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- 1 SEPrEMBEE 28, 1021.—Ordered to be printed.
< N S M AT . . B R

Mr. PrNros, from'the Committes on Finance, submitted the fol-
o © 7 lowing ' '

REPORT.

. [To accompany H. R. 8245.] .

The Committeé on Finance, to' whom was referred the bill (H. R.
8245) to reduce and equalize taxation, to‘éj'néﬁ'd' and simplify the
revenue act of 1918, and for other *puﬁgoses,"having had the same
undeér _consideration, report favorably theréon 'with certain amend-
ments, and as amended recommend that the bill do pass. |

= |, EXPENDITURES AND REVENUES.

‘The revenue bill which your committeé¢ recommends is designed to
produce enough revenue to meet without borrowing' all ordinary ex-
penditures, including $265,754,865 for the cumulative sinking fund
authorized by the Victory Liberty loan act. The bill is intended
to provide some margin of safety, but not to create any current sur-

plus over necessary expenditures.
FISOAL YFAR 1922,

The Secretary of the Treasury estimates that the expenditures for
the fiscal year ending June 30, 1922, will aggregate $4,034,000,000, an
amount, it will be noted, in excess of the appropriations for the same
fiscal year because of expenditures that must be made from available
balances from prior or continuing appropriations. The principal
receipts with which to meet these expenditures must come from in-
ternal taxes; but there are substantial receipts from customs and
miscellaneous nontax sources, such as salvage, Panama Canal re-
cei{its, and the like. Customs and miscellaneous nontax receipts will
yield, it is estimated, $762,000,000, thus leaving $3,272,000,000 to be
raiseé by internal taxes. The new revenue bill, amended as your
committee proposes, will yield $3,326,600,000, which exceeds the
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amount requléeafﬁ‘m ml:he ﬁscalpye 33% a margin of

safety no(;le too large ?ih 2 }:n 'view of the exlstln
businges pression and the unser y attaching to the

mnomp ang profits taxes. The’ estmtes and ﬁgur;so uﬁ e ;?ilqvgl

found in the tables printed on pages 2, 6, and 7.

’ FISCAL YEAR 19238,

Tt is not possible to make an accurate forecast of the expenditures
for the fiscal year 1923, but your committee has acted on the assump-
tion that—with the exce tion of the special railroad expenditures
(transportation act and Federal control). which will ba nearly if not
wholly completed in the fiscal year 1922—the a%gregate expenditure
for the fiscal-year 1923 will be substantially as large as in the fiscal
year 1922. The special Failroad expenditures .included in the 1922
estimates amount, in round figures, to $500,000,000; and the receipts
from customs and. mxscellaneous sources for the fiscal year 1923 are

d, s$700,000,000, 3uctmg hoth am lm 1(W
from o total estlmated expen tur«;g for 1922 eaves

in round figures $2,835,000,000 to be supphed by mternal taxes for
the fiscal year 1923. The ravenuye bill as, recommended by your com-
mittee will raise during 1928, it is eStimated, $2,740,400,000. The
difference or deficit of $100 OQO 000 can and uld be avoided I by sav-
ings and economies. 'Your ' éominitfes deliberately recommends’a tax
program: which, while ppovuinkﬁ revenue subsmpmp,“x Auficient to
meet ordinary expenditures on the present scale, es. ATTea-
sonable measure,of J;etmnch ent aq len will, be, nplished.
The. total ording expendt urea or?n scal yggq;- rI,ch' iy
sinking - fund ag‘? cellaneons deb @i ,algmz £6: ﬁg
$5,5628,688,050. e fiscal ear 9 'the expen ures on tHe same
basis are estimated at, $4,034,000 000.,  The aboye program assumes
that for the fiscal year 1923 they will ‘amount to approximately
$8,400,000,000, an entirely reabonablﬂ a,ssqmpymn m zthg hght gf gour
present knowledge ; A e e ;
Tasre 1. —Revepsie collected during !tke ﬂacal Yehr: auua Jm so, xxw
-estimated revenue collections under episting o and H.'R. 8245 durw me
fiscal years 1992 and 1923 (revised as of, sept 19, 1931) R BT
Rovenue eollectlons durlng the fiscal year—

Source of tax.
1921 actual 1922, esti- 1023, esti-
M‘»‘m' . mated. o i .

‘e

 so0b s, o0t | ez, g, o0 | 6, i
; AR m { M-
....lwmmmwjir&;ﬁ% ﬁ%&

;;éa;zin;}i' i /‘it‘m;“‘v“?“ ‘v°f9eﬁ‘9-9?°

488

it
i
> |3, 441, 905, 000

5,623, 506, 745 |
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-OHANGES FROM  THE PRESENT LAW AND FROM THE HOUSE BILL,

. JExisting taxes have. been reduted in the bill recommended by
your committee, and ew;z?:olass of taxpayers will share in the bene-
fits: if: the bill is.adopted.: The effect: upon the revenue .collections
of the proposed amendments as compared both with the present
law and the House bill is shown in detail in Tables IT, III, and IV
following. The reductions in the miscellansous taxes are given in
detail in Table ITI.

. For the fiscal year 1022 .(4s shown/in Table II) the present law
ﬂ@ﬂldz,amldn%,‘*ﬁo,owmﬂa;uthé House Jbill, $3,240,000,000; and the
‘bil] :as;reported to the Senate; $3,826,000,000. The reduction in:the
individual income tax is due primcipally to the increase in.the per-
sonal. exemptions ‘from;:$2,000 to $2,500 for heads of families having
an income-not inexcess of $5,000 and the proposed increase in the
exemption ‘for. dependents from $200.to $400. This increase in the
personal exemptions will - reduce the. collections - (principally from
taxpayers: hairmfg,fincomes below: $5,000) :about $70,000,000 annually,
but only part of this reduction will affect the revenue for the fiscal
year 1922..:The reductions in the miscellaneous taxes are shown in
‘detail in Table III. i, , ‘

- For the fiscal year 1923 the present law would yield $3,340,000,000,
the House bill $2,660,330,000, and the bill as reported to the Senate
$2,740,400,000. The reduction in the: individual income tax is due
to: the increase of personal exemptions described above and to the
%mposed reduction of the surtaxes effective. January 1, 1922, The

ouse bill limits the surtaxes to a maximum of 32 per cent upon
incomes exceeding $66;000, but otherwise retains the present schefi)ule
of surtax rates. In the bill as réported to the Senate the same maxi-
mum rate of 32 per cent is retained, but the surtaxes applicable to
incomes under $66,000 have been moderately reduced, resulting in a
reduction of revenue, as contrasted with the House bill, of approxi-
mately $15,000,000 a year.

-For. the fiscal year 1923 the corporation income tax shows a gain,
due to' the proposed increase of rate from 10 per cent to 124 per cent
in the House bill and from 10 per cent to 15 per cent in the bill as
reported to the Senate, the change to be effective January 1, 1922, In
both the House bill and the Senate draft the excess-profits tax is re-
pealed as of January 1, 1922, but collections based upon income for
the year 1921 will continue to be made in the first half of the fiscal
year 1928, |

-For the fiscal year 1923 the miscellaneous internal taxes have been
reduced in the I‘fouse bill, as; contrasted with the present law, $359,-
670,000: The similar reduction in the bill as reported to the Senate
amounts to $324,600,000. The details of these reductions are given
in Table III. '

From the standpoint of revenue the most important changes recom-
mended by your committee are:

The repeal of the excess-profits tax, which would reduce the reve-
nue about $400,000,000 annually ; the repeal of the surtaxes in excess
of 82 per cent, involving an immediate loss of $80,000,000 to
$90,000,000 a year; the repeal of the capital-stock tax, involving an
annual loss of about $75,000,000; the reduction of the transportation
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taxes by one-half on January 1, 1922, and their final repeal as of
December 31, 1922, involving a reduction of $131,000,000 during the
calendar year 1922 and an eventual loss of $262,000,000 per year;
and the adoption of an additional income tax upon corporations of

5 per cent, which would increase the revenue about $260,000,000
annually. ' '

EXCES8-PROFITS TAX REPEAL.

The excess-profits tax has been'so thoroughly discussed that it is
unnecessary to state at length the reasons which have led your com-
‘mittee to recommend its repeal. - The time for discussion is past; and
the time to repeal the tax hasarrived. It may be mentioned, however,
‘that further investigation has only accentuated the conviction that
the inequalities of this tax make necessary ‘its early repeal. - What-
ever ‘may be its theoretical merits, in practice it exempts the over-
ocapitalized corporation, falls more heavily upon corporstions of
small or moderate size than upon the larger corporations, penalizes
business conservatism, and places upon the Bureau. of Internal
Revenue tasks which are beyond its strength.. The ‘fact 'that the
excess-profits tax bears less severely upon large ‘than upon small
corporations is well illustrated in Table A. This table is based upon
the latest Treasury statistics which have been analyzed in detail and
covers all the corporations of the country which made full returns of
invested capital in the year 1919. The weakness of the excess-profits
tax revealed in this table is alone sufficient to condemn it.

TaBLE A.—T'able showing average rate of excegs-profits and income tazes upon
corporations of different size. -

[Average size of corporations (measured by Invested capital) eafning different rates of profit; corporation
‘ . - returns made’in 1919 . -

. ..v] Percent:

Number Average | of Income

Per cent of net income to invested capital. of corpo- | Invested capital.| invested |andprofits

rations. | capital. | taxtonet

: income.
LSS thAT B POF CONE. v v nenennrnrnrneneraeaeneneniea] 10,680 | 814,104,248, 246 | $1,310,811'| © 10.99
5 to 10 per cg_)nt.**.‘.....‘ ...................... eeaeees 21,860, | "15,925,632,044 | 728, 11.93
10 to 15 per cent. . 22,684 | 8,962,680, 395,111 21.60
15 to 20 per cent. ; 17,388 | - 5,482.627,463: ' 315,311;[ . 83,9y
20 to, 25 per cont.. 11,887 | 8,251,048, 260 271,290, 41,51
25 to 30 per cent:. 7,743 | 8,785,/681,783 488,904 5122
30 to 40 per cent.. 0,050 | 2,421,285,621. 267, 545 53. 3]
40 to 50 per cont.. 4, 1,232,173,122 256,320 57. 68
B0 £0 75 POL CONIE. o e e e aevaennsanraraneaconevecsanons 4,90 | 7e4; 264,745 | 180,603 - 62,30
76to 100 percent................ Vesesassossavansons . 1,734 205, 744, 478 - 118,653 64,24
100 percent and OVer.........eeveeevunienmniiionnnns 2,104 133, 853, 470 61,000 67,40
T\ DOt 115,056 | 66,290, 039, 168 489, 240 37.86

REDUCTION OF SURTAXES,

~ Your committee recommends a reduction of the maximum sur-
tax from 65 per cent to 32 per cent in the belief .that in the
near future the lower surtax will, by stimulating -sales and
rofit taking, and by making possible transactions now blocked
Ey excessive surtax rates, not only  facilitate needed business
readjustments but actually increase the revenue. In the long
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run in the opinion of your committee the 32 per cent rate
will yield more revenue than the 65 per cent rate. The effect of
excessive surtaxes in forcing the investment of capital in tax-free
securities and in encouraging taxpayers to avoid the tax through the
device of gifts, division of their income, refraining from profitable
sales, and placing their money in investments which promise well
for the future but yield no immediate return, is clearly brought out
in Table B following, which shows the decline in incomes over $300,-
000 from the year 1916 to the year 1919. During this period the
number of taxpayers and the amount of net income returned by the
general body of taxpayers greatly increased. But this was not true
of the wealthier classes.

The number of returns of incomes over $300,000 fell from 1,296 in
1916 to 679 in 1919; the net income reported by these taxpayers fell
from $992,972,986 in 1916 to $440,611,589 in 1919; and the taxable
income of these taxpayers from dividends, interest, and investment
fell during the same period from $706,945,738 to $314,984,884, This
shrinkage of income among taxpayers having a net income of over
$300,000 represents not declining prosperity or shrinkage of actual
income lbut the result of excessive surtaxes. There was no such de-
cline in actual income, but principally a reduction of taxable income.

TasrLE B.—7Table showing decline of incomes over '.}?300,000.

Income from dividends

Number of returns. Net income, interest, and investments.

Incomes Incomes Incomes

Allclasses.| over Allclasses, over Allclasses. over

$300,000, $300,000. $300,000,
1918.0cceiiaaannn. 437,036 1,296 | $6,208,577,020 | $092,972,086 | $3,217,348,030 | $706,045,738
1017 e eeenereninnnnnnns 3,472,890 1,015 | 13,652,383,207 | 731,372,153 | 3,785,657,8565 616, 119,802
1918, uecnnriiannnanns 4,425, 114 627 | 15,021,639,355 | 401,107,868 | 3,872,234,935 | 314,111,461
1919, iieeiiiriannnnens 5,332,760 679 | 19,859,491,448 | 440,011,689 | 3,954,56563,025 | 314,984,884




Tasie I1.—Estimated revenue collections dumnzlthe Jiscal year ending June 30, 1921, under the revenue act of 1918 aud during the fiscal years 1922 and

1928 under the existing law and under H. R. 8245 as it passcd the House and as reported to the Senale.
Revenus collections during the fiscal years—
Revenue col- i
Source of revenue. . i %ﬁtm | 1922 1933
1921,
< Billasreported Bill as re;
Presentlaw. | Housebill. |0 thersegnate. Presentlaw. | Housebill. | 3 Se%:tbaed :
Income tax: i _ .
Individual .ot na] . |f $900,000,000 |  $850,000,000 | $850,000,000 | $840,000,000 |  $765,000,000 |  $750,000,000
T SRR 295.790. 653 430,000, 000 430, 000, 000 430,000,000 | 415,000,000 | 480,000,000 000,
S RS S R s 600, €N, 600,000,000 | 600,000,000- 1. 600,000,000 460,000,000 { 150,000,000 150,000, 000
b T T IR 230,000,000;) 230,000,000 | - 230,000,000 | 300,000,008 300,000,000 300,000, 000
Miscellaneous internal-revenue t8Xes..........cceeeeuninenannnn. 1 1,369,210,112 | 1,300,000,000°| 1,130,000,000 | - 1,216,600,000 | 1,325,000,000 965,330,000°] - 1,000, 490, 000
b 0 T | 4,585,000,765 | 3,460,000,000. 3,240,000,000 3,326;600,000-. 3,340,000,000: | " 2,660,330,000- | 2,740,400,000

‘IR61 4O TN AONTATH TVNULLNI
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TasLe 111.-SRevenue colleotions during the fiscal year 1921 under the revenve
act of 1918 and ‘estimated revenue colledtions wunder H. R. 82}5 as reported
to the Senate for the flscal years 1922 and 1923 and for the calendar year 1923,

Squrce of revenus.
Income tax:
Intividual.......... cerseienananans
Oorpor“itgon ........................
" Back taxe. ...t 00 T Il
Miscellanecus interrial revenue.........
Total.....ciiinnvanennnnne verans
TR
tate taX . iliiieiiesenennnnansn
mﬂw”wm) H Y
Freight, passengebs, seats, bérths,
stalérooms. ... .o pe0eene. s Geee

Eloctrio fans. ... cvivivivionaeas fissesionn
Thermos - bottles, cigar or cigarette
holders, pipes, eto,, automatic slot
vending . m es, liveries, etc.,
hunting and shootfng garments.....

Fur articles

Yachts and motor boats................
Tollet soaps, 6t6....ccceeneivneiennanns
Art WorkS......veecacnvcccnasceccaness

bonds, et0.............. reesnbecnn
Capital k transfers.......cocoue.
Sale produte, exchdnge.............
anq‘mataxesf ............ cesenos
Total miscellaneous taxes. . ......

Estimated oollections.
1923
car :
' Fiscal year. | Calendar year,
000 |  $750,000,000'|  §730, 000, 000
@ mmom| s
o0 L, 000 ... 585060
000 | 1,000, 400, 000 m&m
3,326, 000, 000 | 3, 740, 400, 000 | _ 3, 654, 909, 000
150,000,000 | .° 180,000,000 | . 10, 008, 000
0,000 | 60,000,0000f................
%ow g&.ﬁm %s,ooo,om
0 m:% » 000, 000 » 000, 000
%;om T .
’m /] :m m)‘m»m
u,%; b0 . i 000,000 . u,‘ooa,@:‘m
LAEE i) jues
e v o
110,000;000'| . 110;000;000" 110,000,000
12,000,000 | 12,000,000 | 13,000,000
3,000,000 2,000,000, . 3,000,600
1;%:“-): l;mlmt lom:m
6,000000 | 60000000 Gsm,%
18,000, 000 19000/ 000 2/ 000,000
t] t ) 1 f Dt
3,500,000 3, 500,000 3, 500, 000
300,000 300,000 300,000
800,000, | 800,000 800,000
000,000 | - 9,000,000 | 9,000, 000
R
o Em Ee
00000 | 26 000000 26, 000, 000
500,000 6, 000, 000 6, 000, 000
%low L
000, 000" 58, 000, 000 53, 000, 000
000, 000 8,000,000 | . 6:&
500, 000 7,500, 000 7, 500, 000
20,200, 000 20, 200, 000 20,200, 000
eoo,oooi 1,000,460, 000 945, 900, 000
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TABLE IV.—Income tax revenue upon specified incomes under existing law and
under H. R, 8245, as passed dy the House and as reported to the Senate.

[Tax computed on the basis of the nét income of a married man wfihout depexidents.]

Presont law. House bill H, R. 8245.
[ncome. Not As passed by House. Asreported to the Senate.
Not-
mal. | Surtax, Total.

Normal.| Surtax, Total. |Normal.| Surtax, Total.
$2,000
2,500 $20 $20
12, 600 20 [ IODURRURE AP PRI IDURORPIR RN
3,000 40 40| 40
13,000 40 20 |. 20
4,000 80 80 | 80
14,000 80 60 60
5,000 120 120 120
18000 | 120 (. iiiliii C120( . 100 40 100
6, 000 160 $10 © 170 160 vel 160
8,000 32 370 320 $20 340
10,000 | 480 110 590 480, 60. © b0
12, 000 640 190 830 640 1 120 760
14,000 800 |. 290 1,090 800 | 200 1,090 800 | 200 | 1,og
16,000| 960 410 1,370, 960 | 410 1,370 260 | 300 1,2
18,000 | 1,120 | 550 1,670/ 1,120 g?o 1,670'| 1,120 0| . 1,540
20,000 | 1,280 . TI0 1,990 | * 1,280 0 1,990 1,280 0/ . ‘1,840
25,000-| 1,680 1,200 2,88 1,680 1,200 2,880 :.1,680 | - 1,100, ‘2,780
30,000 | 2,080 1,810 3,800 2,080 1,810 3,800 2,080 1,760 | 3,840
40,000.] 2,880.1 . 3,410 6,200 |. 2,880 3,410 6,200 2,880 | 3,400 ) ‘0,%3
50,000 | 3,680,] 5510 9;& '] 3,680 5/510 9,190 3,680 5,500 9,1
75,000 | 5,680 12,050 18,620'|' 5,680 | 12,700 | 18;470| 5,680 | 12,780 | 18,460

,100,000 |.7,680,] , . 23,510 31,190 | 7,680 20,790 - 28,470 .7,680| '-20,780 | - 23,133
160,000 | 11;680.] 49, 51 61,190 | 11,6801 36,790 | 48,470 | 11,680 | " 36,780 ' 48,

200,000 | 15,80 77,510 | 93,190 | ;15,680 | 52,790 |  68,470°| “15,680'| <~ '52,780'| 63,460
. 300,000 | 23,680, | 137,510 | 181,190 | 23,680 790 | 108,470-| 23,680°| 84,780 | - 108,480
500,000 | 30,680°| 263510 | 303, 30,680 | 148700 | 188,470 | 30,680 | 148,780 | 188460
1,000,000 | 79,680 | 583,510 | €63, ,680 | 308,700 | 388,470 | 79,680 [ 308,780 | - 388, 460
2,000, 000 |159,680°| 1,233 510 | 1,393, 100 | 159,680 | 628,790 | 788 470 | 159,080 | 628,780 | 783 460
3,000,000 ;239,680 | 1,883, 510 | 2,123,190 | 239,680 |. 948,790 | 1,188,470 | 239,680 | 948,780 | 1,188 480
5,000, 000 309, 630 | 3,183, 510 3,583,190i399,639 1,588,790 | 1,988, 470 | 399,680 [ 1,588,780 | 1,988, 460

I Net income not in excess of $5,000.
THE BILL,

The bill is divided into 14 titles, as follows: _
Title I. General definitions.

Title II. Income tax. . ,

Title I1I. War-profits and excess-profits tax for 1921,
Title 1V, Estate tax.

Title V- Tax on transportation and other facilities.

Title VI, Tax on soft drinks and constituent parts thereof.
Title VII. Tax on cigars, tobacco, and manufactures thereof,
Title VIII. Tax on admissions and dues.

Title IX. Excise taxes.

Title X. Special taxes.

Title XI, Stamp taxes.

Title XII. Tax on employment of child labor.

Title XIII. General administrative provisions,

Title XIV. General provisions.

TirLe 1.—GeNERAL DEFINITIONS.

This title contains definitions applicable to the entire bill. The
following terms are defined in this title: Revenue act of 1921, person,
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corporation, domestic, foreign, United States, Secretary, commis-
sioner, collector, taxpayer, military or naval forces of the United
States, and Government contract. This title provides that this act
may 'be cited as the “Revenue act of 1921.” All the other terms
specified in this title are defined in the same manner as under the
revenue act of 1918,

Tire 1T.—INcomr Tax,

DEFINITIONS,

Section 200 adds to the definitions contained in the revenue act of
1918 two new terms-—* foreign trader” and “ foreign trade corpora-
tion ”—defined to mean, respectively, a citizen or resident of the
United States (or a partnership) and a corporation, more than 80 per
cent of whose gross income for the three-year period ending with the
close of the taxable year (or for such part of such period as may be
ay})lplicable) was derived from sources without the United States, and
which derive 50 per cent or more of their gross income for such period
from the active conduct of a trade or business without the United
States. These amendments constitute part of a general plan (more
fully described in section 217) to tax American business concerns
whose business is practically all conducted in foreign countries only
on their income derived from sources within the United States.
domestic corporation or citizen who derives 80 per cent of his income
from foreign investments will not be entitled to treatment as a
foreign trade corporation or foreign trader, since the plan is confined
to business concerns, but salaried men living and working abroad
complying with the other conditions will be classed as foreign traders.

Under existing law an American citizen or domestic corporation
is taxed upon his or its entire income, even though all of it is derived
from business transacted without the United States. This results in
double taxation, places American business concerns at a serious dis-
advantage in the competitive struggle for foreign trade, encourages
American corporations doing business in foreign countries to sur-
render their American charters and incorporate under the laws of
foreign countries, results in serious administrative difficulties with
respect to the collection of taxes due from individuals resident in
foreign countries, and encourages American citizens to expatriate
themselves. In order to remedy this situation foreign traders and
foreign trade corporations, as above defined, will be taxed under this
act substantially as nonresidents—i. e., only on income derived from
sources within the United States.

DIVIDENDS,

" Section 201 clarifies the definition of dividends as contained in the
revenue act of 1918, by omitting or exempting stock dividends as
required by the decision of the Supreme Court in Eisner v. Macomber
(252 U. S., 189), and provides a general rule for distributions in
liquidation and all distributions otherwise than out of earrings
accumulated since February 28, 1913. The rule is that such dis-
tributions shall be treated as a partial or full return of cost to the
distributee of his-stock or shares, and if the stockholder receives
more than the cost price of his stock, he is taxable under section

S R—67-1—vol 1-—48 /
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202 with respect to the excess in the same manner as though such
stock had been sold. Section 202 protects the stockholder who ac-
quired his stock before March 1, 1913, by providing that gains
accrued between the date of acquisition and March 1, 1918, shalfnot,
when the property is sold or liquidated, be included in the taxable
income.

Minor obscurities in the present law have been clarified by stating
conclusively certain provisions which heretofore have been stated as
presumptions. It is further provided that a taxable distribution
shall be included in the gross income of the distributees as of the date
when the cash or other property is unqualifiedly made subject to their
demands, which is in accord with the decisions of the courts and is
well established in departmental practice.

BASIS FOR DETERMINING GAIN OR 1.0SS,

Section 202 provides in detailed form for the basis (used in the
case of the sale or other disposition of property) for determining
gain or loss. Because of the decisions of the Supreme Court in the
case of Goodrich ». Edwards and Walsh ». Brewster (decided Mar.
28, 1921), it is necessary to state explicitly in the statute the
method of treating gain or loss accrued prior to March 1, 1913,
Heretofore property held on March 1, 1913, has been considered
capital as of its value on that date. The concession of the Solicitor
General in the above cases, adopted by the court, is to the effect that
gain or loss in every case is determined upon the basis of cost or
acquisition value and not by the March 1 value of the property, the
gain or loss aceruing before March 1, 1913, however, being excluded
for purposes of computing the net income subject to tax.

The proposed act provides that in the case of property acquired
before K{arch 1, 1913, and sold or disposed of after that d);te 1) if
its fair market price or value as of March 1, 1913, is in excess of
such basis, the gain to be included in the gross income is the excess
of the amount realized therefor over such fair market price or
value; (2) if its fair market price or value as of March 1, 1918, is
lower than such basis, the deductible loss is the excess of the fair
market price or value as of that date over the amount realized there-
for; and (8) if the amount realized therefor is more than such basis
but not more than its fair market price or value as of March 1, 1913,
or less than such basis but not less than such fair market price or
value, no gain or loss is recognized.

"“The above provision states only the general rule. The special
rules embodie({)in existing law with respect to property which should
be included in the inventory, and property acquired by bequest,
devise, or inheritance are In substance preserved. An essential
change, however, is made in the case of property acquired by gift.
No explicit rule is found in the present statute for determining gain
or loss resulting from the sale of such property, but the Treasury
Department has held that the proper basis for such determination 1s
the fair market price or value of such propertz at the time of its
acquisition by the donee. This rule has been the source of serious
abuge. Taxpayers who have property the value of which has in-
creased, give such property to wives or relatives, b{.whom it may
be sold without taxation of the increase in value which took place
while the property was owned by the donor. The proposed bill, in
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paragraph (2) of subdivision (a), provides a new and just rule,
namely, that in the case of property acquired by gift after Decem-
ber 31, 1920, the basis for computing gain or loss is the same as that
which it would have in the hands of the donor or the last preceding
owner by whom it was not acquired by gift. This means that if the
roperty cost the donor $50, and at the time it was given to the donee
1t was worth $100, for which amount it is sold by the donee, the
income of the donee would be $50 instead of nothing, as under the
present law. If the facts necessary to determine the cost are un-
known to the donee, the commissioner is empowered to obtain the
facts from the donor or any other person, or, if it is found impossible
to obtain such facts, to appraise the value of such property as of the
time it was acquired by such donor or last preceding owner. This
paragraph does not apply to gifts made in contemplation of death or
to gifts made to take cffect in possession and enjoyment at or after
geat.h, but such testamentary gifts are to be treated as bequests or
evises. .

Subdivision (¢) of this section of the House bill, which provided
that, in ascertaining gain or loss from the sale or other disposition of
property, proper adjustments should be made for capital expendi-
tures or for loss, depreciation, etc., was stricken out by your com-
mittee on the ground that it specified a self-evident rule and was

_ thus superfluous. :

EXCHANGES OF PROPERTY FOR PROPERTY.

Section 202 (subdivision ¢) provides new rules for those exchanges
or “trades ” in which, although a technical “ gain ” may be realized
under the present law, the taxpayer actually realizes no cash profit.

Under existing law *“ when property is exchanged for other prop-
erty, the property received in exchange shall, for the purpose of deter-
mining gain or loss, be treated as the equivalent of cash to the amount
of its fair market value, if any * * *° Probably no part of the
present, income tax law has been productive of so much uncertainty
or has more seriously interfered with necessary business readjust-
ments. The existing law makes a presumption i favor of taxation.
The proposed act modifies that presumption by providing that in the
case of an exchange of property for property no gain or loss shall be
recognized unless the property received in exchange has a readily
realizable market value, and specifies in addition certain classes of
exchanges on which no gain or loss is recognized even if the property
received in exchange has a readily realizable market value. These
classes comprise the cases where productive property (other than
stock in trade or property held primarily for sale) used in a trade or
business is exchanged for property of a like kind or use; where in
any corporate reorganization or readjustment stock or securities are

“exchanged for stock or securities of a corporation which is a party
to or results from such reorganization; and where an individual or
individuals_transfer property to a corporation and after such trans-
fer are in control of such corporation. .

The preceding amendments, if adopted, will, by removing & source
of grave uncertainty and by eliminating many technical construc-
tions which are economically unsound, not only permit business to go
forward with the readjustments required by existing conditions but
also will considerably increase the revenue by preventing tnxpayers
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flrom taking colorable losses in wash sales and other fictitious ex-
changes.

Proper safeguards are found in subdivision (d), which provides
that where properf.fr is exchanged for other property or where prop-
erty is involuntarily converted into cash and the proceeds of such
conversion are use to‘reglace the property converted, or where ¢
wash sale is not recognized, the property received in exchange shall
be treated as taking the place of the original property.

INVENTORIES.

Section 203, relating to inventories, is the same as the inventory

section of existing law.
NBT LOSSES.

Section 204 : Under existing law a business operated at a loss for any
vear can take no credit or deduction for that loss against any profit
which may be earned in succeeding years. The revenue act of 1918
authorized a_deduction for net losses beginning after October 31,
1918, and ending prior to January 1, 1920, but its provisions did not
extend past the latter date. The present act proposes to revive the
net loss allowance in modified form by providing that if for any
taxable year beginning after December 81, 1920, it appears upon the
presentation of evidence satisfactory to the commissioner that any
taxpayer has sustained a net loss, the amount thereof shall be de-
ducted from the net income of the taxpayer for the succeeding tax-
able year; and if such net loss is in excess of the net income for
such succeeding taxable year, the amount of such ekcess shall be
allowed as a deduction in computing the net income for the next
«ucceeding taxable year. )

Taxpayers having a fiscal year beginning in 1920 and ending in
1991 will be entitled to deduct the same proportion of any net loss
sustained in such year, which the portion of such fiscal year falling
within the calendar year 1921 is of the entire fiscal year.

FISCAL YEAR METHOD OF COMPUTING INCOME TAX.

Section 205 retains the present method of computing income taxes
in the case of taxpayers making returns upon the fiscal year basis.
The only changes made in existing law are of a clerical nature to
malke the provision apply to returns for the fiscal years 1921 and 1922.

CAPITAL GAIN AND OAFPITAL LOSS,

Section 206 limits the rate of taxation upon gain derived from the
sale of capital assets. Under the present law many sales of farms,
mineral properties, and other capital assets haye been prevented by
the fact that gains and profits earned over a series of years are under
the prosent law taxed as a lump sum and the amount of surtax ex-
cessively enhanced thereby. In order to permit such transactions to
take place without fear of prohibitive tax, section 206 provides that
only 40 per cent of the net ain derived from the sale or other dis-
position of capital assets shall be taken into account in determining
the net income upon which the income tax is imposed. This auto-
matically reduces the rate of taxes applicable to such income by 60
per cent. The maximum rate (normal and surtax) upon ordinary
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income after January 1, 1922, will be 40 per cent, and the maximum
_rate applicable to capital net gain will be 16 per cent. The House

bill placed a similar limitation upon both capital gains and losses,
but this limitation was not applicable to corporations nor to certain
classes of taxpayers having net income less than $29,000, The Senate
provision would permit a taxpayer to deduct the entire loss sustained
in & capital transaction and is applicable to all classes of taxpayers,
In Great Britain capital gain or loss is ignored or eliminated in com-
puting the net income. Section 206 takes an intermediate position
between the extreme views embodied, respectively, in the present
American and British laws.

Parr II.—INpIvViDUALS.
NORMAL TAX.

Section 210 imposes the same normal tax upon the net income of
citizens or residents of the United States as that imposed under ex-
isting law. The tax imposed under existing law is 4 per cent upon
the first $4,000 of net income in excess of the credits provided under
section 216, and 8 per cent upon the remainder of the taxpayer’s net
income.

SURTAK,

Section 211: The following table shows the surtaxes lavied under
existing law and under the proposed bill as it passed the House and
as reported to the Senate:

Surtax rates under— Surtax rates under—
Proposed bill. Proposed bill,
I R
Incomae. Exlst- N neome Elx ist- N

ing sre- ng s re-

law. ﬁ:egd ported law. | Aslt ported

p o the e o the
ONs0. | ganate. - 0use. ' sanate,

Perct. | Perct.| Percl. R s “ Perct. | Percl. | Per ct.
. 1 ) B P $58,000 to $60,000......... 28 28 28
2 2 1 || $60,000 to $62,000......... 29 29 20
3 3 2 || $62,000.to $61,000......... 30 30 30
4 4 3 ,000'10 $66,000. . ....... 31 31 31
5 5 4 ,000 0.$68,000. . ....... 32 32 32
6 6 5 || $68,000 to $70,000:........ 33 32 32
$16,000 to:$18,000: 7 7 6 || $70,000 to $72,00. . 34 32 32
$18,000 to $20,000......... 8 8 7 || 872,000 to $74,000......... 35 32 32
$20,000 to $22,000......... 9 9 10 || $74,000 to $76,000......... 36 a2 32
$22,000.t0 $24,000. ........ 10 10 11 || $76,000 to $78,000.. .. 37 32 32
$24,000 to £26,000. ........ 11 11 12 || $78,000 to $80,000 38 32 32
$26,000 to $28,000. . . 12 12 13 }| $80,00 to $82,000 39 32 32
13 13 14 || $82,000 to $84,000 40 32 32
14 14 16 || $84,000 to $86, 41 32 32
15 15 16 |} $86,000 to $88,000 42 32 a2
16 16 16 || $88,000 t0 $90,000......... 13 32 42
17 17 17 || $90,000.to $92,000......... 1 2 32
18 18 18 || $92,000to $94,000......... 15 32 32
19 19 10 || $84,000 to $80,000......... 40 32 32
20 2 20 || $90,000 to $98,000......... Y 32 32
21 21 21 || $98,000 to $100,000. ... " 1% 32 32
22 22 23 || $160,000 to $150,000. ...... 520 32 32
2 2 23 || $150,000 to $200,000....... o 32 32
24 24 24 1| $200,000 to $300,000....... 60 32 32
205 25 25 1t $300,000 Lo $500,000....... 3] 42 w2
20 % 20 || $500,000 to $1,000,000. 21| 64 32 g
27 21 27 || $1,000,000 and over. ...... 65 32 32
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NET INCOME DEFINED,

Section 212 defines net income to mean the gross income as defined
in section 213 less the deductions allowed by section 214. 'This sec-
tion is the same as the like section of the revenue act of 1918.

GROSS INCOMB DEFINED,

Section 213 defines gross income in the same manner as gross in-
come is defined in existing law with important amendments. Under
an opinion of the Attorney General, residents of States having a
community property law enjoyed marked advantage over the resi-
dents of other States. Income which in other States is taxed as
a-unit to the husband is divided between husband and wife in

_States having community property laws, and the surtaxes are corre-
spondingly reduced. An amendment is added to this section de-
signed to restore uniformity of treatment, by providing that income
received by any marital community shall be included in the gross
income of the spouse having the management and control of the
community property, and shall be taxed as the income of such spouse.

Interest on postal savings certificates of deposit, United States
pensions for war service, and amounts received as compensation or
allowances under the provisions of the war risk insurance and the
“vocational rehabilitation acts are exempted from taxation by this
section. In order to encourage the international adoption of uni-
form tax laws affecting shipping companies, for the purpose of
eliminating double taxation, paragraph 8 of subdivision (a) of this
section exempts foreign shipping companies more than 95 per cent of
whose gross income consists of earnings derived from the operation
of a ship or ships documented under the laws of a foreign country
which grants an equivalent exemption to citizens of the United
States or to domestic corporations, from taxation upon such shipping
earnings. .-

DEDUCTIONS ALLOWED INDIVIDUALS,

Section 214 allows substantially the same deductions in computing
net income as are authorized under existing law, but adds the follow-
ing provisions: (1) The deduction for business expenses is extended
to include all traveling expenses incurred while away from home in
the pursuit of a trade or business; (2) under existing law a taxpayer
is permitted to deduct interest paid upon money borrowed to pur-
chase or carry tax-free Liberty bonds or Victory notes. The interest
deduction is amended so that such interest accrued or paid after
January 1, 1922, shall not be deducted; (3) to prevent evasion
through the medium of wash sales, it is provided that no deduction
shall be allowed for losses sustained in the sale of securities where it
appears that within 30 days after such sale the taxpayer fpurchases
identical securities; (4) losses occurring in one year arc frequently
not determined or sustained until another year, depending upon
court decision or the clearing up of uncertainty. To permit more
elastic treatment of such losses, in the interests of justice to the
taxpayer, it is provided that certain losses shall not be deducted
as of the taxable year in which sustained, if in the opinion of the
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commissioner they should be accounted for as of a different period;
(8) the doctrine enunciated in the cases of Goodrich ». Edwards
and Walsh v, Brewster (decided Mar. 28, 1921) gives ground for
the belief that under existing law the depreciation deduction should
be computed on the basis of cost in the case of property acquired
prior to March 1, 1918. In order to remove all doubt in the
future it is here provided that in the case of property acquired
prior to March 1, 1913, the depreciation deduction shall be computed
ugou the basis of the fair market price or value of the property as
of that date; (6) in order to make it certain that the depletion de-
duction when based upon discovery value shall not be permitted to
offset or cancel profits derived by the taxpayer from a separate and
distinet line of business, it is provided that the depletion allowance
based on discovery value shall not exceed the net income, computed
without allowance for depletion, from the property upon which
the discovery is made, except where such net income so computed is
less than the depletion allowance based on cost or the fair market
value as of March 1,1913; and (7) an additional subdivision has been
added which provides that when property is involuntarily converted
into cash as a result of fire, shipwreck, condemnation, or related
causes the taxpayer may deduct the gains involuntarily realized (or
a proper part thereof) when he proceeds forthwith in good faith
to invest the proceeds (or a part thereof) of such conversion in the
acquisition of similar property or in the establishment of a replace-
ment fund therefor.

ITEMS8 NOT DEDUCTIBLFE.

Section 215 specifies certain items that are not deductible in com--
puting net income. Under existing law persons receiving by gift,
bequest, or inheritance a life or other terminable interest in prop-
erty frequently capitalize the expected future income, set up the
value of this expectation as corpus or principal, and thereafter claim
a deduction for exhaustion of this so-called principal on the ground
that with the passage of time the “ principal” or corpus is gradu-
ally shrinking or wasting. A new subdivision has been added to this
section explicitly providing that no such deduction shall be recog-
nized.

CREDITS ALLOWED INDIVIDUALS.

Section 216 specifies the credits allowed in computing the normal
tax only. Under existing law single persons receive an exemption of
$1,000, and each head of a family $2,000, with an additional allow-
ance of $200 for each dependent. Under the proposed bill the allow-
ance for each dependent is raised to $400; and each head of a family
will receive a personal exemption of $2,500 unless the net income is
in excess of $5,000 (aggregate income of husband and wife in case
of married persons living together), in which case the personal
exemption is only $2,000. . L

Under existing law nonresident alien individuals are allowed the
same personal exemptions as citizens or residents if the country in
which the nonresident alien resides allows the same credit to citizens
of the United States. The present exemption for nonresident aliens
has been found very difficult of administration and an amendment is
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proposed allowing nonresident aliens only a single personal exemp-
tion of $1,000. i

NET INCOME OF NONRESIDENT ALIEN INDIVIDUALS AND FOREIGN TRADERS,

Section 217 states explicit rules—applicable principally to nonrosi-
dent aliens and foreign traders—for computing the net income de--
rived from sources within the United States. The present law is
both obscure and economically unsound, inasmuch as the Attorney
General has held that where goods are manufactured or produced in
the United States and sold abroad, no part of the profit is derived
from a source within the United States. This section explicitly allo-
cates certain important sources of income to the United States or to
foreign countries, as the case may be, and with respect. to the remain-
ing income (particularly that derived partly from sources within
and partly from sources without the United States) authorizes the
commissioner, with the approval 6f the Secretary, to determine the
income derived from sources within the United States either by rules
of separate allocation or by processes or formulas of general appor-
tionment.

PARTNERSHIPS AND PERSONAL-SERVICE CORPORATIONS,

Section 218 is the same as the corresponding provision in existing
law except that proper provision is made for the repeal, as of Janu-
ary 1, 1922, of the tax on the stockholders of a personal-service cor-
poration with respect to undistributed profits in such corporation
and the taxation of such corporation in the same manner as other
corporations are taxed.

ESTATES AND TRUSTS,

Section 219 is amended slightly for the purpose of clarifying its
provisions and making the interpretation thereof more definite and
certain. A new subdivision (f) is added providing that an irrevo-
cable trust created by an employer as a part of a stock bonus or profit-
shating plan shall not be taxable under this section, but that the
amounts actually distributed to any employee shall be taxable to the
employee when distributed, to the extent that they exceed the con-
tributions made by such employee.

EVASION OF SURTAXES BY INCORPORATION.,

Section 220 of the existing law provides that if any corporation
is formed or availed of for the purpose of evading the surtax upon
its stockholders, through the medium of permitting its gain and

rofits to accumulate instead of being divided, the stockholders shall

e taxed in the same manner as partners, By reason of the recent
decision of the Supreme Court in the stock-dividend case (Eisner ».
Macomber, 2562 U. 8, 189), considerable doubt exists as to the consti-
tutionality of this provision of existing law. Section 220 of the bill
therefore proposes to amend section 220 of the existing law o as to
impose upon corporations of the character above described a flat
additional income tax of 25 per cent; but, if the stockholders agree,
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they may be taxed upon their distributive shares in the net income
of the corporation in the same manner as members of a partnership,
such taxes to be in lieu of all income taxes upon the corporation.

PAYMENT OF INDIVIDUAL’S TAX AT SOURCE.

Section 221 is amended to provide that the income of partnerships
composed in whole or in part of nonresident aliens shall -be withheld
at the source. :

CREDIT FOR TAXES IN CASE OF INDIVIDUALS,

Section 222: The income tax law allows a credit, dollar for dollar,
against our tax for any income or profits taxes paid to any foreign
country or to any possession of the United States, with certain modi-
fications in the case of alien residents of the United States. Where
foreign income or profits taxes are imposed at rates higher than those
carried by the similar taxes in this country, this credit may wipe out
part of our tax properly attributable to income derived from sources
within the United States. To prevent this abuse, section 222 provides
that in no case shall the amount of this credit exceed the same pro-
portion of our tax which the taxpayer’s net income from sources
without the United States bears to his entire net-income. This
credit is not allowed to foreign traders.

INDIVIDUAL RETURNS.

Section 223: Under existing law every single person having a net
income for the taxable year of $1,000, or over, and every married
person living with husband or wife having a net income of $2,000, or
over, is required to make an income-tax return. Your committee
proposes an additional provision requiring every individual having
a gross income of $5,000 or -more to make an income-tax return re-
gardless of the amount of his net income. It also is made clear that
husband and wife may make a joint return even though one or both
have incomes large enough to be subject to surtaxes.

PARTNERSHIP RETURNS.

Section 224 is reenacted in the same form as it exists in the revenue
act of 1918.
FIDUCIARY RETURNS.

Section 225 is amended in order that the provisions relating to
the filing of fiduciary returns may correspond to the provisions of
section 223 relating to the filing of individual returns.

RETURNS WHEN ACCOUNTING PERIOD CHANGES,

Section 226 of the present law is reenacted with unimportant
changes, and the addition of a new subdivision (c) providing that
in the case of returns for a period of less than one year, the net
income shall be placed on an annual basis, and the tax shall be the
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same part of a tax computed on such annual basis as the number of
month in such period is of 12 months,

TIME AND PLACE FOR FILING INDIVIDUAL, PARTNERSHIP, AND FIDUCIARY

~—

RETURNS,

Section 227 is amended by extending from three to six months the
time for the filing of returns by nonresident alien individuals. This
amendment is designed to encourage nonresident aliens to file accu-
rate returns.

UNDERSTATEMENT IN RETURNS,
Section 228 is reenacted as found in the revenue act of 1918,
Parr ITL.—CorroraTions,
TAX ON CORPORATIONS,

Section 230 provides that the corporation tax for the calendar
year-1921 shall be 10 per cent of the corporate net income and that
for the calendar year 1922 and each year thereafter the rate shall
be increased to 16 per cent. The rate under existing law is 10 per
cent. The proposed increase to 15 per cent is imposed as a substi-
tute for the excess-profits tax, which is repealed as of January 1,
1922, and for the capital stock tax, which 1s repealed as of July 1,
1922. The repeal of the excess-profits tax involves an annual revenue
reduction of $400,000,000, and the repeal of the capital stock tax an
annual reduction of $75,000,000. The additional tax of 5 per cent
upon corporations will increase the revenue $260,000,000 per year.

CONDITIONAL AND ‘OTHER EXEMPTIONS OF CORPORATIONS,

Section 231 specifies the classes of corporations which are exemFt.
It makes the fo{)lowing changes in existing law: (1) Domestic build-
ing and loan associations will, under the proposed law, be exempt
only in case substantially all of their business is confined to making
loans™ to members; (2) community chests, funds or foundations,
OIiIganized and operated exclusively for religious, charitable, scien-
tific, literary, or educational purposes, or for the prevention of
cruelty to children or animals, are included within the terms of the
exemption applicable to corporations, none of the net earnings of
which inure to the benefit of any private stockholder or individual;
(8) the exemption granted to farmers’ fruit-growers’, or like asso-
ciations organized and operated as sales agents for the purpose
of marketing products, is extended to like associations acting as
purchasing agents for the purpose of purchasing supplies and equip-
ment for the use of memgers and turning over such supplies and
equipment to such members at actual cost, plus necessary expense,

NET INCOME OF CORPORATIONS DEFINED.

Section 232 is the same as the corresponding section in the revenue
act of 1918,
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GROSS INOOME OF OORPORATIONS DFEFINED,

Section 233 is slightly amended in order to provide for the determi-
nation of the gross income of foreign traders and foreign-trade cor-
porations and to exclude life insurance companies, for the taxation of
which special provisions are made in sections 242 to 246, inclusive.

DEDUCTIONS ALLOWED CORPORATIONS,
-

Section 234 authorizes corporations to take deductions similar to
those accorded individuals by the terms of section 214, with the fol-
lowing provisions applicable only to corporations: (1) Corpora-
tions %particularly banks) are permitted to deduct certain taxes paid
by them for or on behalf of their shareholders or members; (2)
where an obligor is required to withhold a tax under a tax-free cove-
nant bond, the obligee is authorized to omit or exclude such tax from
his gross income; (3) and dividends received from a foreign cor-
poration are deductible only when it is shown that more than 50 per
cent of the gross income of such foreign corporation was derived
from sources within the United States. This dividend deduction
is similar to that granted as a credit to individuals for the purposes
of computing normal tax in section 216.

ITEMS NOT DEDUCTIBLE BY A CORPORATION.

Section 235 is the same as the corresponding section in the revenue
act of 1918.
OREDITS ALLOWED CORPORATIONS,

Section 236 is substantially the same as the corresponding section in
the revenue act of 1918,

PAYMENT OF CORPORATION INCOME TAX AT SOURCE.

Section 237 is the same as the corresponding section of the revenue
act of 1918, with proper changes for the proposed increase of the cor-
poration income tax rote to 15 per cent on and after January 1, 1922.

CREDIT FOR TAXES IN CASE OF CORPORATIONS,

Section 238 grants to corporations substantially the same credits
for income and profits taxes paid to foreign countries or possessions of
the United States as are granted to individuals by section 222,

CORPORATION RETURNS.

Section 239 is the same as the corresponding section in the revenue
act of 1918. .

CONSOLIDATED. RETURNS,

Section 240 would give affiliated corporations an option as to
whether they shall file a consolidated return or a separate return
(commencing with Jan, 1,1922), although such corporations would be
required to adhere to the election, once made, unless authorized to
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change by the Commissioner of Internal Revenue. Under existing
law affiliated corporations are required to make consolidated returns.
Owing to the complexity of the consolidated return in certain in-
stances, the corporationg affected would prefer not to make such con-
solidated return, although it benefits affiliated corporations when one
or more of them sustain a loss. The consolidated veturn is necessary
to prevent evasion under the excess-profits tax, but this necessity
will disappear when the excess-profits tax is repealed. A new sub-
- division 1s added to this section giving the commissioner power to
consolidate the accounts of related trades or businesses owned or
controlled by the same interests, for the purpose only of muking a
correct distribution of gains, profits, income, deductions, or capital,
among the related trades or businezses. This is necessary to prevent
the arbitrary shifting of profits among related businesses, particu-
larly in the case of subsidiary corporations organized as foreign
trade corporations.

TIME AND PLACE FOR FILING CORPORATION RETURNS,

Section 241 is the same with one unimportant change as the corre-
sponding section in the revenue act of 1918,

TAXES ON LIFE INSURANCE COMPANIES,

Sections 242-246 provide a new plan for the taxation of life
insurance companies, substantially similar to the plan embodied in
the revenue act of 1918 as first adopted by the Senate. The provi-
sions of the present law applicable to life insurance companies are
imperfect and productive of constant litigation. The proposed plan
would tax life insurance companies on the basis of their investment
income from interest, dividends, and rents, with suitable deductions
for expenses fairly chargeable against such investment income. The
new tax would take the place of the present income and excess-profits
taxes for the year 1921, and life insurance companies would share
with other insurance companies in the repeal in the year 1922 of the
capital stock tax and the taxes imposed by section 503. The new tax
will yield a larger revenue than the taxes which it is proposed to
replace.

 Paxr IV.—ApamiNistrarive Provisions,

PAYMENT OF TAXES,

Section 250 has been amended in certain important respects in or-
der to afford relief to the taxpayer in the case of additional assess-
ments made without complete knowledge of all the facts in the case,
to prevent harassment by legal actions more than five years after
the filing of a return, to protect those taxpayers who have been as-
sessed additional taxes after an adverse court decision when imme-
diate payment of the back taxes found to be due would result in
undue hardship, and to prevent the evasion of taxes by taxpayers
who depart from the United States withont making proper provision
with respect to the payment thereof.

Under existing law, when it is found by the DBureau of Internal
Revenue that the amount of taxes paid has not been as much as
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should have ‘been paid, the taxpayer is given notice that an addi-
tional assessment has been made against him and that he will be
required to pay the amount of such assessment within 10 days after
notice and demand is made therefor by the collector.

It is now proposed (in subdivision d of section 250) that before
any additional assessment is made the taxpayer shall be notified
thereof and given a period of not less than 30 days in which to file
an appeal and show cause why such contemplated assessment should
not be made. Opportunity tor hearing shall be given and a final
decision thereof shall be made as quickly as practicable. Claims in
abatement of assessments will not be entertained if the taxpayer
has had proper hearing and a final decision has been rendered.
These provisions are designed to give every taxpayer notice of con-
templated increase in the assessment, to hasten the work of audit and
cxamination, and to secure promptly a departmental decision in
which all questions shall be settled at the same time.

The laws relating to the time within which assessments may be
made, suits brought for the collection of taxes, refunds or credits for
taxes filed, and court actions instituted for the recovery of taxes
illegally or erroneously collected have in the past been uncertain and
annoying to taxpayers.

By section 1822 of this bill the time for the making of an assess-
ment increase of taxes other than income, excess-profifs, war-profits,
or corporation excise taxes under the act of August 5, 1909, has been
limited to four years after the tax became due. In section 250(d)
the time for assessing income, excess-profits, and war-profits taxes
under this bill has been limited to four years, and under prior acts
to five years.

Section 1320 of this bill prevents the bringing of any suit or pro-
ceeding by the Government in any court for the collection of internal-
revenue taxes after the expiration of five years from the time such
tax was due, except in the case of fraud. Teretofore, except in the
case of income, cxcess-profits, and war-profits taxes under the rev-
enue act of 1918, there was no limit upon the time in which the Gov-
ernment could bring suit for the collection of taxes. Subdivision (d)
of section 250 contains limitations with respect to income and profits
taxes similar to those contained in section 1320.

Seetion 3226 of the Revised Statutes has heen amended by section
1318 of this bill to provide that the taxpayer may bring suit to
recover taxes at any time within five years after he has paid his
tax, provided that he has filed a claim for the refund thercof and
has waited six months after the filing of such claim, in case the
commissioner has not rejected the claim prior to such time. This
provision removes the ambiguity and doubts surrounding section
3297 of the Revised Statutes.

RECEIPTS FOR TAXES,

Section 251 is the same as the corresponding scction of existing
law.
REFUNDS,

Section 252 is extended to authorize a refund in any case (regard-
less of time limitations) in which the invested capital of the taxpayer
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is decreased by the Commissioner of Internal Revenue and such de-
crease is due to the fact that the taxpayer failed to take adequate
depreciation or other deductions in previous years. The refund is
for the excess taxes {)aid in such prior years.

With respect to all other taxes it is provided in section 1316 of this
bill that claims for refund may be filed within four years after the
payment of the tax, instead of within two years, as under existing law.

PENALTIES,

Section 253 is the same as the corresponding section in the revenue
act of 1918.
RETURNS OF PAYMENTS OF DIVIDENDS,

Section 254 is the same as the corresponding section of the reve-
nue act of 1918.
RETURNS OF BROKERS,

Section 255 is the same as the corresponding section of the reve-
nue act of 1918,

INFORMATION AT SOURCE.

Section 256 reenacts without change the provisions of existing
law relative to information at source. Th¢ House bill changed this
section to-authorize the commissioner to require information rela-
tive to the payments made at the rate of $1,000 per year. It is be-
lieved that such a provision would impose too great a burden on the
various payors and that the requirements of existing law are all
that can be reasonably requived. Tt is therefore recommended that
the provisions of existing law be retained without change.

RETURNS TO BE PUBLIC RECORDS,

L3

Section 257 reenacts without change the corresponding section of
the revenue act of 1918.

PUBLICATION OF STATISTICS,

Section 258 reenacts without change the corresponding section of
the revenue act of 1918.

COLLECTION OF FOREIGN ITEMS,

Section 259 reenacts without change the corresponding section of
“the revenue act of 1918.

CITIZENS OF THE UNTITED STATES Pi)SSESSIOﬂS.

Section 250 reenacts the provisions of the corresponding section of
the revenue act of 1918 and adds a paragraph providing that nothing
in this act shall be construed to amend the provisions of the act ap-
proved July 12, 1921, relating to the imposition of income taxes 1n
the Virgin Islands of the United States.
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PORTO RICO AND PHILIPPINE ISLANDS,

Section 261 simplifies the form of the corresponding section of the
revenue act of 1918 but does not materially alter the substance of
existing law relating to the imposition of income taxes in Porto Rico
and the Philippine Islands.

RETROACTIVE EXEMPTION OF INCOME FROM SOURCES WITHIN THE POSSES-
SIONS OF THE UNITED STATES,

Section 262 is a new provision authorizing a retroactive exemption
of income from sources within the possessions of the United States
for those persons who could qualify during the years 1918 to 1921,
inclusive, as foreign traders or foreign trade corporations in posses-
sions of the United States. It also authorizes a refund for any taxes
paid under the revenue act of 1918 in excess of the retroactive tax
determined under or with the benefit of this section.

Tirre II1.—WaRr-Prorirs anp Excrss-Prorits Tax ror 1921,

Your committee recommends the repeal of the war-profits and ex-
cess-profits tax as of January 1, 1922. The repeal of this tax is
recommended because of its inequalities and difficulty of adminis-
tration and because of the manner in which it discriminates against
corporations with small invested capital. Its repeal was recom-
mended by Secretary Glass in his annual report for the fiscal year
ending June 30, 1919, and by Secretary Houston in his annual report
for the fiscal year ending June 30, 1920.

The Treasury's objections to the excess-profits tnx even as a wur expedient (in
contradistinction to a war-profits tax) have been repeatedly voiced hefore the
committees of the Congress. Still more objectionable is the operation of the
excess-profits tax in peace times. " It encourages wasteful expendifure, puts a
premium on overcapitalization and a penalty on hrains, energy, and enterprise,
discourages new ventures, and confirms old ventures in thelr monopolies. In
many ingtances it acts as a consumption tax, ig added to the cost of production
upon which profits are figured in determining prices, and has been, and will, so
long as it is maintained upon the statute hooks, continue to be, a material factor
in tge) increased cost of living. (Sccretary Glass, Annual Report, 1919, pp.
28-24,

The reasons for the repeal of the excess-profits tax should be convincing even
to those who, on grounds of theory or general political philosophy, are in favor
of taxes of this nature. 'The tax does not attain in practice the theoretical end
at which it aims. It discriminates against conservativély financed corporations
and in favor of those whose capitalization is exaggerated; indeed, many over-
capitalized corporations escape with unduly small contributions. It is ex-
ceedingly complex in its application and difficult of administration, despite the
fact that it is limited to one class of business concerns—corporations, More-
over, it is rapidly losing its productivity. The invested capital of the average
corporation, earning profits high enough to subject it to the excess-profitg tax,
Is now estimated to be increasing at the approximate rate of 12 per cent a year,
while the income of the average corporation is almost certainly declining at as
great a rate, Both movements cut into the productivity of the tax. TIf the pres-
ent changes in capital and income continue for some time in the future, as now
geems probable, large reduction may be expected in the yield of the excess-
profits tax. (Secretary Houston, Annual Report for 1020, pp. 38, 39.)

Secretary Mellon, in his letter of April 80, 1921, to the chairman
of the Committee on Wavs and Means, takes the same position.

The excess-profits tax is complex and difficult of mlmhﬂs(rnti(m. and is los-
ing its productivity. It s estimated that v the taxable yenr 1921 it will
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yield aboul $150,000,000 [$400,000,000], as against $2,500,000,000 in profits
taxes for the taxable year 1018, $1,320,000,000 for the taxable yenr 1919, and
$760,000,000 for the taxable year 1920, In falrness to other taxpayers and in
order to protect the revenues, however, the excess-profits tax must be replaced,
not merely repealed, and should be replaced by some other tax upon corporute
profits. A flat additional tax on corporate income would avoid determination
of Invested capltal, would be simple of administration, and would be roughly
adjusted to ability to pay. L

The changes made in this title, sections 300 to 338, inclusive, repre-
sent merely the elimination of rates applicable to prior years and
other provisions which have already expired.

TirLe IV.~Esrate Tax.

Section 400: The corresponding section of the present law exempts
from estate tax “ the transfer of the net estate of any decedent who
has died or may die while serving in the military or naval forces of
the United States in the present war or from injuries received or dis-
case contracted while in such service,” and provides for the refund-
ment of any tax collected upon such a transfer. In the proposed bill
there is both an enlargement and a limitation of the exemption, the
refunding provision remaining unchanged. The eniargement cou-
sists in extending the exemption to the estates of citizens of the
United States dying from injuries received or disease contracted
while serving in the military or naval forces of any country while
associated with the United States in the prosecution of such ‘war, or
prior to the entrance therein of the United States. The limitation
consists in confining the exemption to cases where the injuries were
received or disease contracted “ in line of duty.”

Such other changes as have been made in this section are designed
to remove obscurities in the existing law by adopting the construc-
tion placed by the Bureau of Internal Revenue upon the correspond-
ing section of the present act. .

Section 402 (d) removes the uncertainties in the existing law re-
lating to interests held jointly or as tenants in the entirety, and con-
forms to the construction which has been given this section by the
Bureau of Internal Revenue. _

Section 408 (a) (1). It has been held by the Attorney General that
real estate located outside the United States, belonging to a resident
of the United States at the time of his death, is not to be included in
determining the value of the gross estate of such decedent for the
purposes of the tax imposed by Title II of the revenue act of 1916.
(31 Op. Atty. Gen.,287.) This opinion is regarded as applicable also
to Title TV of the gresent law, which authorizes the deduction of
“unpaid mortgages.” The proposed bill so amends the section as to
exclude the right;if any, to deduct mortgages upon, or any indebted-
ness with respect to, the property of a resident decedent which is lo-
cated outside the United States.

Scction 408 (a) (2) and (b) (2). Paragraph 2 of subdivisions (a)
and (b? of the corresponding section of the present act provides for
the deduction of an amount equal to the value of any property re-
ceived by the decedent as a share in the estate of any person whose
death occurred within five years prior to that of the decedent, or
which can be identified as having been acquired in exchange for
property so received, if an estate tax under.the vevenue acts of 1917
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or: 1918 was collécted from such estate, and if such property is in-
cluded in the decedent’s gross estate,

- The proposed bill extends the right of deduction to property so re-
ceived from a prior decedent whose estate has paid such a tax
“under this or any prior act of Congress.” The other amendments of
this patagraph are designed to prevent a double deduction, in whole
or in part, of the value of ithe property so received or acquired, and
to remedy defeets and omissions found to exist in the present law.

Section 403 (a) (3). and, (b) (31) ‘makes it clear that gifts by de-
cedent:diiring his lifetime for public, religious, charitable, scientific,
literary, educational, or other benevolent purposes are not deductible
where the: value of the property given is not required under the law
to be included in his gToss estate. :

Section 403 (b), (8). Under existing law the proceeds of insurance
upon' the.lifé of a nonresident decedent, where the insurer is a do-
mestic ¢ompany, is deemed property within the United States. This
Has been found to place American insurance companies at a disad-
vantage in competing with foreign companies, and, in order to
remedy: this situation, the proposed bill dxpressly states that such
insurance shall not be regarded as property situated in the United
States. A likeé provision 1s made respecting moneys ‘deposited with
any person carrying on a banking business, by or for a nonresident
decedent who is not engaged in business in the United States at the
time of his death, » -

It also accords to the estates of American missionaries, dying in the
foreign missionary service, the benefit of the $50,000 specific ex-
emption which extends to the estates of all resident lecedents, where
tho only reason for denying the exemption would arise from an
intention on the part of the deceased missionary to permanently re-
main in such service. .

The concluding paragraph of this section provides for a redeter-
mination of the tax where refund is.to be made of any excess payment
referrable to the allowance of deductions authorvized under para-
araphs (2) and (8) of subdivisions (a) or (b) of the same section.

Section 404 : The corresponding section of the present act requires
the executor to file a notice with the collector within 60 days after
qualifying as such, or after coming into possession of any property
of the decedent. In numerous instances exccutors have made the
mistake of regarding the 60-day period as meaning two moiiths, and
have in consequence incurred a penalty by reason of a delinquency
in filing the required notice. The change here made is to substitute a
two months’ period, and in other parts of the proposed bill to change
to months the times expressed in days in the present law.

The date from which the period begins to run also is made more
certain by specifying the date of the decedent’s death or that on which
the executor qualifies. : .

Sections 406 and 407 remove any uncertainty as to the date upon
which the tax becomes payable by ex?re&sly.stating in section 406
that]tho tax shall be due “ and payable ” one year after the decedent’s
death,

Other changes made in section 406 and those made i section 407
are designed to remove the dificulties and uncertainties found in the
present law with respect to the question whether the tax can, ov
“can not be determined ” when the return ig filed. They also sim-,

8 R—67-1--vol 1~———49
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plify the administration of the law, and should be more readily
understood by taxpayers.

A new paragraph has been added to section 407 which makes pro-
vision for those cases wherein the executor files a complete return
and makes written ap%lication\ to the commissioner for a determina-
tion of the tax and discharge from further personal liability. Insuch
cases the commissioner, “ as soon as possible and in any event within
one year after receipt of suck application,” is required to notify the
executor of the amount of tax, and, upon payment thereof, the
executor is to be relieved from personal liability for any additional
tax thereafter found to be due. ‘ ‘

Provision also is made that such discharge shall not operate to
release the gross estate from the lien of any additional tax * while
the title to such gross estate remains in the heirs, devisees, or dis-
tributees thereof; but no part of such gross estate shall be subject
to such lien or to any claim or demand for any such tax if the title
thereto has passed to a bona fide purchaser for value,” These added
provisions are designed to remove for the future the criticism and
complaint often made in the East that delay in the determination of
the tax liability has worked hardship and embarrassment, and that
the existence of the lien, actual or potential, has hindered, delayed,
or prevented a sale of assets of the estate.

Section 408 removes the uncertainties of the corresponding section
of the present law by expressly authorizing the collector to proceed
to collect the tax “ upon instruction from the commissioner,” if it be
not paid “on or before the due date thereof.”

Section 411 : This section is new and incorporates a provision simi-
lar to section 252 of the income tax law, but limits the time within
which claims for refund may be filed to a period of three years after
the payment of an excess amount of tax.

Section 412 clarifies and codifies existing law by including within
the provisions of this act the rule as to the taxation of )roPerty of
an American citizen in China, as stated in the act entitlled ‘An act
making appropriation for the Diplomatic and Counsular Service for
the fiscal year ending June 30, 1921,” approved June 4, 1920.

Tyre V.—TAx oN TRANSPORTATION AND OTHER FaoiLiTiES,

Section 500 provides for the reduction of the taxes imposed by the
revenue act of 1918 upon freight, passenger, and Pullman transpor-
tation by one-half as of January 1, 1922, and such taxes are entirely
repealed upon January 1, 1923. By section 503 of the revenue act of
1918 taxes were imposed upon the issuance of life insurance policies
and upon the premiums gaid on other policies. This provizion is
eliminated from Title V of this act, and by section 1400 the provisions
of the revenue act of 1918 in this regard are repealed as of January 1,
1922. The House bill repeals all transportation taxes and the taxes
upon issuance of life insurance policies and the premiums of other
policies as of January 1, 1922,

TirLy VI—~TaAx oN Sorr Drinks AND CoNeTITUENT PARTS THEREOF,

Section 600 imposes manufacturers’ sales taxes as follows: T'wo
cents per gallon upon cereal beverages; 2 cents per gallon upon unfer-
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mented fruit juices intended for consumption as beverages; 2 cents
per gallon upon “still” or noncarbonated soft drinks; 10 cents per
gallon upon natural or artificial mineral waters; 74 cents per gallon
upon finished or fountain sirups used in manufacturing or mixing
soft drinks; and b cents per pound upon carbonic-acid gas. '

The House bill imposes similar taxes, except that the rate on cereal
beverages is 4 cents per gallon, on still drinks is 8 cents per gallon,
and upon finished or fountain sirups is 10 cents per gallon. The re-
duction in the rate on finished or fountain sirups to 74 cents per gal-
lon is recommended by your committee in order to equalize the dif-
forence in tax between carbonated and noncarbonated beverages which
would result if the higher rate were imposed.

By section 628 of the revenue act of 1918 a tax of 15 per cent 1s
imposed upon the manufacturer’s selling price on cereal beverages,
and a like tax of 10 per cent is imposed upon the manufacturer’s sell-
ing price of all other soft drinks except natural mineral or table
waters, which are taxable at the rate of 2 cents per gallon if sold at
over 10 cents per gallon.

By section 630 of the revenue act of 1918 a tax of 1 cent for each
10_cents or fraction thereof of the amount paid to persons conducting
soda fountains, ice-cream parlors, etc., for soft drinks, ice cream, ite-
cream soda, etc., is imposed. This tax has proved very difficult to ad-
minister and is widely evaded. Your committee recommends the repeal
of both sections 628 and 630 of the revenue act of 1918 as of January 1,
1922. Section 600, above described, is designed to cover this field
of taxation by imposing a flat gallon tax, instead of a tax based
upon the sale price, upon beverages sold by the manufacturer and
imposing a flat gallon tax upon constituent elements of beverages or
soft drinks which are compounded or mixed by soda-fountain pro-
prietors and the like.

Trre VII—Tax oN Craars, ToBAcco, AND MANUFACTURERS T HEREOF,

This title reenacts without substantial change the provisions of
sections 700, 701, 703, and 704 of the revenue act of 1918 Section
702 of that act is not reenacted. Sections 703 and 704 of the revenue
net of 1918 therefore become sections 702 and 703, respectively, of
the present bill.

Trerke VITTL—TAx oN ApmissioNs AND DuUEs.

Section 800(a) omits or repeals paragraph 2 of subdivision (a)
of section 800 of the revenue act of 1918, This paragraph provides
that proprietors of theaters and similar places of amusement shall
collect n tax from persons admitted free or at reduced rates upon
the basis of the price charged to other persons for the same or
similar accommodations furnished to other persons making full pay-
ment for admission. The effect of the repeal of this section will be
to abolish’ the tax in the case of fres admissions, and in the case of
admissions at a reduced rate to impose the tax on the basis of the
amount paid.

EXTENSION OF EXEMPTION FROM ADMISSION TAX.

Section 800 (b) amends subdivision (d) of section 800 of the rev-
enue act of 1918 to extend the exemption from tax to amounts paid-
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for admission, all the proceeds of which inure exclusively to organi-
zations conducted for the purpose of improving any city, town, vil-
lage, or other municipality, or exclusively to the benefit of persons
who have served in the military or naval forces of the United States
and are in need. This subdivision also extends the exemption, in the
case of admissions to agricultural fairs, to exhibits, entertainments.
or other pay features conducted_by the fair association as part of
such fairs, if the proceeds are used exclusively for the maintenance
and operation of such agricultural fairs.

Trrne IX.—-Excise TAxxks.

Section 900 repesls section 900 of the revenue act of 1918 as of
January 1, 1922. It retains all of the taxable items of section 900,
but reduces the rates of certain of the items, and in one instance in-
creases the rate. The important changes made in section 900 by the
proposed bill are as follows: :

The reduction of the tax imposed by subdivision 5 upon sporting
goods from 10 to 5 per cent.

The reduction of the tax imposed by subdivision 6 upon chewing
gum from 3 to 2 per cent.

The imposition of a 5 per cent tax upon photographic apparatus
and accessories in subdivision 8. , ,

The reduction of the tax on candy sold for not more than 40 cents
per pound from 5 to 3 per cent. A tax of 10 per cent is imposed
on candy selling for more than 40 cents per pound.

The imposition of a new tax of § per cent upon office furniture
and fittings of mahogany, rosewood, or other imported cabinet woods
(except oak).

The important changes proposed by the House bill to section 900
which are not included in the amendment recommended by your
committee are as follows: :

The exemption from the sporting-goods tax of b per cent of skates,
snowshoes, skis, toboggans, baseball bats, gloves, masks, protectors,
shoes and uniforms, football helmets, hatnéss and' goals, basket-ball
gonls and uniforms, baseballs, and footballs. .

The repeal of the 3 per cent tax upon portable electric fans.

The reduction of the tax upon articles made of fur from 10 to 5
per cent. ,

The reduction of the tax imposed upon yachts and motor boats

from 10 to b per cent,. . .
The tepeal of the 3 per cent tax upon toilet soaps and toilet-soap

powdlers.

MANUFACTURERS DOING A WHOLESALK AND RETAU, DUSINESS,

Under existing law a manufacturer of any of the articles taxable,
undler section 900 of the revenue act of 1918 doing a wholesale and
retail business is permitted to compute the tax upon his retail sales
upon the basis of his wholesale selling prices. The House bill elimi-
nated this provision. The effect of the amendment proposed in the
TTouse bill would be to make each manufacturer compute the tax in
the case of retail sales upon the amount received by the manufacturer
from such sale, and would place manufactirers who have to engage
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in the retail business in order to place their articles upon the market
at o great disadvantage when competing with manufacturers who ave
able to sell entirely at wholesale, Your committee recommends the
retention of the present method of computing the tax in the case of
retail sales.

WORKS OF ART.

Section 902 of the revenue act of 1918 imposed a tax of 10 per cent
upon the amount paid upon each sale of sculpture, painting, statu-
ary, art porcelains, and bronzes. The provision exempted, however,
sales by the artists and sales to educational institutions and public
art museums. The House bill reduced the rate upon the sale of such
articles to 5 per cent. Your committee recommends the retention of
the 10 per cent imposed under existing law. But it recommends that
this provision be modified so that the tax will not apply to sales be-
tween dealers.

LUXURY TAXES UPON ARTICLES SELLING ABOVE A FIXED PRICE.

Section 904 of the revenue act of 1918 imposed & tax of 10 per cent
upon the selling price of specified articles selling above a fixed price.
This section has been very difficult of administration, and has placed
a burden upon retailers disproportionate to the revenue col}cctcd.
The taxes imposed by this section are regarded as nuisance taxes,
and yourcommittee recommends their repeal as of January 1, 1922,
It is recommended, however, that a tax be imposed upon the manu-
facturer equivalent to 5 per cent ofse-much of the amount paid for
any of the following articles as is in excess of the price hereinafter
specified as to each such article: Carpets in excess of $4 per square
yard; rugs in excess of $6 per square yard; trunks in excess of $35
each; valises, traveling bags, suit cases, hat boxes, and fitted cases
in excess of $20 each; purses, pocketbooks, shopping and hand bags
in excess of $5 each; portable lighting fixtures, including lamps of
all kinds and lamp shades, in excess of $10 each; fans in excess of
$1 each. :

The taxes imposed by this section are proposed by your committee
‘as a substitute for the manufacturers’ taxes proposed by section 808
of the House bhill on similar articles.

EYEGLASSES AND SPECTACLES,

Section 905 of the revenue act of 1918 imposed a tax of § per cent
upon all articles made of or ornamented, mounted or fitted with pre-
cious metals or imitations thereof. The effect of this provision was to
impose a tax upon spectacles and eyeglasses mounted or fitted with
precious metals or imitations thereof, The House bill excepted eye-
glasses and spectacles from this section, and your committee recom-
mends that this exception be approved.

TAX UPON HOTBEI, CITARGES,
Section 907 of this bill introduces a new tax of 10 per cent of the

amount paid te any hotel by a transient for the use of a room costing
more than $5 per day for one person or more than $8 per day for
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more than one person. Suitable provisions are made for suites of
rooms and for accommodations furnished on the American plan.
/
PERFUMERY, COSMETICS, AND MEDICINES,

Section 907 of the revenue act of 1918 imposes a retail sales tax
upon perfumery, cosmetics, and medicines he{d out or recommended
to the public as remedies or specifies for any disease. The Fouse
bill repealed this section, the repeal to be effective upon the passage
of the act. Your committee recommends that this section be re-
pealed as of January 1, 1922, and that with respect to medicines no
substitute tax be adopted. But it recommends that a manufacturer’s
sales tax of 4 per cent be imposed upon the articles taxable under par-
agraph (1) of subdivision (a) of section 907 of the revenue act of
1918. This paragraph includes perfumes, essences, extracts, toilet
waters, cosmetics, petroleum jellies, hair oils, pomades, hair dress-
ings, hair restoratives, hair dyes, tooth and mouth washes, denti-
frices, tooth pastes, aromatic cachous, toilet powders (other than soap
powders), or other similar substance, article, or preparation intended
to be used for toilet purposes. In the Senate bill this tax is included
as paragraph (22) of subdivision (a) of section 900,

TirLe X.—Sprcran Taxes,
REPEAL OF CAPITAL-STOCK TAX.

Section 1000 provides for the repeal of the capital-stock tax im-
posed by section 1000 of the revenue act of 1918 after June 30, 1922.

COMPUTATION OF TOBACCO MANUFACTURERS’ SPECIAL TAX.

Section 1001: Following the past policy of the United States in
exempting from tax sales for export, your committee recommends
an amendment, included as the last paragraph of section 1001, to
provide that in computing the special tax upon manufacturers of
tobacco products export sales of such products shall not be included.

TAX UPON TIIE USE OF YACHTS AND MOTOR BOATS,

Section 1002: The House bill excepted from special tax upon the

use of yachts and motor boats on and after January 1, 1922, yachts

and boats of not over 5 net tons and not over 32 feet in length.

Your committee recommends that the exemption proposed be agreed

to; that the amendment providing that the exemption shall become
effective after June 30, 1922,

Tiree XI.—Stamp Taxes,
- POLIOIES OF GUARANTY AND FIDELITY INSURANCE,
Schedule A, in subdivision 2, contains a proviso imposing a tax
of 1 per cent upon the premium charged for the issuance, execution,

renewal, or continuance of indemnity and surety bonds, including
policies of guaranty and fidelity insurande. The House bill struck
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out this proviso, the effect being to impose a documentary tax of 50
cents upon each such policy, which would in many cases result in
an increase over the tax measured by the premium, Your committee
recommends that the House amendment be not agreed to.

STAMP TAX ON TRANSFER OF NO PAR VALUE BTOCK,

Subdivision 4 of schedule A of Title XI of the revenue act of 1918
imposes a tax of 2 cents on the transfer or sale or agreement to sell
each share of no par value stock, but provides that where the actual
or market value of such no par value stock exceeds $100 per share,
the tax shall be 2 cents on each $100 of actual value or fraction
thereof. This provision of law is hard to administer owing to the
difficulty of checking the valuation of such stock, which in man
cases is not sold regularly on the market. In the interests of simpli-
fication your committee recommends that the tax shall in every such
case be £ cents per share irrespective of the actual value of the stock.

In order to avoid double or multiple taxation, it is also provided
in paragraph 4 that the stamp tax on the transfer of certificates of
stock shall not ap lfy “upon mere loans of stock nor upon the return
of stock so loanecE’

TirLe XIII.—GENERAL ADMINISTRATIVE JPPROVISIONS.
' .
METHOD OF COLLECTING TAX.

Section 1801 takes the place of section 1307 of the revenue act of
1918, and extends the authority of the commissioner in the case of all
taxes other than income, excess profits, war profits, and estate, to
collect the same by stamp, coupon, or serial-number ticket, The
prior laws permitted the commissioner to prescribe the manner of
collection only in the case where tRe manner was not provided by
law. o

UNNECESSARY EXAMINATIONS,

Section 1309 is designed to meet the complaint of taxpayers that
they are subjected to onerous and unnecessari'}y frequent examina-
tions and investigations by revenue agents. This section provides
that no taxpayer shall be subjected to unnecessary examinations or
investigations, and only one inspection of the taxpayer’s books of
account shall be made for each taxable year, unless the taxpayer
requests otherwise or unless the commissioner, after investigation,
notifies the taxpayer, in writing, that an additional inspection is
necessary. :

FINAL DETERMINATION OF TAXES,

Section 1312 authorizes the Commissioner of Internal Revenue,
with the approval of the Secretary of the Treasury and with the
consent of the taxpayer, to reach a final settlement in tax cases
which shall not be reopened or modified by any officer, employee, or
agent of the United States, and which shall not be annulled or set
aside by any court of the United States,

Under the present method of procedure a taxpayer never knows
when he is through, as a tax case may be opened at any time because
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of a change in ruling by the Treasury Department. It is believed
that this provision will tend to promote expedition in the handling
of tax cases and certainty in tax adjustment. Your committee,
therefore, recommends its adoption. ‘ :

INTERPRETATIVE REGULATIONS OR TREASURY DEOCISIONS NOT TO BE
RETROACTIVE,

Section 1314 of the proposed bill authorizes the commissioner,
with the approval of the Secretary, to provide in making a regula-
tion or Treusury decision which reverses a prior regulation or
Treasury decision (if it is not immediately occasioned by a decision
of a court of competent jurisdiction) that the new regulation: or
Treasury decision may be applied without retroactive effect. .

REFUNDS.

Section 1316 amends section 3228 of the Revised Statutes in order
to provide that a taxpayer must present a claim for the refund of
taxes within four years (instead of two years) after the payment of
the tax. (See discussion under sec. 250, Title IT.)

LIMITATIONS UPON SUITS AND PROSEOUTIONS,

e

Section 1318 amends section 8226 of the Revised Statutes in order
to provide, as set forth under section 250, Title IT, that no suit for the
recovery of any internal-revenue tax may be begun after the expira-
tion of five years from the date of the payment of such tax. ‘At pres-
ent the provisions of section 3227, which state that suit must be
brought within two years after the cause of action accrued, do not

rovide a definite time and make the limitations depend upon the
ling of a claim for refund rather than on the payment of the tax.

Section 1319 repeals section 3227 of the Revised Statutes because of
the reasoning above.

Section 1320 prevents the bringing of ‘any suit or proceeding by
the Government in any court for the collection of internal-revenue
taxes after the expiration of five years from the time such tax was
due, except in the case of fraud or a Yillful"attempt to defeat or
evade tax. * (See sec. 250, Title I1.) -

Section 1821 amends the act svhich prescribes limitations upon pros-
ecutions of misdemeanors in internal-revenue cases and extends the
period from two to thiree years. '

ASSESSMENTS,

Section 1322 extends the period in which internal taxes (other than
income and profits taxes) may be assessed to four years. This
corresponds to the extension of time given to the taxpayer in which
to file claim for refund. o : .

INTBREST ON REFUNDS.
~ Section 1824 makes an important change from existing law in
providing that interest shall be paid on the overpayment ‘of taxes
at the rate of 6 per cent a year as follows; .
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(1) If such amount was paid under n specific protest, from the
time when the tax was pni({, or (2) if such amount was not paid
under protest but pursnant to an additional assessment, from the
time such additional assessment was paid, or (3) if no protest was
made and the tax was not paid pursuant to an additionnl assessment,
from six months after the date of filing of such claim. ‘This provision
is inserted for the purpose of expediting the refund of taxes and
compelling the Government, in the event that such refund is un-
necessarily delayed, to pay interest at the ordinary rate,

TAX SIMPLIFICATION BOARD,

Section 1827 provides for the establishment of a tax simplification
board to investigate the procedure of and the forms used by the
Internal Revenue Bureau and to make recommendations in respect to
the simplification thereof. The members of the board are to serve
without compensation and the board will cease to exist on Decem-
ber 31, 1924,

LIBERTY BOND TAX EXEMPIIONS,

Section 1328 provides for the simplification of the Liberty bond tax
exemptions. The exemptions from income surtaxes authorized by the
several Liberty bond acts are highly complex and responsible for per-
haps the most intricate schedule of the income-tax return which the
individual taxpayer is required to fill out. This section proposes
to grant taxpayers an exemption for graduated additional income
taxes and excess profits and war-profits taxes until the expiration of
two.years after the date of the termination of the war between the
United States and the German Government, as fixed by proclamation
by the President, on $125,000 aggregate principal amount and for
three years more on $50,000 aggregate principal amount of the 4 per
cent and 43 per cent Liberty bonds.

The Secretary of the Treasury, at page 99 of his annual report for
the fiscal year ending June 30, 1919, made the following statement
relative to the provigion included in this section :

The only objection to these simplified arrangements which occurs to the
Treasury is that they may confer upon lolders of bonds who did not subseribe or
hold bonds or notes as required by the acts of Congress, certuin exemptions from
taxation which were conferred upon original subscribers. On the other hand,
théy take away no right which any holder has, and in so far ay they confer
rights upon those not now holders they will in the end benefit original sub-
scribers who are still holders by improving the market valie of thelr honds
or notes. It is impossible to present any accurate caleulntion of the conse-
quences to the Treasury of the amendments of the law proposed. I do not
hesitate, however, to express my confident judgment that the loss in revenue
will be relatively slight and that the gain to the Treasury which will result
from the increased attracilvencs of the taxable issues of the Liberty lonns and
the consequent henefit to the Government’s credit, as well as the simplielty ‘of
administration, will amply compensale the Treasury for that slight loss,

REPORT OF ENTRY OF PETITION IN BANKRUPTOY.

Section 1016 of the House bill amended section 3466 of the Revised
Statutes to require the clerk of the distriet court to give the Com-
missioner of Internal Revenue notice of entry of all petitions in bank-
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ruptcy. The Attorney (ieneral is of the opinion that this provision
places an undue amount of work upon the clerks of the district
courts, who are already overburdened with work, and therefore your
committee recommends that this provision be not agreed to.

CONSOLIDATED RETURNS FOR YEAR 1017,

Section 1331 provides for the validation of the consolidated re-
turn regulations undei the revenue act of 1917. For the year 1917
affilinted corporations were permitted or required to make consoli-
dated returns for the purposes of the excess-profits tax. Owing to the
equivocal language in the revenue act of 1917 some doubt exists
concerning the legality of this procedure. In order to set all doubts
at rest, it 1s deemed advisable to validate the practice of the Treasury
Department under the revenue act of 1917. Such validation is par-
ticularly necessary, as the taxation of the largest corporations is
determined upon the basis of the consolidated return.

ALTERNATIVE TAX ON PERSONAL-SERVICE CORPORATIONS,

Section 1332 provides that in case the present method of taxing.

ersonal-service corporations (i. e., on the same basis as partnerships%
1s declared unconstitutional such corporations shall be taxed for the
years 1918 to 1921, inclusive, upon the same basis as other corpora-
tions. The shareholders who during such years have paid taxes
upon their distributive shares would be entitled to refunds for the
taxes so paid. Provision is made that such taxes paid by the share-
holders may, under a written agreement, be credited against the
taxes due from the corporation; that if no stockholder files a claim
for refund within a period of six months the taxes paid in the past
by the shareholders shall be deemed to be in lieu of the tax imposed
by this section; and that if claims for refund are filed within six
months representing less than 30 per cent of the outstanding stock
or shares in the corporation the tax imposed. by this section shall be
reduced to that proportion thereof which the number of shares owned
by the shareholders making such claims bears to the total number of
shares outstanding.

This section 1s deemed advisable because the stock-dividend decision
has cast doubt upon the constitutionality of the provisions of the
revenue act which treat personal-service corporations substantially
as partnerships. ~

Trrre XIV.—GeNEraL Provisions.

INCREASE IN NOTE AUTHORIZATION.

Section 1401 authorizes the Treasury Department to have out-
standing at any one time $7,600,000,000 of notes (as distinguished
from certificates or long-time bonds) in place of $7,000,000,000 of
such notes in the aggregate authorized by existing law. The au-
thorized amount is thus increased from $7,000,000,000 to $7,600,-
000,000 and the Treasury would, under the suggested provision, be
permitted to have the larger amount outstanding at any one time.
This change in the law is not for the purpose of covering by borrow-
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ing any deficiency in the total tax revenue raised by this bill. The
amount authorized, $7,500,000,000, is approximately the amount of
short-time debt now outstanding which, according to the plans
already announced by the Treasury, is to be distributed into more
convenient maturities. ‘

The authority conferred by the bill is similar to that already com-
mitted to the Secretary of the Treasury as to certificates of indebted-
ness maturing in one year or less. The Secretary is, under existing
law, authorized to issue and have outstanding at any one time an
aggregate of $10,000,000,000 in short-time certificates of indebted-
ness, of which at the present time about $2,750,000,000 are out-
standing. This increase in authorization as to notes maturing in
from one to five years is necessary to enable it to transfer, before
May 20, 1923, as much of its short-time debt now outstanding as
possible into notes of maturity of not more than five years.

@)
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Mr, Soaons, from the Committee on Finance, submitted the
- following

MINORITY VIEWS.

["To accompany H. R, 8245.]

The platform of the Republican Party, adopted by the convention
of 1920, upon which the present administration and Congress were
elected, promised the revision and simplifieation of the Foderal tax
laws. This promise has not been fulfilled in . R, 8245, cither as the
bill passed the House of Representatives or as the bill was reported
to the Senate with amendments by the Republican majority of the
Senate Committee on Finance. The character of the taxes has not been
changéd except in one or two instunces. <imple tax laws have not been
Sub’st%t'utéd for complex tax laws, and no provision has been made
or proposed for the simplification of the law. The reductions that
have been made are of a character and were apparently intended
to be such that would relieve certain favored classes of taxpayers
at the expense of the great body of the taxpayers.

e

WAR REVENUE LEGISLATION,

The revenne acts of 1917 and 1918 were improvised to rcet the
conditions created by the World War. Tens of billions of dollars were
required by the Government to meet the heavy responsibilitics which
it was compelled to nssume. It was understood that large profits had
been and would be made by corporations, and that personal incomes
would be greatly increased by reason of the war, and the people of the
country generally approved of revenue legislation which imposed
heavy taxes upon corporations and individuals enjoying large incomes.
The war revenue legislation was largely experimental and found no
precedent in former cnactments of Congress devised either in war or
in peace times, 'T'o reach the ohjects and sources of taxation desired
was n most diflicult task, but both political parties adopted with una-
niity tlie war revenue legislation referred to, believing that it was
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justified in war times and under the then existing conditions. Its
repeal was promised by all as soon as war was over. It was under-
stood by the responsible leaders of both political parties and by the
country generally that upon the termination OF the war a fair,
just, and, so far as possible, a scientific system of taxation should be
adopted suited to peace times, As hereinafter stated, President Wil-
son immedintely after the termination of the war urged relief from
the burdens of taxation which the war imposed and a system of taxa-
tion suitable for peace conditions.

The Republican Party in the elections of 1918 promised fiscal
reforms and relief from the burdens of war revenue legislation, and
these promises were repeated and emphasized in the recent presiden-
tial election. Promises of economy and retrenchment were the basis
of frenzied appeals to the country for the return to power of the
Republican Party. President Harding in his very first message to
the Congress appealed for a simplified tax system. DBut these prom-
ises the Congress has not fulfilled. A. rational revenue measure has
not been proposed, and the manifest lack of economy on the part of
the administration has made it impossible to effectuate promised re-
forms or to bring relief from oppressing taxation to the great mass
of the American people,

THE PRESENT FISCAL PROBLEM,

Honesty and statesmanship alike demanded that the party in power
state to the country its inability to redeem the promises made that
retrenchment and tax reduction would immediately follow Repub-
lican success, and likewise demanded the enactment of laws which,
would yield sufficient revenue to meet the expenditures of the Gov-
ernment, but instead there has been an inexcusable jug%lmg of figures
and efforts to perform feats of legerdemain, apparently for the pur-

ose of concealing from the country the actual condition of the
Enances and disguise the incompetency of the party in power to form-
ulate a system of taxation just and equitable and adequate for the
fiscal requirements of the 2}overnment. The following statements
will show the justice of this criticism with reference to estimates and
ap¥ropriations. -
he Secretary of the Treasury on the 4th of August last appeared
before the Ways and Means Committee of the House and su%mitted
estimates of expenditures for the fiscal year 1922, These estimates
are as follows:

Legislative e 317,218, 8183
Oxecutive . 1, 897, 761
State Department . ___ e 10, 844, 000
Department of Justice.. . e 17, 000, 000
Post Office Department . __ . _______ 2, 200, 000
Interior Department (including pensions and In- o
AlanS) e 322, 000, 000
Department of Agriculture_._ . _______ 1238, 000, 000
Department 0f COMMEree . o« i 19, 923, 000
Department of lobor. b, 262, 887
Independent offices_... . . 18, 484, 516
District of Columbia.. .. 22,177, 663
Miscellaneous . . 62, 500, 000

. e $617, 003, 630
Postal deficleney - e 70, 000, 000
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Treasury Depertment:
Bureau of War Risk Insurance._. $286, 000, 000

Public Health Service. .. ooce . 47, 000, 000
Collecting revenue . cveececcn 53, 110, 139
All other 99, 487, 108 : .
Federal Board for Vocational Education. .coeeeee. 184
war Department. . 0, 004
Navy Departmoent .o
Shipping Board. oo 200, 000, 000
Rallroads (transportation act and Federal control) . 545, 208, 204
Interest pn publie debt o 975, 000, 000
Panama Canal. - ———— — 10, 000, 000
. ——————$3, 385, 854, 822
Total ordinary e ———— 4, 002, 607, 052
Public debt expenditures required by law: ,
Stnking fund . 285, 764, 866
War-savings securities (net) o occomee 100, 000, 000
Miscellaneous debt redemptlons_ ... __ 100, 000
Purchases of Liberty bonds from foreign repay-
SRR 117111 7 U, 30, 500, 000
Redemptions of bonds and notes from estate L
taxes_ ... e et et e e o e e e e B 25, 000, 000
Retirement of Pittman Act certificates_____.___ 70, 000, 000
Retirement from Federal Reserve Board fran-
chise tax receipts_._.. -~ 60,000, 000
Total retirements o cocem o e e e e 561, 854, 8654

Grand total ordinary expenditures (including sinking fund
and miscellaneous debt retirements) ... 4, 564, 012, 817

Tt is well understood that these estimates submitted by Secreta
Mellon were regarded by the administration as the irreducible mini-
mum. The policies and program of the party in power will impera-
tively demand appropriations greatly in excess of those contained
in the estimates sugmltted by Secretary Mellon. It is therefore with-
in the domain of certainty that large deficits will exist even though
funds to the extent of $4,554,012,817, as requested in Secretary
Mellon’s statement, are obtained. ;

Apparently, it was the purpose of the administration to meet the
expenditures of the Government, not by adequate taxation but, in
part, by creating further debts through the issuance of certificates of
indebtedness or other forms of Federal obligations. A fiscal polic
of this character in the present circumstances can not bhe defended.
However, it must be conceded that Secretary Mellon in the first in-
stance acted with greater frankness than did the committee reporting
the pending bill in the House, and the Finance Committee of the Sen-
ate, which presents the House bill With numerous and rather imma-
terial modifications in this respect.

The Secretary appreciated that with the large appropriafions made
by Congress additional revenues would be required, and he made
certain recommendations, which, however unwise, as a source of
additional taxation to offset taxes to be remitted to corpora-
tions and the superrich, would have materially increased the revenues
of the Government, and was an honest and frank plan, though it
seems the impolitic recognition and acknowledgment of the fact that
if sufficient revenues were to be realized to meet the estimated require-
ments no reductions in existing taxes could be made by way of re-
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ductions in rates of repeals of existing levies unléss rew thxed' werd
imposed, and the party in power had prothided thete should be no
new taxes in the bill. He suggested an increase in, the documentary
stamp taxes by doubling the present rates; thereby increasing-the
revenue from this source to the extent of é30,()00,000 for the fiscal
year 1922, and $70,000,000 for the fiscal year 1923. ' A stamip tax' 'of
2 cents on each bank check was recommeénded, from which forty-five
millions per year would be added to the Treasury. e b o
An increase of 1 cent in the rate of postage on first-class mail'matter
was suggested, from which the Secretary estimated seventy-twa mil-
lions per year in reventie would be obtained. .An annual Federal license
tax upon motor vehicles was recommended, from which one hundred
millions per year would be obtained. A further increase in:the tax
on cigarettes and a slight increase in other taxes on' tobacgo' products
were recommended, from which the Secretary estimated’ additional
revenue of twenty-five millions in the fiscal year 1922 would be: ob-
tained and approximateli;ﬁfty-‘seven milliens in the fiscal-year 1923.
These new taxes in the scheme of the Secretary were to take the place
of the taxes on corporations (éxcess profits, capital stock, and sur-
taxes on dividendsf and the taxpayers. with large incomes,: which
taxes he recommended should be repealed, as' to excess profits: and
capital-stock taxes, and reduced one-half as to surtaxes on dividends.
Vhen it became apparent that the recommendations of the Secre-
tary with reference to the imposition of new taxes (though it was will-
ing to make the repeal of taxes.so recommendeéd by him), would not
be followed by the House, a conference was held by the President,
the Secretary of the Treasury, and other officials of the administra-
tion and it is understood that at such conference it was urged that sav-
ings must be made in the appropriations carried in the general ap-
{)ropriation bills for the current fiscal year. It was announced that-
vy reducing expenditures below estimates of appropriations in the’
War Department, Navy Department, Agricultural Department, and
Shipping Board a saving of $350,000,000: would result. C
“Following this conference Secretary Mellon, on the 10th day of
August, suﬁmitted‘ u letter addressed to the chairman of the Ways
ux;f Means Committee enumerating the reductions-in departmental
expenditures and the savings which it was thought might be made—
also his, purpose to eliminate from his estimates of August 4 of
expﬁen(dil:ures for the current fiscal year $100,000,000, which  had
been authorized for: the rg\yment-of maturing war savings securities,
and $70,000,000 which had been authorized for the retirement. of
certificates issued under what is known as the silver coinage act. In
the statement issued by the Secretary on the 10th. of August sug-
gestions were made to the effect that instead of paying this $170,--
000,000 from current revenues the (Goyernment should borrow dn
equivalent amount by the issuance of Treasury. certificates, In this
disingenuous manner the Treasury was to be relieved from the pay-
ment of these large maturin% obligations aggrefgating $520,000,000
for which appropriations had been made. It.will be remembered that:
the execution of this policy, would involve the issuance of short-time .
evidences of indebtedness by the Goyernment bearing high rates of
interest, but that it will make possible a reduction in taxes tofthis
extent and give opportunity to make the repeals he recommended.
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Thi&gplgn;i&not-’dnl%a’subterfﬁge:as it relates to the present relief to
be.obtained by the Treasury thereby, but is also essentially a repre-
hena:blgemethodf of meeting the financial obligations of the Govern-
MEeNCe: - oot s e ST =

~Referring to the reported action of:the conference and the sug-

estion that; three hundred and fifty. millions would be-saved from
the appropriations for the current fiscal year, it is pertinent to re-
mark ‘that. the appropriations authorized still stand; and no bill has
been introduced to return to the Treasury any portion of said alleged
sayings, No revocation 'of the authomzation for the payment of
these-amounts, has been gx;oposed. It is safe to assume that the ap-
propriations made will be expended, and it'is certain that if any
technical savings ‘are realized they will .merely be absorbed in the
inevitable deficit, and will not be available for any other purpose.
Not only. is it believed that there will be large deficits, but the com-
initments of the administration, for extraordinary appropriations,
are such that unprecedented sums of money must be raised to satisfy
the same. Of course, however, if the $350,000,000 agreed to cut out
of the expenditures authorized by the appropriation for the depart-
ments is not saved and: the full amount is spent, the Secretary is
authorized under law (Libert&’bond act) to borrow the money on
certificates of indebtedness. While borrowing money on the faith
of the Government to defray current expenses is, of course, bad

olicy, unbusinesslike, and unstatesmanlike, it is a smart expe-
gienc to relieve against a dilemma such as confronted the Secretary
and the administration,

THE BILL AFFORDS NO PRESENT RELIFEF.

There is nothing to be %ained by the forced and inconsiderate
enactment of the present bill. :The bill ‘affords no relief to the
country.” There will bé no reductions effective during this calendar
year-—nine months after the advent to full power of the party
which ‘promised immediate relief from ,op¥ress‘iVe taxes.” Prac-
tically ¢very change in ‘the rates or repeal of preésent taxes is post-
poned until January 1, 1922, and the reductions made after January
- 1, 1922, are to be accomplished through promised cuts in’expendi-
tures that may not materialize, with contingent horrowings in that
event as well as ceértain borrowings to Kay the $170,000,000 estimated
to meeét savings stamps and Pittman Act redemptions and expendi:
tures. ' '

NEED FOR NEW LEGISLATION,

Now that the committee and its advisers have exhausted them:
selves in an erideavor to elaborate an improved revenue system on
the basis of the present law, which effort 1t appears is utterly nuga-
tory and abortive, it is plainly in order that there be a new and
original examination of the whole field of Federal fiscal policy and
of Federal revenue resources and that a rational measure be formu-
lated whi¢h shall raise the required revénues in the most equitable
and éffective manner and with the utmost facility of collection and
equity. of incidence which is possible under the facts, information,
and experience available. The mere mulling over, ruminating, diges:
8 R—67-1-—-vol 1——b50 - '
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tion, and amendment of the present revenue law will avail compara-
tively little for this purpose, and this is all which the committes have
undertaken to do. The result is wholly unsatisfactory from any stand-
point.~- The country is bound to be dissatisfied, and those who:are
charged with the administration of the fiscal: affairs of the' Govern-
ment ‘are bound to be disappointed if the bill which is pending is
enacted into law, ' S o et e

There is nothing sacred about the presént revenue law: ' It was
improvised to meet the emergency of war, and, although it was'passed
by a Congress having Democratic majorities in both Houses and
signed by a Democratic President, it was the work of Congress as
such, and can not fairly be said to have embodied any deliberate or
settled policy or principle professed by either the Republican or
Democratic Party. The question of Federal revenue revision is too
broad, too vital to the country, and too important to the Government
to be approached in any partisan attitude or from any’ partisan
standpoint, This fact has been recognized hoth by the present Chief
Executive and by his predecessor. =~ o ‘

In his message at the opening of the special session of the present
Congress, President Warren G. Harding said: :

The rhost substantial relief from the tax burden mist come for' the present
from the readjustment of internal’ taXes and the’ revision' or repéal’ of those
taxes which have become unproductive and are 'so ‘artificial and burdensome ‘as
to defeat their own p\ rpose. A prompt.and thorough revision .of the intérnal
tax laws, made with due regard to the protection of the reyenues, is, in my
judgment, a requisite of ‘the revival of business activity in the country, ¢ * *
We are committed to the repeal of the excess-profits tax and thé abolition of in-
equities and unjustifiable exasperations in the present system, The country
does not expect and will not approve a shifting of burdens, - It is more interested
in wiping out the necessity for imposing them and eliminating confusion and
cost in the collection, : . L

It is apparent that the country is not to be served at the
present time b{ an in_cqnsiderate_ amendment or replacement of the
existing tariff law; and, in view of the unsatisfactory character of
the pending revenue biﬁ, it ought to be equally. apparent that the
country is not to be served by the present enactment of this. measure.
There ie from any standpoint quite as much reason, indeed more,
for well elaborated and deliberate action upon the subject of revenue
revision as there is upon the subject of tariff revision. These subjects
of legislation are but divisions of the same great field of Federal
fiscal policy and administration. No mere amendments or additional
improvised legislation will fully satisfy the requirements of the case.

resident Woodrow Wilson, in his address to Congress on the 20th
day of May, 1919, oan three months after he had approved the rev-
enue act ofv 1918, which is the present law, not only clearly recognized
the necessity of a fundamental rectification and adjustment of the
whole system of internal taxation, but also outlined in trenchant and
certain recommendations the general principles and course which
should be followed in accomplishing this purpose. The President
said:

Oredit and enterprise alike will be quickened by timely and helpful legisla:
tlon with regard to taxation, I hope that the Congress will find it possible to
undertake an early reconsideration of Federal taxes, in order to make our
systemn of taxation more simple and ‘easy of administration and the’ taxes
themselves ag little burdensome as they can be made and yet suffice to. support
the Government and meet all its obligations, ¢ * ¢ ‘
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‘The main thing e shall: have to icare for isthat our taxation shall rest as
lightly as possible on the productive resources of the country, that ite rates
shall;be stable, arid that it shall be constant in its reyenue-yiclding power.. We
have found the main sources fronrwhich it must be drawn. 1 take it for grantec
that'its mainstays will henceforth be the income tax, the excess-profits tax, and
the estite tax. ' All'these can ‘S0 be ddjusted.to yield constant and adequaté re-
turns and: yet not constitute a too'grievous burden'on the taxpayer. 'A revision
of .the, income tax hag already. been provided for by the.act of 1918, but I think

you,can find: that further changes can be made to advantage both in the rate
of thé tax and in' ‘the method of its collection. . The éxcess-profits tax need not
long ‘bé maintairied at the rates which’ were necessary while the enormous ex-
penses of ‘the war had to be borne, but it should be made the basis of a perma-
nent system which will reach undue profits without discouraging the enterprise
and actlvity of our business men, The tax on {nheritances ought, no doubt, to
bé :gqgnsidgred'!n its relation to the fiscal systems of the several States, but it
certalnly otight to remain a permanent part of the fiscal system of the Federal
Government algo, ' .. . Lo TR ofs
Many of: the minor taxes provided for in the revenue legislation of 1917 -and
1918, though no, doubt made necessary by the pressing necessities of the war
time, can’ hardly find sufficlent justification undér the easier circumstances of
peace and'caii‘now happily be got rid of, Among’these, I hope 'you will agree,
are the excises upnn the variotis manufactures and the taxes upon retail sales.
They are unequal in the incidence on different industries and on different indi-
viduals, Their collection is difficult'and expensive. * * * T can only sug-
gest the lines of a permanent and workable system, and the placing of the

taxes where t‘hey'y‘ will least hamper the life of the people,

Si;p lpm'entin ‘these recommendations, President Woodrow Wil-
son in his annual message to Congress on December 7, 1920, said :
Thé ‘furidamental fact' which at present dominates the Govérnment’s financial
sitnation is that seven and one-half billions of its war indebtedness mature with-
in the next two and one-half years,. Of this amount, two and one-half billions are
floating debts and five billions victory and war savings certificates. The fiscal
program of the Government must be determined with reference to these ma-
turlties. Sound ‘policy demsnds thit Government expénditures should be re-
duced to:the lowest amount which will permit the various services to operate
efficlently,  and -that. Government; receipts from taxes and salvage be main-
tained sufficlently high to. provide for current requirements, including in-
terest and sinking fund charges on the public debt, and at the same time retire
the floating debt'and part of the victory loan before maturity. | )

* * .» Qlosely connected with this, it seems to me, is the necessity for an
immediate consideration of the revision of our tax laws. Simplification of the
income and profits taxes has become an immediate necessity, These taxes per-
formeéd an indispensable service during the war, The need for thelr simplifica-
tion, however, is very great, in order to save the taxpayer inconvenience and
expense and in order to make his liability more certain and deflnite. Other
and more detailed recommendations with regard to taxes will no doubt he made
before you by the Secretary of the Treasury and the Commissioner of Internal
Revenue, , -

It is apparent from these earnest recommendations of Presiden
Harding to the present Congress, and of President Wilson to the
last. Congress, for a thoroughgoin rectification of the inequalities,
ineffectualities, and complexities of the Federal revenue system, that
the problem of Federal revenue revision is in no sense a partisan
project.. The recommendation of President Wilson, who was inti-
mately in contact with the problem and with the times and occasions
which wrought such great changes in the fiscal affairs of the country,
are entitled to frank and impartial consideration by the present Con-
gress. If these recommendations had been heeded the revenue bill
reported by the majority of the committee would have been more ac-
ceptable to the country and advantageous to the Government than it
is in its present form.
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- ' _ FUTILITY OF THE PENDING BILL. -
The plain fact is that the pending bill nejther: fulfilis the: promiises

of the Republicin Party for a simplifiation f ta¥ 14, nd. pio:
cedure nor atisfies the demand of the Democratic Party, for,s com-
plete survey of existing taxes and. their modification and simplifica,
tion, with a view to greater equity and ?uﬁibe"'ib} the tax burden and
improvement“in the administration of the tax ‘Igwysg.t".',C,!ihésbi,ll;"i,é
not a justification—it is, indeed, not even a poor excuse——for the time
which has been expended upon it. The country has not been given
the relief which was confidently expected. The committee has failed
to provide for the simplification and equalization of the income aﬂg
corporation taxes and the repeal of the muyltifude of excises whic
are a_ constant annoyance to the public, but instead has proceeded
to reduce rates and repeal taxes in a way that unbalances the whol
system and relieves the corporations and ultrarich of hundréds of
millions of taxes, most of which is shifted to the shoulders of the
masses. : : ' E
. SURTAXES, , Co
Under existing law the surtaxes are imposed in brackets ranging
from 1 to 65 per cent. Under the pending bill it is proposed to reduce
these rates from 65 to:32 per: cent t(l{pon incomes exceeding $66,000,
but the bill proposes only'a slilght reduction of 1 per cent on_incomes
between $5,000 and $20,000. It also increases the rate 1, per cent on
incomes between $20,000 and $32,000. - ' o
The purpose of the Republican’ majority seems to have beén' cen-

tered upon the exemption of millionaires from the higher surtaxes
and the exemption of corporate interests and monopo%ies‘ from the
payment of proper taxes upon inordinate profits. - In pursuit of this
purpose the committee has divided the income taxpayers of the coun-
try into two classes. The first class consists of those persons who
have incomes greater than $66,000 a year; the se ond; class. consists
of thoso persons who have incomes of less than $66,000 a year. The
average income of persons in the first class is more than $150,000 4
year, The average incomé of persons in the second class is bijt §3,400
per year, which must sustain the cost of living of themselves and
millions of their dependents, e T

There are 11,077 millionaires in'the first class-and 5,321‘;(}88"-;)09?10,
in the second class; $66,000 is 6.6 per cent interest on $1,000,000 for
one year., A person having such an income is, by the capitalization
of his income and without regard to his holdings of non ‘roducti_vg
property and estates, a real millionaire, ‘ The -committes in its: solici:
tude for wealth has accorded these 11,077 millionaires very substan-
tial relief by the repeal of the higher brackets of the surtixes, which
range from 32 to 85 pér cent; a reduction of more than 50 per: cent in
the rates, while the 5,321,683 ordinary taxpayers have been given no
substantial relief. All that has been accorded them is a 'shifting of
the initial incomes for surtaxes from five to six thousand dollars an
a slight increasé in the exemption for heads of families. ©

As illustrating the effect of these reductions ‘upon surtaxes above
$66,000 and below $66,000, weé here submit a comparative table show-
ing'the difference in surtaxes between existing law and the {)ropoaed
biﬁ as amended by the Senate Finance Committee upon all surtax
brackets.
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Compeyrseiive table: showing difference in. surtames detween present -dill and
. Benate Finanoe Oommitige bill upon all income-class brackets. :

© ¢+ [Tt Sosputad ort thd basis of net tricoine of & tarried man Without dépendents.]
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We also insert the following table, which somewhut simplifies the
above statement : ‘ ,

Income, Income, “P{:’i‘?m Prl‘(;['y'p;soﬂ

Theré has, morcover, been no simplification, equalization, or over-
hauling of the rates for the great mass of income-tax payers, The
few involved amendments to the law will further complicate the
work of making their ifncome-tax returns, and make it practically
nécessary that they emiploy the aid of a lawyer or accountant for this
purpose. '

TAXATION OF EXCESS PROFITS, CORPORATION EXEMPTTONS, AND THE
" CAPITAL-8TOCK TAX. :

We have been told that the Republican Party is committed to the
exemption of the great and concentrated corporate wealth of the
country from the taxes presently laid upon excess profits. Ih the
pending bill there has been a consistent pursuit of this policy. The
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war rates on war profits and excess profits imposed by ‘the' revenue
law of 1917, which was approved October:3, 1917, ranged up to 60
per cent for the war excess-profits tax, and: the tax was made to
apply to every business making profits, whether conducted by cor-
porations, partnerships, or peﬁona}i’&rbpri“ett;,ts‘. :

Why should an ‘exe’m%tion of $2,000 be allowed domestic corpora-
tions as proposed in the bill with respect to the corporate income tax{
This exemption apslies to all corporations, smsll and great. It is ap-
parently considered that a corporation which is allowed to deduct its
cxpenses of every kind and nature from its gross income before any
taxes are laid on its net income is entitled to the same consideration
and solicitude as the head of a family who is-now allowed an income-.
tax exemption of $2,000, and who is not permitted to deduct any of
his living expenses or the living expenses of his family, before the
imposition of the tax upon his income, There is no sound reason why
& corporation engaged in the employment of capital for profit and
which is permitted to deduct all"exgenaes,t including the salaries of
the officers, before its income or profits are taxed, should be allowed
any exemption of its profits from the application of the corporate
income tax., Not ‘oﬂf is the excess-profits tax afgihbt corporations
to be entirely repealed, but the $2,000 exemption for all corporations,:
including the trusts and corporate monogblibs, is to be continued.
out of an undue solicitude for the profits of corporations.

Apparently for the sume reason, for there seems:to be no.other
logical reason for such action, the gémate bill provideés that the pres-,
ent capital-stock tax which raises seventy-five millions of revenue
annually shall be repealed as of June 30, 1922, By the simple reten-
tion of the capital-stock tax and the repeal, as was recommended by
Secretary Mellon on August 4, 1921, of the $2,000 'cc')rforate ‘exem’{,-
tion, revenues in excess of one hundred and thqu;l millions annually
would be available for the Treasury. Certainly the policy of favor-
ing corporations so extensively ought not to be pursued under the
present conditions of the Treasury. _—

DISPARITY nmwmm\ CORPORATION AND INDIVIDUAL AND PART‘NERs'mp
INCOME TAXES, ' . :

In the revision of 1918 it was found after investigation and calcu-
lation that with the excess-profits taxes, applicable alike to corpora-
tions, partnerships, and individual taxpayers, an indefensible dis-
crimination existed in favor of the corporations as against indi-
viduals and partnerships. After edrnest éffort to find some method
of equalizing this dlgparity it was finally determined that while the
discrimination would not be totally removed, the disparity would
be approximately ¥emoved by relieving'the'intiivid\iais‘ﬁﬁd partner-
ships from excess-profits tax. At that time there was a tax on the
caf)ital stock of corporations. The pending bill would not only.
relieve corporations of excess-profits taxes but of the capital-stoc
tax. It is obvious that the effect of the repeal of these tnxes will
restore the ‘dispariﬁy in this respect in taxes paid by corporations and
those paid by individuals and partnerships. = A table is hereto
attached showing the extent of this disparity. R
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v Qomperison of teves on certain forms of Dusiness.
[Percontigs of total et income payable in tax. Surtax rates camputed upon basis of House ill.]

. ‘Net inoome.
"Class of business, —
$1,000,000 | §500,000 | $100,000 $50, 000
‘| Pearcend, | Percont, | Porcont. | Par cont.
3&8& . N8 L9 18,38
87.60 35,39 | 18.38 1L53
85, % 30,77 11.53 7.16
3423 28 .47 7.98. 5,90
. 30.38 21.63 118 ieeaeneennss
18 14.94 ™ 14,90
20,49 2201 15, 56 15.%
S 25, 38 24| 1525 4.5
8 9tockholders. . .ooeueenrnnencnnnreverennnerennnanns 22.04 18.12 14.76 4.2
10 stockholders.........cevvvenrivererniieienennnans 20, 48 1.3 14.70 14,20
78 per cent dividen : B .
4 stockholders. .. ...iiiiiiieeiiinnnierenneienans ] 2,97 17, 14 10.84
33,28 27.73. 16,45 1512
30, 00 22,62 15.43 14, 80
2.7 20.87 | 18. 10 14. 40
ao.ao 17,38 |eveeesnees vefedoncscasasse
4 42 48 37.97 19. 50 16,13
41,36 38,73 1825 15, 60
8 stockholders. ... 38,00 29,08 16. 42 14.04
10 8tockholders. ... coevuveesuressoeocrnsnsannnonsass 26. 84 |- 25, 98 15, 80 14, 40
20 stockholders. .... evensereieirsrsersestrtaavevinee 25. 99 19.74 1470 |eeeeres

‘Estimated upon the basis of the present bill, an individual with an
income of $1,000,000 will pay at the rate of 38,85, A partnership-
composed of 4 partners would pay 85.39 and of 10 partmers 80.78,
A corporation distributing no dividends would pay enly 15 per cent.
A corporation distributing 50 per cent of its net income in d?vidends
with 10 stockholders would pay 20.48, A corporation distributing
75 per ¢ent of its dividends—and that is about the estimated average
of gi_.;tributionf-'-with 20 stockholders, would pay 25.39. ,

Of course this per cent would decrease as the number of stock-
holders increaséd. Upon the basis of a $500,000 income an individual
would pay 87,69, A partnership with four persons would pay 30.77.
A ‘corporation distributing 50 per cent of its earnings in dividends
with .10 stockholders would 'pzczly 17.34. A corporation distributin
75 p«;x;{ ‘gentvof its earnings in {ividends with 20 stockholders woul

ay 17.38. . L -
B ft is not believed that this discrimination can be justified, and yet
it is inevitable if excess-profits taxes on corporations and the capital-
stock tax on corporations is repealed without some additional legisla-
tion, which is not proposed in this bill, is adopted to relieve that
gituation. : . )

It'is perfectly apparent that the 5 per cent increase on corporation
incomes will not bring about this disturbed parity. The amendment
offered by Senator Walsh, of Massachusetts, increasing by a grad-
uated scale the income tax on corporations will to a considerable
extent tend to the restoration of this parity.

TRANSPORTATION TAX,

When we consider the high rates of transportation allowed and
approved by the Interstate Commerce Commission, and the effect of
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those high rates upon the business of the country and upon the
profits of all the peegle;there would seem to be no reason why thistax
should not be immediately repealed. The present high freight and
passenger rates of transportation while not the result of any tax, in
u technical sense are the immediate result of the war and of the
guarantiee made by the Government allowing rates sufficient to
afford a definite and certain income in the operation of railroads.
The present tax upon transportation, estimated to yield for the fiscal
year 1922 two hundred and sixty-odd millions of dollars, adds ma-
terially to the burdeén of high rates. It is asked that the'excess-profits
tax be repealed upon the ground that it is an impediment and clog
to business. These high freight rates and the tax upon transporta-
tion is a burden not only to the business of corporations, bit to the
business of all the people of the country. As much as anything else,
this transportation situation is impeding the business of the country
and delaying a return to normal business conditions, and the same
arguments that are advanced in behalf of the repeal of the excess-
profits tax obtains with equal if not more force with reference to this
tax. Notwithstanding this, the bill proposes to retain one-half of
this tax, at least for another calendar year. In the opinion of the
minority this tax ought to be repealed immediately. It is difficult
to see how anyone can justify the repeal of the capital-stock tax on
corporations while refusing to repeal in toto an even heavier tax
upon transportation. -

MISCELLANEOUS TAXES,

. In the reductions of 1918 the war miscellaneous taxes were prac-
tically all retained without change. The only reduction in these
taxes was the repeal of the 1-cent tax on postage at that time, The
pending bill makes some changes in these taxes, repeéaling some,
reducing some, and c¢hanging the base of taxation as to some; but
the Actuary of the Treasury estimates that the total reductions as
a result of these proposed amendments will not much exceed $70,000,-
000, Jeaving out the reducilons made on account of changes in the
transportation and capital stock taxes, both of which are technically
catalogued under the head of miscellaneous taxes, so that practically
under this bill, while surtax and profits taxes are greatly réduced—
practically cut in half for a second time—the miscellanéous taxpay-
ers are to-day paying peak war-time taxes, At the time of the reduc-
tions of 1918 it was understood that when another reduction was
made miscellaneous taxes would be given special consideration as to
reductions. In these conditions it is to he hoped that the Senate may
find some way to further reduce these taxes or substitute for them
taxes of a less irritating, nagging, and vexing character.

CONCLUSION, \

As has been said before, if the exceéss-profits tax, which is ex-
clusively a corporation tax under existing law, is repealedy and the
capital stock tax is repealed and the surtaxes upon corporate divi-
dends in excess of $66,000 is reduced as provided in the bill from 65
per cent to 32 per cent a fearful disparity-will be produced in favor
of corporations,
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In; the first place, even if the rate of corporate income tax is in-
creased § per-cent as proposed in the bill the net taxes remitted to the
corporations would. probably exceed $400,000,000.. This would cover
the bulk of the net reductions proposed in the.bill. ; ‘
_The repeal-of the excess-profits tax would also result in a. gross
disparity’ between the amount of taxes hereafter to be paid by cor-
porations; individuals, and  partnerships; If the total repeals of
corporate taxes provided:in: the bill are adopted the amount cor-
porations would pay on'the net:income plus the amount of surtax
which the stockh ci‘;rsa;would pay on dividends would be but little
more than.ome-half of that paid on individual incomes and hardly
two‘-tbipda as much ag that paid on partnership incomes,

It is suggested, if the Senate shouid adopt the amendments pro-
posed in the bill as to, profit tax, capital-stock tax, and dividend
surtaxes, thus creating this discrimination and disparity, that every
consideration of justice demands that additional taxes should be im-
posed upon corporate incomes, and it is suggested that this be accom-
plished by increasing the corporate income tax by a graduated scale,
and amendments to thig effect will be urged and by other changes
affecting their taxes as hereinafter stated.

It is further insisted that there is no reason why corporations of
large net income should be given an exemption of $2,000 because
they are entitled, in the first instance, to deduct every legitimate ex-
pense before theg pay any tax at all, and that this exemption should
be repealed. The repeal of this exemption, except probably as to
corporations of small incomes, would increase substantially the in-
come tax of corporations. ~

The minority will propose amendments to the bill increasing the
surtax from 32 per cent, as proposed in the bill on incomes of $66,000,
largely increasing the rates on incomes up to and above $500,000.

'ghe minority also proposes the restoration of the capital-stock
tax on corporations, the repeal of which is proposed by the Senate
Finance Committee amendment.

In addition the minorit{ roposes to offer amendments reducing
the normal tax on incomes ei)ow $15,000.

Also the minority will offer an amendment providing that the ex-
emptions allowed heads of families should be limited to incomes
below $20,000,

The minority will also offer an amendment removing entirely the
tax on freight, passenger, and Pullman transportation,

The pending bill as framed is not calculated to promote or pro-
tect domestic commerce, or bring about the stimus’ation of enter-
prise or increase the profits from which the Federal revenue ought
to be raised. It does not equalize the incidence of the tax burden
for the people or the business of the country. It does not simplify
the computation of the taxes or facilitate the collection of the taxes.
It is no improvement over the present law. It does not fulfill the
promises that have been held out to the country, nor will it meet the
expectation of the people for relief from the discriminations, com-
plications, and exactions of the revenue laws which were improvised
to meet the war emergency and were not intended or expected to be
permanent. The bill is a poor demonstration of the capacity of the
majority party in Congress to deal effectively with this great ques-
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tion of the revision and readjustment of our system of internal taxa-
tion. The bill does not accommodate the fiscal requirements of' the
Golvernmens. It will cxiner:lye tll:mst the‘“&;ue:tion ‘into the égeld of
itics and propaganda for the purpose of convincing Congress

tr;)l?at a more gﬁeg:i%: measure must be framed and e‘mﬁ:‘ted, ‘Our
revenue system can not be placed upon'a permanent and rational
basis by a failure to comprehend the factors in the problem and to
meet them with resolution and effectiveness. No other action is
worthy of Congress in the present state of the country. T

ForNiroLp M. Simmons,

JouN Suaire WiLLiAms.

-ANDRIEUS A. JONES,

Perer (. Gerry,

JimEs A, Reep.

Davip I. Warsn,



VIEWS OF A MINORITY.

I am in general accord with the economic sections of the report
of the minority in so far as they criticize the proposals of the majority
to reduce the supertaxes upon large individual incomes, to repeal
the excess-profits tax and the capital-stock tax, to retain the trans-
portation taxes, and to greatly exaggerate the existing disparity be-
tween corporation and individual and partnership taxes,

I feel, however, that the recommendations and froposed amend-
ments of the minority will do little more than palliate some of the
monstrous iniquities of this bill, without curing any of its funda-
mental evils, .

The correct title of the proposed bill (H. R. 8245) should be “ An
act to untax wealth and penalize industry and enterprise.” ‘

One single principle dominates the entire bill—to lift the burden
of war costs and Government extravagances from the backs of in-
dividuals and corporations of great wealth and transfer this burden
to those whose industry and productivity is essential to the Nation’s
prosperity. Not only are the supertaxes upon the incomes of multi-
millionaires cut in half and the taxes upon the dproﬁt.eerin of cor-

rations abolished, but new loopholes are provided by which, in the

uture, American capitalists can more and more completely escape
taxation. A

I shall not at this time attempt to deal with all the errors and
evils of our fiscal Sfrstem. In the course of the consideration of the
bill by the Senate I shall, however, take occasion to point out some
of the more glaring and indefensible defects and demonstrate that
if these evils and abuses are corrected and proper measures adopted
it would be easily possible to raise the burden from productive in-
dustry and individual enterprise and at the same time greatly reduce
the taxes upon the individual.

Respectfully submitted.

. Roserr M. Lo FoLLETTE.
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