsexp. The year complete.

Mr. Maoie, Yes.

Senator George. Under the present law?

Mr. Magitr. Under whatever provision is stated in the left-hand
column. The one Senator Harrison is referring to in the present law,
the Revenue Act of 19306.

The Cuaruax, I have an estimate here from Mr. Parker, just a
rough estimate, and I am trying toreconcile those two estimates.” Mr,
Parker, you ask Mr. Magifl any questions you want so we may get
this proposition straightened out.

Mr. Maciii, I may say you are cross-examining the wrong citizen,
because 1 did not make these estimates, but I will do the best I can.

Mr. Parker (L. H. Parker, Chief of Staff, Joint Commiltee on
Internal Revenue Taxation). You now have an estimato for 1937 of
$1,541,000,000—

The Cuairyax. That is for the calendar year?

Mr. PARkeR. Yes, sir; the calendar year. For the calendar year
1938 we now have $873,000,000. Now, thoe fiscal year 1939 receipts
will be made up of two installments from corporation returas paid for
the calendar year 1937 and two installiments for the calendar year 1038,
In other words, a certain proportion of the receipts, perhaps 50 percent
or some other percent of the 1937 returns of income will be collected
in the fiscnl year 1939 and o certain percent of the 1938 returns will
also be collected in that year. 1 wondered what pereent you use and
how you reconcile $1,053,000,000 for fiscal 1939.

Mr, Maaiis.. Mr. O'Donnell had better answer that, because he is
in charge of making these estimates.

Mr. O’'Doxyewn (Al ¥F. O'Donnell, Assistant Director, Division of
Research and Statistics, Treasury Department). Qur collection ex-
l)orienco shows that the corporation income tax liabilities of & particu-

ar calendar year nre collected through what we call a colleetion year

ending in the following February. ‘I'he amount collected in percont-
age of the figuro that My, Parker has requested, including collections
from July through February, is 51.7 peicent. That represonts the
esqerienco of a period of years.

Mr. Parker. Fifty-one percent in the last part of the yecar?

Mr. O'DoxNeLL. That is collected from July through February.
In the balance of the year, March through June, we collect the remain.
ing 48.3 percent.

In the estimate which Mr. Parker is trying to reconcilo, so far as
the corporation portion of these income tax collections is concerned,
the collections in the fiscal year 1939 are made up, therefore, of 51.7
percent of the collections which we expeet in respect of calendar yoar
1937 liabilities, and 48.3 percent of the collections in respect of calendar
year 1938 liabilitics.

Does that answer your question?

Mr. Parker. It answers my question but if you apply those
percentages to those amounts you will 1ot get $1,053,000,000.
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Mr. O’DoxneLL. No, they are not at all comparable since the
respective ycars as indicated by footnote No. 4 contain varying
amounts of individual income tax for which we have a differont
collection expense. Furthermore, the corporation portion of the
fiscal 1939 collections arg presumed to be the amount of monoy which
the Treasury will actually receive in respect of current corporation
income tax collections. Over the period of the last 9 years, histori-
cally, we have received only 93.5 percent of the current corporate
liability, so that that percentage has been applied to the theoretical
liabilities, because the fiscal year 1939 represents actual moneys
e.\'Rect.ed to be received, excluding bhack tax colleetions.

{r. MaaiLr. As I understand it, the figures vou have for 1936,
1937, and 1938 are supposed to be the theorotical liabilities, the cor-
porate lisbilities for those years.

Mr. O'DonneLL. That is correct.

Mr. MagiLL. But as far as the actual tax collections in 1939, you
anticipate collection of only 93.56 percent of that.

Mr. O’Doxnevn. That has been the experience with corporation
income tax collections over the past 9 years; it does not deviate very
much from year to year.

Mr. PARKER. You get the money eventually?

Mr. MagILyr. Yes,

Mr. ParkeRr. The difference comes about through a discount from
the amount shown on the returns in arriving at the actual receipts?

Mr. O'Dox~ecr. That is right.

Senator BArkLEY. You have corporation income-tax liability of
$1,445,000,000 in 1936; does that assume there is no change in the
law of 19367

Mr. MagiLr. Yes,

Senator BarkLEY. And for 1937, too?

Mr. Magirr. Yes.

Senator BArxrLeY. And for 1939, which includes part of 2 calendar
years, you drop to $1,053,000,000?

Mr. MaeiLyn. Yes.

The CuairmaN. That is why I requested ho base it on the calendar
year 1938, which would give us $873,000,000, according to their esti-
mates, for the calendar year 1938.

Senator BARKLEY. You mean, without any change in the law, you
drop from $1,541,000,000 in 1937 to $873,000,000 in 19387 .

Mr. MagiLy. That is the estimate, yes; that the estimated receipts
from corporation income-tax liability, as far as 1938 is concerned, if
the law of 1936 were left in effect, would be $873,000,000.

Senator BArRkLEY. In other words, you drop off about half from

'1937¢

Mr. Maciur. Not quite.

Senator BArkrey. Nearly half, from $1,541,000,000 to $873,000,000,

Mr. O’'Doxnneut. The undistributed-profits tax in a good business
year yields more revenue hecause many corporations have proferred
stocks outstanding, and while that preferred stock is not the samoas &
fixed charge, in poor years they attempt to keep up their preferred-
dividends payments. The result is that not only because of these
preferred dividend paymonts but also hecause of attempts to maintain
some uniformity of dividend payments on common stocks in years of
low corporate earnings, corporations would have paid a large per-
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centage of their available statutory net income in the form of dividends,
even though there had been no undistributed-profits tax.

Scnator BArRkLEY. You must be looking for an awfully rotten busi-
ness year in 1938, according to my understanding of the table; it may
be I do not understand it.

Scnator BaiLey. Now, asto last year——

Mr. O’Dox~evn. That isreflected in the 1937——

Senator Bainey. How does it drop down, as set forth here, to
$873,000,000, which is $670,000,000 less; how did you get that in this

ood year? You are collecting taxes right now for the best year we
ﬁm'e hed since 1929, are you not?

Mr. O’DoxneLL. That is reflected in the figure for 1937. Those
liabilities reflected in the second column are for the calendar year 1937.
Wo are during the current fiscal yoar collecting such fpa\rment of these
liabilities as are paid in full plus two installments of the liabilities of
those corporations which take advantuge of this provision of the law.
Then, in the fiscal year 1939 wa fet two more installments of corpora-
tion income tax collections based on the high level of 1937 business.

Senator BaiLky. But you collect taxes now for the calendar year
1937.

Mr. O'Doxxere. That iscorrect.

Senator BaiLey. Do you mean you expect to only get $873,000,000
for the 1937 taxes?

) %I}r. O'DoxxELL. No; that is in respect of the calendar year 1938
iability.

Se;mbor Bamey. The $873,000,000 is what you will collect next

ear :
¥ Mr. O’'Doxxect. We will collect that in the last half of fiscal 1939
and the first half of fiscal 1940.

Senator BawLey, If we do not change the act at all we could expect

to get only $873,000,000 next year?
fr. O'DoxnELL. In respect of calendar year 1038 liability, that is
true.

Se;mtor BaiLey, Next year we will be collecting in respect of this
year

Mr. O’DoxNELL. Yes, sir.

Senator BaiLey. Then, all you say is we would get $873,000,000.
We would get $873,000,000 on the 1936 act if we let it stay liko it 1s?

Mr. O’'DoxNELL. That is true.

Senator BaiLey. That nieans a loss of nearly $700,000,000?

Mr. O'DoxyeLy. Thatistrue.

Senator Barkrey., Now, in the line below, that is, the revenue bill
of 1938, the House bill as it stands, if it had been in effect in 1936 you
would have gotten $1,282,000,000 in that year; $1,420,000,000 in 1937;
and in 1938, $l,04l,000)000?

The Cuarrsan. No; it is $851,000,000 for 1938,

Senator BargLEY. I do not have those figures.

(Mr. Magill hands paper to Senator Barkley.) .

Senator Kina. Mr. 0'Donnell, I an not quite clear. Assuming the
continuitf of the present law, what loss would there be during the
next fiscal year, or calendar year, orgain?

Mr. O’'Do~NeLL. That is shown in the figures that Senator Barkloy
was just discussing. We ex‘)ect to receive $1,541,000,000 in respect
of the earnings of the last calendar year, the calendar year 1937, In
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respect of the liabilities which will be incurred by the profits from
earnings in the calendar year we are now in, we expect to receive
$873,000,000.

Senator Kixa. Under the undistributed profits tax, assuming that it
; should be continued throuFllout the calendar year therc would be a
loss of five or six or seven hundred million doliars?

Mr. O'DoxxsrL. There would be that difference from the antici-
pated collections under the previous years’ liabilities.

Senator Barkuey. This $1,541,000,000 would be collected during
1938 and paid on the 1937 earnings?

Mr. O’Doxnere. It would be collected durinF two fiscal years.

Senator BArkLEy. And the $873,000,000 would be collected in 19392

Mr. O'DoxneiL. Infiscal ‘39 and *40.

Senator BARkLEY. In the calendar year 19397

Mr. O’DoxNEeLL. That is right,

Tho Cuairyan. Mr. O’Donnell, what was the net income tax base
estimated to be in the 1938 figures you have given?

Mr. O’Doxners, Do you mean the statutory net income of cor-
porations?

The CuairyaxN, The basis upon which you figured these estimates?

Mr. O’Doxxern. We estimate that the statutory net income, ex-
cluding intercorporate dividends received in 1938, would be §5,-
040,000,000.

Mr. Parker. That excludes intercompany dividends?

Mr. O'DoNNELL. Yes,

Mr. Parger. How does 1937 com}mre with the same figure?

Mr. O’DonneLL. Our estimate of statutory net income of 1937,
excluding receipts from intercorporate dividends is $8,130,000,000;
that is statutory net income excluding intercorporate dividends.

Senator GERRY. What year is that?

Mr. O’DoxxEeLL. ‘That is the calendar year 1937, Scnator Gerry.

The Cuarrmax, The thing I wanted to say was that under the
revenue bill now being considered and which has been passed by the
House, under your estimates for the calendar year 1938 we get
$851,000,000, and under a flat rato of 18 percent you would get
$948,000,000, or practically $100,000,000 more for that year; that is
your estimate?

Mr. O’'DoxneLy. That is true.

(At this point the chairman directed discontinuance of further
report of the proceedings.)

(Whereupon, at 12:25 p. m, recess was taken until 2:30 p. m. in the
léeaﬁngi- )room of the Senate District of Columbia Committee in the

apitol.
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