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Mr. Stumons, from the Committee on Finance, submitted the fol-
9 B lowing -

| REPORT.

[Tb' accompany H, R. 12863.]
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~ The Committee on Finance, to whom was referred the b{ (Hi R,
12863) to provide revenue, and for other purposes, havinglhad;féllxe
same under,consideration,a:xépqzrt»i_t‘b'a‘ck with sundry amendments
and recommend that the bill as amended do pass. R
‘The revenue bill as passed by. the House—which is fully explained
in the appended copy of the.report which accompanied its intro-
duction into the House—was so. framed as to yield in the first 12
months of the ful '%zeyati()ng of its several titles an estimated revenue
of $8,182,492,000. - This is possibly the largest tax budget ever voted
by any legislative chamber in the history of the world, and the com-

e

fitte 4pproached the tal of its revision in a spirit appropriate to
the grayity of the task before it: By securing through careful in-
vestigation and numerous hearings the advice not only of those who
w;)'pl(gi‘;bejjiﬁostjvitally -affected by the new law, but of those who by
study aind ‘administrative experience were in gﬂosition to offer helpful
suggestions. . These hedrings fill a printed volume of over ‘650 pages
which, with' similar heirings of the Committee on- Ways and Means,
constilﬁt,’e"a reference library of great value u;il‘on the entire subject.

' Since ‘the formulation’of the House bill the scope and character
‘of the prospectivé revenue act have been profoundly affected by two
events of ‘¢ontrolling ‘importance.. First, in order of time, was the
adoption' of ‘regulations and ‘legislation restricting the’production
and’ sale ‘'ofi'alcoholic ‘beverages. Beverage taxes under the House
bill weéreé éstimated: to yield for the first'12 months of their operation
$1,137,600,000, and approximately $850,000,000 for the fiscal -year
1919. At the ‘present time, under: the changed conditions, 1t is
possible’ to- count upon only $500,000,000 for the fiscal year 1918-19,
and $98,000,000 for the fiscal year 1919-20, from this source. At



thy very beginning of its labors, therefore, the committee was called
upon to face a loss or reduction in ‘the beverage taxes of approxi-
mately $350,000,000 for the fiscal year 1918-19, and ¢f more than
$1,000,000,000 for the fiscal year 1919-20. ) -
When the committee had nearly completed its original task of re-
vising and perfecting the House bill, came the sudden gnd dramatic
victory of the allied arms. The task of financing the operations of a
great war gave way to the task,of financing the Government through
a period of reconstruction and‘demobilization. The two problems are
not the same, and the tax legislation appropriate to the one is not
wholly appropriate to the other. Taxes which can be easily borne
amid the feverish activity and patriotic fervor of war times, are
neither so welcome nor so easily sustained amid the uncertainties, the
depreciating inventories, and the falling markets which are apt to
mark the approach of peace. Repressive taxes which in time of war
are justified for the very xeason that they diminish the demand for
labor, capital, and raw material, are for t};e very, same reason obnox-
ious and undesirable in times~of peace. The cessation of war, there-
fore, bPOUﬁht with it not only the opportunity but the necessity of
reducing the large tax budget which the House had voted. ;
This interpretation of the financial significance of the cessation of
war was promptly confirmed in a letter addressed by the Secretary of
the Treasury to the chairman of the ‘committee under date of No-
vember 14, 1918, in which Secretary McAdoo announced that  the
collapse of ‘our enemiés’ necessitates 'instant reconsideration of the
financial ‘plans before the Governmernt,” and added, “The' prompt
enactment of a révenue bill i8’ imperative,” The existing lawis not
satisfactory to the comtry nor to the Treasury. On the othér hand,
the revenue bill which passéd the House is more stringent than the
changed situation will justify.” At 'the ‘'same time the Sécretary ex-
ressed his belief that the actual expenditures of the ‘Government
uring the fiscal year ending June 30,1919, would be in' the neigh-

borhood ‘of $18,000;000,000, and recorrimended— kB
P S R X ) cod o R T TR T oy LTS RTFU N M
That the pending revenue bill be reyised with a:view to ylelding,$6,000,000,000,
payable during the calendar year 1919, and not less. thian $4,000,000,000 during
the calendar year 1920, . % . RO Shriter

~ This recommendation of hthe,,S_ecret,arg has been accepted: by .the
committee and the: necessary changes made to give it,full effect... The
House bill as originally: passed, as heretofore stated, was, expected
to yield about $8,100,000,000 for the first year of its operation, but a
part of this was lost by reason: of the shrinkage,in the prospectiy

yield of the beverage taxes.. It is now. ,est,lmate,g? that the House:bil

would produce for the fiscal year 1919 $7,4056,390,000,. . Because of the
changed conditions resulting from the signing qg.tth&rinisﬁce,Secr
retary McAdoo recommends that a tax.levy. of,$6,000,000,000 is all
that 1s now necessary or justifiable, and -the»chan'gl?a.,rﬁmmmendgd; by
your committee, it is estimated, will reduce the revenue to. this
amount., | S RS L AR SR STV

- A clear-idea of the effect of the committee’s:recommendations upon
the yield of the several schedules or titles may: be gathered; from the

brief statistical summary which follows herewith:
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FISCAL YBAR 1918-20.

‘¢comm tteewasgftheopmwnthatprovmonshould be made
, present bill for the terniination, after 1919, of the war-profits
ax.and for the reduction of the excess-profits tax, ' The country has
a right to, ik*gzzv.‘ ‘how_soon and in what degree the burden of war
taxes ‘can prudently be reduced. During this period of reconstruction,
however, business (particularly new business) is entitled to fgo ‘for-
ward without the burden“of an'80 per cent tax upon profits. In time
of peace the existence of an 80 per cent profits tax would be a positive
evil, for the perpetuation or ¢ontinuance of which no sufficient reason
has or,could: be given. The reasons for this decision are well set forth
in the following statement by Secretary McAdoo:
- Nor;can;1 ovéremphasize the importance of determining now the basis of taxa-
tion which will.apply to th&@le’.ld&!tayeammf;u; well;as to the calendar- year
1,932.; ¢ Bﬁstpgm and industry and {ndividual -initiative and enterprise 'are en-
titled 'to know'in ‘advance the basis of taxation'upon which/all the activitles of
the Natioh. fouist be conducted:: Prosperity ‘can'not be’ maintained' if business is
kepi

neertainty: as. to taxition, :Itiig, always unfortunate: to be compelled
tax billat the end, of the calendan year, with retroactive effect, instead

of in‘:ﬁvau@;d {he calendar year, which would permit contracts and usiness

arrangements. generally to be entered into with certainty as'to.the burden of
taxation !to be'borne, This 16 a'gross injustice to ‘business and v ail: forms of
e L e L A S e
x prices on'the assumption that taxes may.be higher than they subsequentl
tuﬁ?g&?f:w eréﬂm ‘éﬁeggins‘éém?ixty%h trigh bjélgédf taxa’tmh?:ﬁ"éuld”tbi
given in''thé bending bill; not ‘alone '‘as'to the calendar year 1918 but as to the
calendar year 1919, This: will enable husiness and enterprise to proceed with
mnﬁdmﬂndcomt&.' R R S . L )
.- For the year 1920, therefore; the: committee recommends that the
war-profits: tax :or _bracket be: abolished ;: and. that the rates of: the
exoess-profits ‘tax be substantially lowered; and .that the rate of
normal tax' be reduced by one-third; i, e., in the case.of corporations
from 12 per cent to:8: per cent and in case of individuals from 12.and
6 per cent to 8 and 4 pericent. It is'estimated that these changes
would reduce the revenue for 1920 as compared with 1919 by approxi-
mately $1,400,000,000; and:that' theére‘would be a net reduction from
other migcellaneous sources of .about $500,000,000 attributable chiefly
to shrinkige in the yield of the béverage taxés.' With respect to taxes
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other than income and profits taxes, the committee recommends no
change in rates for the fiscal year 1920. ' o

The main outline of the program proposed by the committee thus
hecomes clear. For the fiscal year 1919 it is planned to raise nearly
$4,600,000,000 from income ansif&f'mﬁtsf,tams, and something like
$1,400,000,000 from other sources; for the fiscal year 1920 it is planned
to raise somewhat less than $3,000,000,000 from.incous and profits
taxes, and about $1,000,000,000 from other sources. About the eneral
wisdom of such a program we entertain no serious doubt. - It is im-

erative that profits and income for the year 1018 be heavily taxed.

his is not only necessary but it is equitable and in accordance with
sound public policy. The profits realized durinﬁ the year 1018 are
in large part war profits; they are now in the pocket of the taxpayer;
they should contribute heavily before they have been dissipated. or
reinvested toward the payment of the expenses of the war to which
in large measure they are attributable.

But it is equally important that these special taxes should be re-
duced as the occasion which inspired and justifies them recedes into
the past. To fail adequately to tax the war profits of 1918 would
constitute a manifest miscarriage of fiscal justice. Not to provide
now for the reduction of the war-profits tax would be equally
inexousible. '

TITLE IL—INCOMB TAX.

SURTAX RATES,

The committee has adopted a more equitable schedule: of surtax
rates (sec, 211), The rates in the-House bill start at 2 per cent
and advance by steps, varying from 1 to 7 per cent, until the maximum
of 65 per cent is reached upon incomes in excess of $5,000,000. ' Thése
steps %ear no fixed relation to.each other. For example, income
between $20,000 and $30,000 would pay 8 per cent more tax than
income between $10,000 and $15,000, while income between$90,000
and $100,000 would pay only 2 per cent more than income between
$80,000 and $90,000.. e e

The surtax rates approved by the committee begin with 1 per cent
upon incomes in excess of $5,000 and not in-eéxcess ‘of $6,000:and-ad-
vance to a rate of 48 per cent upon in¢omes in excess of $98,000 and
not in excess of $100,000, This advance is uniform,with an addi-
tional 1 per cent of tax for each additional $2,000:0f income until
the income of $100,000 is reached.. From that: point:the rate:of in-
crease is reduced so as to reach the maximum rate of 65 per cent after
passing $1,000,000. The effect of these changes is slightly to reduce
the tax upon incomes of $200,000 or less, while upon incomes in excess
of $200,000 the tax is somewhat increased. The estimated revenue
to be derived from surtaxes under the provisions of the House bill is
$1,068,186,000, while under the bill as amended the amount as esti-
mated upon the same basis is' $1,045,069,000. : .

: RATES FOR OORPORATIONS,
The committee has provided for a uniform tax upon the niet incomes
of corporations, this rate being 12 per cent for the 1918 taxable year
and 8 per cent for succeeding years (sec. 230). Under the House bill
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the 12 per:cent rate applied: only to 80 .much of the net income as
was distributed in divigends,f or paid in the discharge of interest-
bearing .obligations, or in the purchase of liberty bonds issued after
September 1,1918; and on'the balance the rate was 18 peér cent. While
certain essential uses of earnings for purposes other than distribution
were recognized; many other such’ usés of qai‘niﬂ%g equally essential,
such as: for additions to plant for purposes of further production,
weére not' recognized. ' Failure to permit without penalty all leiti-
maté uses of éarnings for financing corporations seemed inconsistent
with the policy which has in the past been actually followed by well-
managed;eorporations and which has been urged by the War Finance
Corporation and the Capital Issues' Committee. To retain the dif-
fetrential rate while exempting from the extra tax all income used bdy
the corporation for legitimate purposes other than distribution would,
however, make the law difficult of administration, because it would
involve review by the Treasury Department of too many detailed

uestions of the administrative policy of individual corporations.

hese and other considerations, among which was the fact that cor-
porations are subject to the war excess-profits tax, to which individu-
als and partnerships are not subject, moved the committee to restore
a flat-rate system.

INCOME OF CERTAIN CORPORATIONS TAXABLE TO STOCKIIOLDERS,

It was believed that the incentive to withhold from distribution
as dividends-earnings not required for legitimate business uses exists
chiefly in the case of certain corporations the stock of which is very
closely held; and that the encouragement of distribution sought to be
accomplished by thedifferential rate on corporations in the House
bill could ‘be better accomplished by changes in the provision dealing
with such closely held corporations (sec: 220). The section of the
present law, incorporated in the House bill, providing that undistrib-
uted profits of a corporation may in certain cases be treated as part
of the income of-its stockholders subject to surtax, has proved to be
of little value, be¢ause it was necessary to its application that intended
fraud on the revenue be established in each case. The committee has
done away with this requirement and has provided that in the case of
any corporation formed or availed of for the purpose of permitting
gaing or profits to accumulate instead of being divided the income
shall be taxed to the stockholders in the same way that partnership
earnings are taxed to partners

+ BASIS FOR.DETERMINING GAIN OR LOSS8 (S8EC. 202B),

. A provision was inserted designed to establish the rule for deter-
" mining taxable gains in the case of exchanges of property and to nega-
tive the assertion of tax in the case of certain purely paper transac-
tions. The substance of this provision is that when property is ex-
changed for other property. the property received in exchange shall
be treated as the equivalent of cash to the amount of its fair market
value, but when in connection with. the reorganization or consolida-
tion of a corporation a person receives in place of stock or securities
owned by him new stock or securities of no greater aggregate par:
value, or when a person receives in place of property stock of a cor-
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poration formed to take over such property, no gain or loss shall be
deemed to occur from the exchange. R S

GAINS DERIVED FROM PROSPECTING, EXPLORATION, OR DISCOVERY, . -

The prospector for mines or oil and gus freuently expends many
years and much money in fruitless search. When he dogs locate. a
productive property and comes to settle it seems unwise and unfair

that his profit be taxed at the maximum rate as if it were ordinary in-
come attributable to the normal activities of a single year. . To stimu-
late prospecting and exploration, the committee has limited the surtax
to 20 per cent of the selling price in the case of a ,lgéné‘;‘-ﬁ.i,i;é;.‘%“

mines, oil or gas wells where the principal value was demons

by prospecting, exploring, or discovery work done by the
(sec. 211b, p. 18). A similar limitation has. been imposed by the war
excess-profits tax applicable to gains derived by, a corporation from
the bona fide sale of such mines, oil or gas wells (sec. 837, p. 107).
Bpecial provision is also made for increased depletion allowance in
th’ecé)lse of such properties (sec. 214 (10), p. 28; and sec. 234 (9),
p. 58). ; o

TAXABLE AND NONTAXABLE INCOME,

The committee amended section 213a so as to. require. that any
gains, profits, and income derived from salaries, wages, or compensa-
tion for personal service, of whatever kind and: in whatever:form
paid, and so on, be subject to income tax, leaving the constitutional
question as to the authority of Congress to tax certain salaries tobe
settled by the courts-in‘any case in- which the question may be raised.

The proceeds of life insurance: policies: paid upon the ‘Ed%ath of the
insured are, under the House bill, exempt from taxation only when
paid to individual beneficiaries or to .the estate of the.insured (sec.
218b, 1). . This limitation has. been removed so as to:place: all bene-
ficiaries (individual, corporate, or otherwise) on the same "fOOﬁli%;- g

The exemption of soldiers’ and sailors’ salaries.(sec..213b, 8) has
been modified by removing the $3,500 limitation; but its .operation
has been restricted to the duration of the war, and it is made to apply

only to those in active service, . . .. = . .
he_provision (sec. 213b, 4) subjecting the interest on newissues
of State and municipal bonds to taxation as income was:also stricken
out. Apart from the constitutional question, it seemed -unwise for
Congress to attempt to impose this tax upon-the obligations.of States
and ‘municipalities as long as the States are not free to tax in a similar
manner the obligations of the United States, . ...~ =+ - -~
Bonds issued by the War Finance Corporation have been added
to the list of obligations the interést on which'is exempt from the tax
(sec. 218b, 4).. These bonds were issued under the same terms’as;the
liberty bonds issued under the ‘original ‘act of 'September 24,°1917,
with respect to exemption from taxation, and it is felt that no dis-

erimination ought to be made in the incometex law.
" DEDUCTIONS ' & ' O
TR S AR R AN rxiig};)?;%{$}’; T ",‘;)f’?
~The interest deduction (sec. 214a, 2, and sec.-234a, 2) "hag been

amended so as not t,:dpermlt a deduction for interest.on indebtedness
incurred or coutinued to purchase or carry tax-free securities other
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than ' obligations ‘of ‘the United ‘States”issied after' September 24,
1917. - This limitation 'is substantially the same as the one contained
in the present law. The provision of the House bill: which' allows
a deduction for interest on all indebtedness permits the taxpayer to
make loans for purchases of wholly exempt securities and then deduct
the interest paid on such loans from his otherwise taxable income,
theéreby reducing his tax. Thé limitation suggested above would op-
erate to discourage this practice except in the case of the later issue
of liberty Bonds, oo AR AR

Under the present law and under the bill 4s passed by the House a
nonrésident alien individual or a foreign_corporation is not allowed
to deduct any- taxes'paid to a foreign country. Many such taxpayers
are, however, subject to' taxation abroad upon property or business
which is producing income subject to taxation in -the United States.
It ‘seétns only fair that such'taxes paid to a'foreign country should
be deducted in computinig net income subject to taxation in the United
States, and provision for such deduction has been inserted (sec. 214a,
3, and sec. 234a, 3). _

NET LOSSES. :

One of the most important provisions inserted by the committee
is quite new to our tax laws. At the present time no recognition is
given to net losses; that is, if in any year the losses and expenses of a
taxpayer exceed his gross income the éxcess (or in other words, the
net loss) ‘can not be carried over into the next year. For purposes of
taxation. the settlement must be made upon the basis of each year’s
business:by itself. - The'chief merit of the present plan is its sim-
plicity of administration.. But it does not adequately recognize the
exigencies of business, and; under our present high rates of taxation,
may often result in grave injustice. . The committee has _a‘cc’ordingly
incroporated an amendment (sec. 204) which provides that under
certain limitations net:losses sustained in 1917 or in 1918 may be
deducted in computing the net income of the taxpayer for the succeed-
ing taxable 'year; that a net loss sustained in the future may. be
deducted from the net:income of the preceding taxable year, and if it
is"in‘excess of the net income for such preceding taxable year, that
such excess'may be allowed as a deduction in computing:the net income
for the succeeding taxable year. Provision is made for the necessary
adjustment of the taxes for the years involved, and for crediting or
’régu'n'diﬁg‘to the taxpayer any amounts found due under such ad-
justment.: S ‘ S

. "AMORTIZATION.,
" In the paragraph irelb.tih%“'tqf amortization allowances (sec. 214a,
9, and sec. 234a, 8) it was feared that the language was not broad
enough to include vessels devoted to war purposes, and provision has
therefore been made for the' amortization allowance in the case of

vessels constructed or acquired on or after April 6, 1917, for the
trafisportation ‘of ‘articles or men’dontributinig to the prosecution of

the present waf. The clause lititifig’ the amottization deduction of

2??1)&\" cent, of ‘the riét incorré has 'been stricken out. - The aiount of
the amortization allowsance to which a taXpayer may fairly be entitled
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has little or no'logical connection with the amount of his net income;
and as a matter of fact the taxpayer is likely to need the full allow-
ance most when his net income is small. '

DEPLETION.

For the purpose of depletion allowance in the case of properties
acquired prior to March 1, 1913, the provision of the present law,
omitted in the House bill, has been restored by the committee, so that
in the case of such properties the basis for the depletion allowance
shall be the March 1, 1913, valuation; but a proviso has been added
that where mines or oil and gas wells have been discovered by the
taxpayer on or after March 1, 1913, and not acquired as a result of the

urchase of a proven tract or lease, and where the fair market value
18 materially disproportionate to the cost, the depletion allowarice
shall be based upon the fair market value of the property at the
date of the discovery or within 12 months thereafter (sec. 214a, 10,
and sec. 234a, 9).

SHRINKAGE IN INVENTORIES,

The matter of anticipated losses through the shrinkage in"value of
inventories from the present high level received-much attention from
the committee. It was believed that the provision in regard to net
losses above referred to might afford relief in certain cases.. In
order, however, to afford more prompt relief in case it should be
discovered within a relatively short time after the close of a taxable
year that a loss had been sustained resulting from a material reduc-
tion of the value of the inventory, or other similar cause, provision
was made that the amount of the loss then. discovered may be. de-
ducted from the net income of the preceding taxable year, any
amount of tax thus found to have been overpaid to be promptiy re-
funded (sec. 214a, 12, p. 29, and sec. 231a, 18, p. 60). ...

In the case of nonresident alien individualg and foreign corpora-
tions, expenses, losses, debts, depreciation, amortization, and de-
pletion are, under the language of the House bill,. allowed only
to the extent that they are connected with a trade or business carried
on within the United States, and the depreciation, amortization, and
depletion deductions are allowed only with respect. to..property
within the United States. In many cases, however, property outside
of the United States is directly. concerned in the production of in-
_come taxable in the United States. Accordingly, the limitation with
respect to nonresident aliens and foreign corporations has been modi-
ﬁeé) so that the specified deductions shall be allowed to the extent
that they are connected with income arising from a source within the
United States (sec. 214b and sec. 284b). '

CONSOLIDATED RETUENS.

- Provision has been made in section 240 for a consolidated rétyrn,
in the case of affiliated corporations; for purposes poth of income and
profits taxes. A year’s tria]l of the consolidated return.under the
existing law demonstrated the advisability of conferring upon the
commissioner explicit authority to require such returns.
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So.far as its immediate effect is concerned consolidation increases
the tax in some cases and reduces it in other cases, but its general and
rmanent effect is to prevent evasion which can not be successfull
locked in any other way. Among affiliated corporations it fre-
quently happens that the accepted. intercompany accounting assigns
too much income or invested capital to company A and not enough
to company B. This may make the total tax for the corporation too
much or too little, If the former, the company hastens to change its
accounting method ; if the latter, there is every inducement to retain
the old accounting procedure, which benefits the affiliated interests,
even though such procedure was not originally adopted for the pur-
pose of 'evading taxation. As a general rule, therefore, improper
arrangements which increase the tax will be discontinued, while
those which reduce the tax will be retained.

B

Moreover, a law which contains no requirement for consolidation

uts an almost irresistible premium on a segregation or a separate
incorporation of activities which would normally be carried as
branches of one concern. Increasing evidence has come to light
demonstrating that the possibilities of evading taxation in these and
allied ways are becoming familiar to the taxpayers of the country.
While the committee is:convinced that the consolidated return tenrgs
to conserve, not to redute, the revenue, the committee recommends
its adoption not primarily because it operates to prevent evasion of.
taxes or because of its effect upon the revenue, but gecause the princi-
plo of taxing as a business unit what in reality is a business unit is
sound and equitable and convenient both to the taxpayer and to the
Government, , »

LIFE INSURANCE COMPANIES,

A new basis is recommended for the taxation of life insurance com-
panies (Pt IV, secs, 245, 246, 247). The tax is in form an income
tax, but is imposed upon a net income defined with special reference
to the peculiar conditions of the business of life insurance. Roughly,
it consists of the gross income from interest, dividends, and rents less
tax-free interest, investment expenses, and taxes and other expenses

aid exclusively in connection with real estate owned by the company.

n the case of a domestic life insurance company there is also a
specific deduction of $2,000. Thus the tax falls upon the true income
of the company ; that is, its income from investments; and the rate is
so fixed that this tax takes the place of the income tax, war excess-
profits tax, capital-stock tax, and the tax on the issuance of policies.
It will yield considerably more revenue than the taxes which it is
designeg to replace, and has the great merit of simplicity and cer-
tainty. Above all, it avoids the almost insuperable difficulty of defin-
ing the invested capital of a life insurance company for purposes of
the war excess-profits tax.

PAYMENT OF TAXES.

The installment plan for payment of taxes adopted in the House
bill has been retained ; but, in accordance with the recommendation of
the Secretary of the 'i‘reasur’y’, in place of-three installmerts at inter-
vals of two months there have béen provided four installments at
intervals of three months. The provision relating to extensions has

8 R—66~-3—vol 1——2
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been changed so that an extension of time for filing the returns serves
automatically to extend the time for the payment of installments.
Where the payment of any:installment is: postponed because of such
extension, interest is charged at the rate of one-half of 1 per cent a
month, No interest, however, will be charged if the whole amount
of the tax is paid on or before the time the third installment would
have been due if no extension has been granted. =~ = -

The language of the House bill requires notice and demand by the
collector before a penalty accrues for failure to pay the tax on time,
In order to avoid the necessity of a ﬁersoﬁal'noti_ée"to’ every taxpayer,
a proviso has been ‘added to the effect that in the case of ‘the first
installment the instructions printed on the return shall 'be deemed
sufficient notice of the date when the tax is due and sufficient demand.

Authority is given to the commissioner to take summary proceed-
ings for the collection of the tax in cases where there is‘evidence that
the taxpayer designs to evade the tax by a sudden departure from
;lgeo L)Tmted States or by removal or concealment of his property (sec.

g). .
REFUND. _

Under the House bill the Government has five years within which
to'determine and assess the tax. - In section 262, as amended by the
committee, the two-year limitation upon the right of the taxpayer to
obtain a credit or refund has been removed, so ‘that the taxpayer’s
right shall not be:prejudiced by any delay on the part of the Govern-
ment in discovering that he has made an overpayment: Under the
section, as amended, the limitation upon the taxpayer is the same as
that upon the Government. o :

INFORMATION AT SOURCE,

Provision is made in section 258 for returns of information in'the
case of payments, which are at the rate of $1,000 or more a year, as
well as in the case of actual payments of $1,000 or over; but in order
not to burden taxpayers with the labor and expense of furnishing
useless information, returns of information are to be made. only -to
such extent as may be prescribed by the commissioher with the ap-
proval of the Secretary. This is especially important on account
of the present scarcity of clerical labor. both inside and outside .of
the department. L e

ACCESS TO RETURNS AS PUBLIC RECORDS,

Access to returns of corporations is extended to the proper officers
of any State without limitation as to whether such State imposes an’
income tax (sec, 257), and also to all bona fide stockholdérs of record
holding at least 1 per cent or more of the stock of any corporation.

RETURNS OF INDIVIDUALS.,

As an aid in assuring the. full’ énforcement of a tax, section.228
requiring returns of individuals having net incomes in: excess .of
certain specified amounts has. been changed so as.to. require returns
in the case of persons having gross incomes of specified amounts.: -
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TITLE 1I1.-WAR EXOESS-PROFITS TAX,

Before directing attention to the changes in the war excess-profits
tax, which the committee does recommend, it may be helpful to ex-
plain why the committee does not indorse certain proposed changes
which have been advocated by some,

In the first place, the committee does not recommend that indi-
viduals and partnerships be brought under the war excess-profits tax,
but, follows the provisions of the House bill in this respect. Indi-
viduals and partnerships pay the heavy surtaxes upon all net income,
whether  left in the business.or not, while corporations and their
stockholders : are_relieved from surtaxes upon. the portion of the
earnings which _is not distributed. This inequality is more than
compensated for by the fact that the corporation is—while the indi-
vidual and partnership are not—subject to the war excess-profits tax.
The situation as between the different forms of business organization
having been thus brought into approximate balance, it was deemed
proper to relieve the corporation from the 6 per cent differential
income tax.provided by the House bill. .,

y o R PTG . :

The *committee. proposes that personal-service ‘i;orporuti‘cins (those

whose earnings are to be ascribed primarily to the activities of the
principal owners or stockholders) be exempted from the profits tax
and be treated as partnerships; i. e., that the stockholders, like part-
ners, be subject both to normal tax and. surtaxes upon the entire
earnings of the corporation, whether distributed or not.  When the
undivided shares of such earnings are large the additional surtaxes
will more than make up, for the loss of the profits tax. The war
excess:profits tax, moreover, can not be applied to personal-seryice
corporations, because such corporations have, as a rule, very little
invested capital, and the tax, if computed in the ordinary w_afv, would
be excessive, ’ﬁhe committee thus solves the old problem of dealing

ith the close corporation, which is used as a medium of avoiding
payment of surtaxes. . :

INVESTED CAPITAL.

The committee ' refraing ‘also” from recommending ‘any radical
change in the method of computing invested capital, although a
number of important improvements are suggested in this connection.
Speaking:generally; assets are valued, for the purpose of determining
invested capital, at the price paid in acquiring them without recogni-
tion of subdequent appreciation.: Weighty ar;fqments~jh'ave been pre-
sented in favor'of abandoning this rule and valuing property acquired
before'March 1, 1918, 4s of that date. But the committee believes
that such ‘a’ method would be impracticable; that it would ‘impose
upon the Treasury Department the impossible task of valuing nearly
all of the durable property of the countiy asof a date nearly six'yeiirs
in the past: * The present statutory rule works well in 4 large'majority
of cases. ' The remaining ¢ases, in which it works injustice, can and
shiould be caréd for by adequate relief provisions which the committee,
has carefully formulated and recommends: ' ‘The cominittee therefore
indorses'the general rule expressed by the House bill in'paragraph
(8) “of 'subdivision (a) of section 826, but believes that in certain
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exceptional cases inability to recognize appreciation furnishes just
ground for relief, and in order that such relief may not be imperiled

y overemphasis upon the general principle recommends that the
explicit denial of the right to include any increase in the value of
assets above original cost be stricken from section 826.

RATES OF THE WAR BXCES8-PROFITS TAX.

The House bill provides, in effect, alternative war-profits and excess-
profits taxes, the taxpayer to pay whichever is the higher. To this
plan grave oi)jection was made on constitutional grounds and because
the scheme was troublesome to the taxpayer. The plan was also
criticized as conferring undue discretion on the T'teasury Department.

In place of this alternative scheme the committee recommends a
single war excess-profits tax, which is mathematically equivalent to
an alternative plan at the same rates. It unifies the two taxes by the
simple device of including the war-profits tax as an additional bracket
of the rate schedule. ,

The committee has also simplified and reduced the rates of the
excess-profits tax adopted by the House. The rates imposed in the
House bill were 35 per cent of the net income in excess of the excess-
profits credit ($3,000 plus 8 per cent of the invested capital) and not
in excess of 15 per cent of the invested capital; 50 per cent of the
net income in excess of 15 per cent and not in excess of 20 per cent of
the invested capital; and 70 per cent of the net income in excess of
20 per cent of the invested capital. The committee proposeés in lieu
of the House brackets of 35, 50, and 70 per cent two brackets of 30
and 60 per cent, with no change in the deduction or “excess-profits
credit.” The third bracket of the committee plan is, as stated
before, simply the war-profits tax of 80 per-cent. - ,

The preceding rates are applicable only to taxes payable in 1919
covering income for the year 1918. For the year 1920 and thereafter,
the war-profits tax (or bracket) is repealed, and the excess-profits
rates are reduced from 80 and 60 per cent to 20 and 40 per cent.

LIMITATION ON TAX OF SMALL CORPORATIONS.

Experience with the existing excess-profits tax proves beyond doubt
that the tax discriminates against small corporations. Some limita-
tion of the tax upon small corporations is thus required. The

~method of limiting the tax adopted in the House bill is, howeyer, open
both to economic and possible legal objections. A few dollars 5&.
ference in the income or invested capital might, under the House bill,
make thousands of dollars difference in the tax. Your committee
accordingly recommends the adoption of a limit so fixed that the tax
can in no case be more than 3Q‘g§5 cent of the net income in excess of
$3,000 and not in excess of $20,000, plus 80 per cent of the net income
in excess of $20,000. Thus, the tax of a corporation with profits of
$20,000 or less can not exceed 30 ;l)er cent of such profits less $3,000..
To the very large corporation this limitation will obviously. not-,at?ford
an{ substantial reduction of the tax. To the small corporation it
will mean a great deal. For the year 1920 the limit has been adjusted
(to correspond with the change made in the rates of the excess-profits
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tax) so th‘a}: the tax can in no case be more than 20 per cent of the
net income in excess of $3,000 and not in excess of $20,000 plus 40 per
cent of the net income in excess of $20,000. :

WAR-PROFITS OREDIT FOR CORPORATIONS ORGANIZED SINCE THE PREWAR
PERIOD (SEQ. 3110, P, 90).

The House bill defines the war-profits credit for the -new corpora-
tion—i. e., the corporation organized since the prewar period—as
the sum of $3,000 plus 10 per cent of the invested capital for the
taxable year. This places the new corporation in a trade or busi-
ness whose normal profits for the prewar period werd above 10 per
-cent at a great disadvantage as comgared with corporations which
happened to be in existence during the prewar period. A majority
of tﬁg older corporations might enjoy a deduction of from 12 to 15
per cent, because- their profits in the prewar period were that high,
but the new corporation under the House bill would be restricted to
a deduction of 10 per cent. - ‘

The committes accordingly recommends that the new corporation
be placed on an equality with the old corporation in this respect by
granting to the new corporation a percentage deduction equal to
same per. cent of its invested capital as was earned on the average,
during the prewar period, by representative corporations engaged
in a trade or business of the same general class as that conducted by
the new corporation in question.

INVESTED CAPITAL—TANGIBLE PROPERTY PAID IN FOR STOCK OR SHARES.

In its definition of invested capital the House bill provides that
tangible property paid in for stock or shares may in no case exceed
the par value of the original stock or shares specifically issued there-
for. Such a limitation would work grave injustice in case of highly
conservative corporations which have acquired property for stocﬁ or
shares, the par value of which was (at the date of acquisition) mate-
rially less than the actual value of the tangible property acquired.
The committee recommends, therefore, that where the actual cash
value of such,-tan{‘ible prolgerty;;is shown -to the satisfaction of the
Commissioner. of Internal Revenue to have been clearly and substan-
tially in excess of the par value of the stock or shares paid therefor,
such -excess shall be treated as paid-in surplus.

This amendment. seeks to enact into law the substance of a regula-

" tion of the Treasury Department, which has worked well and which
has not led either to abuse or the filing of an excessive number of
claims. It is-highly important that this regulation be placed on a
statutory basis and continued.

THE “ 20 PER CENT LIMITATION ” UPON INTANGIBLE PROPERTY.

The existing law and the House bill as well provide that intangible
roperty paid in for stock or shares prior to March 3, 1917, may not
e included in invested capital at a value in excess of 20 per cent of

the par.value of the total stock or shares of the corporation outstand-
ing on March 8, 1917. While this figure—20 pef cent—has not been
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chianged, the definition of intangible property:has been’greatly en-
larged. Under the existing:-law; however, patents and copyrights are
not defined as “ intangible property,” and they are not subject to the
20 per cent limitation; while under the proposed bill the'definition of
intangible property -has been extended to include patents and:copy-
.rights. Because of this increase in the scope and content of the term
“intangible.property,” the 20 per cent limit impresses the committee
as obviously too low, and we recommend accordingly that it be in-
creased to 30 per cent.. : o )

INTANGIBLE PROPERTY PAID IN FOR STOOK OR SHARES ON OR AFTER
MARCH 3, 1917. o

The House bill provides flatly.that intangible property (other than
R}itents andcop%rig'hts) paid in for stock or shares on or after

arch- 8, 1917, shall not be included in:invested- capital; but that
patents and copyrights paid in after that date maybe included ‘in
invested capital under certain specified conditions. This discrimina-
tion between patents or:copyrights and other: intangible property
impresses the committee as unwarranted. Patents and: copyrights
give rise to as much abuse in connection with overcapitalization as
- other forms of intangible prog:rty.; - Moreover, sufficient protection

against abuse would seem to be provided. in.the provision that in-
tangible property can not be included in ‘invested ' capital:at an
amount in excess of the actual cash value of such iproperty at the
time paid in. It is recommended therefore that all intangible prop-
erty acquired for stock on or after March 3, 1917, be:permitted to
count as invested capital, under the conditions and safeguards ap-
plicable to paténts and copyrights. : -
RELIEF PROVISIONS.

No part of Title III is as-important as the so-called relief provi-
sions. The business world is apprehensive about the operation of the
war excess-profits tax, and it is true ‘that the ordinary method of
computing invested capital ‘would in certain exceptional: cases work
great hardship. ‘There is a measure of truth, for instance, in-the
the current criticism that the war excess-profits ‘tax places a heavy
penalty on conservative financing and a correspending premium”on
overcapitalization. : SRR L T o

The committee therefore believes ‘it necessary to provide a special
method of determining the tax: for those cases in:which the ordinary.
method of assessment would result in grave hardship or'serious in-

uality. To do this is not to confer an arbitrary discretion upon' the
:e\(cllministrative authorities; it is merely 'an éxercise of the legislative
power of reasonable classification. Indeed without such classifica-
tion the constitutionality of the whole tax: might; because of'its un-
equal operation, be open to serious question. o N
- “The:committee has materially increased the number ‘of cases for
which the House bill grants relief. - It is not necessary here to enumer-
ate these cases. It is sufficient to say that they represent the principal
classes of cases which a year’s experience with the excess-profits tax
prove to be in need of special treatment. The committee moreover
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belicves that. these relief powers should not be hidden under vague
and. general phraseology. The business world is apprehensive of the
operation of a war excess-profits tax at the high rates which war
exifencles make necessary. It is entitled to be reassured, explicitly
and frankly, by the enactment of carefully safeguarded provisions
for the relief or prevention of injustice and 1nequality.

" TITLE IV.—INHERITANOBE TAX.
SUBSTITUTION OF INHERITANCE TAX FOR ESTATE TAX.

The committee has substituted for the estate tax provided in the
House bill, which is a modification of the existing estate-tax provi-
sions with very greatly increased rates, an inheritance tax. Under
the estate-tax' plan the progressive rates are graded in accordance
with thesize of the net estate as a whole, without regard to the amount
of the: shares'of individual legatees or heirs. According to this
method ‘a beneficiary ‘receiving ‘a.-legacy of any given sum, say
$100,000 from an estate of $1,000,000, may have that share diminished
by -a ‘much greater amount of tax than a’beneficiary who receives th
same 'sum from a smaller estate. - The method of taxation employe:
in practically all of the States is that of an inheritance tax in which
the rate of tax is based upon the size of the individual share. It was
the opinion’of the committee that the inheritance-tax plan is fairer
and more equitable in its operation than the estate-tax plan.

“Tho general schéme, embodied in the amendment which appears
oni pages 111 to 128 of the bill is sccordingly that of a progressive in-
heritance; tax classified on the basis of the size of the inheritances.
No difference .in the rate is made because of the relationship of the
beneficiary, but it is provided that rio tax shall apply on transfers by
reason of the death of a decedent dying during the continuance of
the present war while serving in the military or naval forces of the
. United States, or dying within one year after the termination of the
war from injuries received or disease contracted in such service.
Provision is also made fqr exemption from the tax of transfers for
public or for religious, charitable, scientific, or literary purposes,
_The method of collection provided in the estate tax act is retained ;

that is) the exeoutor is made lisble for the payment of the tax and the
property of the estate is subject to a lieu for it, but provisions are
added rendering the ultimate beneficiaries liable to the executor for -
taxes upon their respective interésts. .~

“The difficalt featurd of the plan, as in all inheritance laws, was to
provide for the tax upon contingent future interest. This difficulty
has béen handled by providing for the application of the tax to the
separate determinable interests, present or future, in the net estate,
and the treatment of the remainder of the net estate as to which the
‘ultimate disposition can not be presently determined as a single share
or interest. This method is provided for.in section 4-3. The matter
of valuing annuities and remainders is covered in the customary way-
in section404¢. -~ . .

Provision is made’ that ‘inheritance taxes assessed by the various

States may. be deducted in determining the net estate, while under
the House bill they are not péermitied to be taken into account.
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So far as possible, subject to the change in method which was
adopted, the structure of the statute follows that of the estate tax
provisions (secs. 400-415, pp. 120-136). )

TITLH YV,

The provisions of this title are retained without substantial change,
except the striking out of the tax on the issue of life insurance policies
necessitated by reason of the new plan adopted for the taxation of
such companies. :

TITLE VI—TAX ON BRVERAGHS,
RATES (8EC. 600.)

The committee saw no sound reason for increasing the tax on non-
beverage alcohol above the present rate of $2.20 on each proof gallon.
This alcohol is largely used for medicines and medicinal preparations
and for household necessities, such as flavoring extracts, the cost of
which has already become very high. The tax on distilled spirits
gvithdrawn for beverage purposes was reduced from $8 to $6.40, this

eing double the present rate, with the belief that more revenue would
be secured at this rate than at the higher rate. ‘

DISTILLED SPIRITS LEFT IN BOND AFTER PROHIBITION,

It seemed necessary to make provision as to the treatment of dis-
tilled spirits which may be left in bond after the effective date of pro-
hibition, and such a provision appears in subsection (b) of section
600 (pp. 187-139). This subsection provides essentially (1) that no
tax shall become payable in respect. of any such spirits after the
effective date of prohibition; j(2{l’ that all bonds previously executed
to secure the payment of tax shall be canceled as.of the date prohibi-
tion takes effect; (8) that distillers having spirits in bond on that
date shall execute a bond to keep in good condition the bonded ware-
houses and the spirits in them, and not to remove or suffer to be re-
moved contrary to law'any such spirits; (4) that the distiller may
have the option to leave in bond distille(i=_ spirits upon which the. tax
would become due at the new rates in the interval before the efféctive
date of prohibition; and (5) that on removal of prohibition additional
allowance may be made for loss in the spirits by reason of their longer
storage. in the warehouse. Provision was also made for distilled
spirits and wines held in customs bonds (sec. 600b). .

To prevent the total lps's‘oWini to prohibition, of vineyards de-
veloped through many years for the production of wine, it was pro-
vided that under proper regulations wines may be produced and
existing stocks of wine may be utilized for the making of nonbeverage
spirits and nonalcoholic wines (sec. 618b).

TITLE VIIL—TAX ON OIGARS, TOBA(CO, AND MANUFACTURE
THEREOY, ‘

REPEAL OF * FREE LEAF” AoT,
Aside from changes in rates, the only change of importance made
in the tobacco provisions is the addition of section 704. By this new
section the so-called “ free-leaf act ” appearing in section 35 of the
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act of August 5, 1909, is repealed. That section permitted the
carrying on of a retail business in leaf tobacco without tax liability.
Apparently this right has not been extensively used. It is feared
that owing to the largely increased rates upon manufactured to-
bacco, untaxed leaf tobacco might under this provision be brought
into substantial competition with the tax-paid product. It is there-
fore provided as was the case previous to the act of August 5, 1909,
that buyers of leaf tobacco may make shipments only to other dealers
in leaf tobacco or to registered manufacturers or for export. No
restriction is, however, placed upon the farmer or grower of tobacco
in respect of leaf tobacco produced by him. ‘

The amendment of section 3360 of the Revised Statutes provided
for in chis section is designed to enable the Internal Revenue Bureau
to secure better -records of the disposition and handling of leaf
tobacco. -It is also provided that upon such tobacco sold or removed
or shipped otherwise than in accordance with law, there shall be a
tax equivalent to the tax upon manufactured tobacco.

TITLE VIIL—TAX ON ADMISSIONS AND DUES.

The rate of tax on admissions and dues was changed from the gen-
eral rate of 20 per cent to the general rate of 10 per cent provided in
the existing law.

The provision making the dues tax applicable to dues paid to
produce exchanges, boards of trade, and other similar organizations
was stricken out. o

TITLE IX.—EXCISE TAXES.

In section 900 certain rates were reduced and some of the proposed
new. taxes were omitted. ,_ o

The tax in respect of motion-picture films was changed into a
license tax of 5 per cent upon the total rentals earned from each
jease or license, as;iﬁwas' believed that this rate is equitable and that
this method of taxalion will insure collection upon all taxable gross
rev,enu)e arising from the rental of motion-picture films (sec. 905,
p. 204). ,

The tax on gasoline provided for in section 902 of the House bill
was stricken out. : ) , L
Section 905, levying taxes in respect of the excess of certain arbi-
trary amounts paid for various articles in common use, was stricken
out. .

SALES FOR EXPORT.

Provision was made that the excise taxes levied by this title should
not apply in respect of articles sold or leased for export and in due
course so exported (sec. 907, p. 207).

TITLE X.—SPEOCIAL TAXES.

The House bill provided for the continuance of the capital stock
tax on the basis of the fair average value of the capital stock of the
corporation for the preceding year. The determination of fair
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average, value has proved in administration to be very difficult.. - The
committee has accordingly provided that the basis of the tax: shall
be the amount of the net.assets of the corporation as shown by: its
books. It is believed that this basis of levyin?the tax is just and that
the change will not lead to any reduction of the revenue fromthis
source. - < S «

‘Certain changes in rates were made, and the proposed tax on the
use of automobiles was stricken out.

TITLE X1.—STAMP TAXES.

No changes of importance were made in this title, except that a pro-
vision was made for a sPet:ia,l't'ax}of b cents on each dollar of premium
charged under each policy of insurance or its equivalent issued to or
for a domestic corporation, partnership, or-individual by any foreign
corporation, partnership, or individual when such policy or instru-
ment is not signed or countersigned by an_ officer or agent of the
insurer in a State, Territory, or District of the United States in which
the insurer is authorized to do business (sec. 1107 (15), p. 241).

TITLE XII-—CHILD LABOR.

The committee proposes the insertion of a new title imposing an
excise tax of 10 per centum on the net profits upon the operation
of (a) any mine or quarry situated in the United States in which
children under the age of 16 years have been employed or permitted
to work during any portion of the taxable year; or (5) any mill
cannery, workshop, factory, or mahufacturinf establishment situate
in the United States inywii\ich children under the age of 14 years
have ‘been employed or permitted to work; or children between the
ages-of 14 and 16 have been employed or permitted to work more than
eight hours in any day or more than six daysin any week; or after the
hour of 7 o’clock post meridian, or before the hour of 6 o’clock a. m.

during any portion of the taxable year. ~ g - -

Such tax 1s not to apply in the ¢ase of an employer relying in'good
faith upon an employment certificate issued under regulations pre-
scribed by a board composed of the Secretary of the Treasuty,:the
Secretary of Labor, and the Commissicner of Internal Revenue; nor
in the case of an employer who satisfies the Secretary of the Treasury
that his employment of a child undér the prescribed ages was due to
an honest mistake of fact as to the age of such'child. ~

————————

TITLE XIII.—GENERAL ADMINISTRATIVE PROVISIONS.

GENERAL PENALTY .PROVISION.

The provision making general Fmvis’ion for ‘penalties a ?earm g in
the House bill was found to involve possible duplication of penalties
for the same offense. The section was redrawn to make clear the
precise offense to which it applies and to avoid conflict with or dupli-
cation of other provisions-(sec. 1808, p: 286),, Changes:-have also been
made elsewhere in the bill to prevent a duplication of penalties under
specific and general provisions of the statute, and the amounts of some
of the assessable penalties have been changed.
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APPLICATION OF SALES TAX IN THE CASE OF PREEXISTING CONTRACTS,

The provision in the House bill with reference to the situation
arising by reason of the application of a tax in respect of a sale
effected under a contract made prior to any notice of the tax, and
which does not permit the passing on of the tax, was limited to the
case of such contract between a manufacturer and a dealer. Where
such contract was made with a person other than a dealer covering
any article in respect to which a corresponding tax was imposed by
the revenue act of 1917, your committee changed the House pro-
vision so that such person should pay the tax under the act of 1917,
and no further tax should be imposed. Otherwise the House pro-
vision has not been changed. - )

TITLE XIV.—GENERAL PROVISIONS.

Your committee has substituted for the general repeal in the House
bill of “ any provisions of any act inconsistent with any provisions of
this act ” a specific repeal of all those titles and sections of the revenue
act of September 8, 1916, the act of March 3, 1917, and the revenue
act of October 3, 1917, which are covered by the bill. It is believed
that this will make it easier for the taxpayer and the Treasury De-
partment to know exactly what provisions of law are expressly
repealed. '

POSTAL RATES,

A new section (sec..1401) has been inserted by the committee, re-
pealing, as of July 1, 1919, the increase of postage on letters and post
cards provided by section 1100 of the revenue act of 1917. ‘

Another new section (sec. 1402) repeals the provisions of section
1101 of the revenue act of 1917, which establish a zone system for
second-class mail matter (newspapers and periodicals), and substi-
tutes therefor a provision that on and after July 1, 1919, the rate on
such class of mail matter shall be 1 cent a pound for delivery within
the first and second zones (150 miles) an«f 1} cents a pound for ail
other zones. :

The report of the Ways and Means Committee of the House is
hereto attached. It is as follows; -
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SeprEMBER 3, 1918, —Committed to the Committee of the Whole House on the state
of the Union and ordered to be printed.

Mr. KrrouiN, from the Committee on Ways and Means, submitted
the following )

REPORT.

[To accompany H. R. 12863.]

The Committee on Ways and Means, to whom was referred the
bill (H. R. 12863) to provide revenue, and for other purposes, having
had the same under consideration, reports it back to the House with-
out amendment and recommends that the bill do pass. -

THE FIBST PROBLEM IN DETERMINING OUR FISCAL POLIOY TO FINANCE
, * THIS WAR.

In determining our fiscal policy for financing the war the first
question that must be determined is, what per cent of our total
expenditures shall be financed by taxation and what per cent by
bonds? Your committee has determined the proportion of the
cost of the war that should be financed by taxation and by bonds not
upon the basis of previous experience, for there is no analogy in his-
tory, but upon a careful consideratian of the effect of the fiscal policy
upon the morale of the peopls, upon the inflation of prices, upon
production, and with reference to the relative ability of the people to
pay taxes now and after the war. )

%n June 5 the Secretary of the Treasury advised your committee
that the probable expenditures for the fiscal year ending June 30,
1919, would be about $24,000,000,000 and recommended that one-
third of this amount be raised in taxes, or $8,000,000,000. On July
16 Mz. Sherley, chairman of the Appropriations Committee of the
House, confirmed the estimate of the Secretary of the Treasury and
set out in detail the appropriations for this fiscal year, the total of
which amount to $24,328,661,427.67, exclusive of contract authori-

zationo,
21
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PREPARATION OF THE MEASURE.

On May 27, 1918, the President addressed the Congress in joint
session and recommended that the Congress set to work immediately
to draft the new revenue measure and recommended that the neces-
sary additional taxes be secured from war profits, incqmes, and lux-
uries. The Ways and Means Committee immedia began the
preparation of the new measure, and on May 29, 1918, the chairman,
after conference with the Ways and Means Committee, gave out the
'g;gowing statement relative to hearings on the proposed new revenue

The Committee on Ways and Means announce to all concerned that it will hold
public hearings at Washington, D. 0., beginning June 6,:1918.’ '

It is deemed necessary. y to increase. the revenue from taxation, It seems to
the committee that it will be necessary to raise the necessary increased revenue
chiefly from taxes upon incomes, excess of war profits, luxuries, and semiluxuries.

_Inthe Frepmt'ion of the new tax measure the committee will give careful considera-
tion to all suggestions with reference to the measure, together with suggestions of other
revenue sources, ) DR

Your committee sat in daily hearuﬁs from June 7 to July 17, and
since that time has been in continual daily session engaged in the
preparation of the measure.

At the beginning of the J)re’paration of the new measure your com-
mittee accepted the fiscal policy, suggested by the Secretary, as
sound, and determined to prepare a new revenue bill that would raise
during a 12-month period $8,000,000,000. In making the decision to
recommend that one-third of the expenditures for the current fiscal
year be raised by taxes and two-thirds from the sale of bonds, your
committee has been guided by conditions existing at the present time,
While your committee makes this' recommendation for the current

ear, it realizes that no fixed policy as to the relation of taxes to
gon for the future can be determined at this time and that the
amount that should be raised by taxation in any given year must
necessarily be determined after due consideration is given to business
and financial conditions existing in such year. Your committee fur-
ther adopted the policy that so far as practicable the $8,000,000,000
should be raised from taxes on incomes, excess and war profits, and
Juxuries and semiluxuries. ’ o

Throughout the graparation of the measure your committee has
endeavored to distribute equitably the new tax burden and to levy the
taxes in such a way that the burden should be met by those most able
to pay. Your committee has endeavored to wipe out all inequalities
in the operation of existing law and recommends the repeal of the
major portions of the revenue acts of 1916 and 1917 in order that
the existing internal-revenue laws so far as deemed practicable will
be in one act and therefore more readily accessible to the taxpayer.
A law of so great magnitude as this with the necessary exemptions
and similar provisions in the interest of quality and justice must of
necessity be more or less complicated, but ‘your committee has
striven to make this bill as simple and clear as possible in every
particular, o A
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THE NEW MEASURE,

The bill is divided into 14 titles, as follows:
Title I. General definitions.
Title 1I. Income tax. .
Title II1. War profita and excess profits tax.
Title IV. Estate tax. -
Title V. Tax on transportation and other facilities and on insut-.
ance. .
Title VI. Tax on beverages. '
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. Advisory Tax Board. ‘
Title XIII. General administrative provisions.
Title XIV. General provisions.

Trrue I. GENERAL DEFINITIONS.

This- title contains definitions applicable to the entire bill. The
following terms are defined in- this title: Person, corporation, domes-
tic, foreign, United States, Secretary, commissioner, collector, revenue
act of 1916, revenue act of 1917, taxpayer, and Government contract.

Trre II. INCOME TAX,
Part I. GeneraL ProvisiONns,
DEFINITIONS.

Part I of Title II contains the definitions applicable to the incoms
tax only. In this part (sec. 200) the ‘following terms are defined:
Taxable year, fiscal year, fiduciary, withholding agent, and dividend.
This part (secs. 201 and 202) also states the basis for determining gain
or loss and for tasing inventories. ‘

The divid 1nd provision makes any distribution made by a corpora-
tion out of iis earnings or profits accrued since February 28, 1913,
and payable to its shareholders or members, whether in cash or in
other property or in steck of the corporation, subject to tax in the
hands of the shareholder, the same as under the present law. It
also provides that-any distribution made in 1918 or subsequent years
shall be deemed to have been made from earnings or profits accrued
since February 28, 1913, The present law provides that dividends
distributed  to the stockholder shall be taxable to the individual at
the income-tax rates in effect in the year in which the dividend is
received, unless the corporation distributes more than its earnings
for the taxable year, in which.casa the additional amounts so dis-
tributed are taxable in the hands of the individual at the rates in
effect during the year in:which the corporation earned the same.
Under the proposed bill all distribution of i accrued since
February 28, 1913, will be taxable in the hands of the stockholder
according to the rates in effect during the year in-which the dividend
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is received. The proposed bill, like the present law, provides that
earnin%f or profits accrued prior to March 1, 1913, may be distributed
in stock dividends or otherwise exempt from tax after the earni
and profits accrued since February 28, 1913, have been distributed.

Under court decisions an addition to surplus through reappraise-
ment of assets is not made out of earnings or profits, and therefore
a distribution of the amount so added to surplus would not be a
taxable dividend, since not made out of earnings or profits. In order
to lprevent; tax evasion by this method, it is provided by the proposed
bill that any distributibn made shall be deemed to have been made
from earnings or profits unless all earnings and profits have first
been distributed. '

BASIS FOR DETERMINING GAIl\f OR LOSS,

In determining gain or loss from the sale or disposition of property,
Feﬁl’ personal, or mixed, the bill provides that the basis shall be as
ollows: o

In the case of property acquired before March 1, 1913, the fair
market price or value of such property as of that date; and in the
case of property acquired on or after that date, (1) the cost thereof,
or (2) the inventory value, if the inventory is made in.accordance
with the rules and regulations to be prescribed by the Commissioner
of Internal Revenue 1n order that the inventory may clearly reflect
the income.

INVENTORY.

In many cases the only way that the net income can be determined
is through the proper use of inventories. This is lax:ﬁ?ly true in the
case of manufacturing and merchandise concerns. e bill author-
izes the commissioner to require inventories whenever in his opinion
the same is necessary in order clearly to reflect the income of the
taxpayer. :
Part II. INDIVIDUALS,

NORMAL TAX.

Under existing law a normal tax of 2 per cent is levied under the
revenue act of 1916, upon the amount of the net income of a head
of a family or married person in excess of $4,000 and upon the amount
of the et income of a si.nﬁls?) erson in excess of $3,000. A like
normal tax of 2 per cent is evied under the revenue act of 1917
upon the amount of the net income of a married person or head of
a family in excess of $2,000 and in the case of a single person in
excess of $1,000. In lieu of the rates now in effect the proposed bill
(sec. 210) levies upon citizens or residents of the United States a
normal tax of 12 per cent upon the amount of the net income in
excess of credits provided in section 216, but provides that upon the
first $4,000 of this amount the rate shall be only 6 per cent. .

UNEAENED INCOME. \

The committee gave-careful consideration to thie advisability -of
making a differential between earned and unearned ‘income, but
finally determined that a flat normal tax was advisable in view of the
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difficulty  experienced by the committee in finding a satisfactory
method of distinguishing between earned and: unearned income
(a difficulty also experienced by the Treasury Department) and in
view of the almost insuperable 'difficulties in the administration of
such a' differential and the added complications in the law which
would -be necessitated thereby. The Treasury Department also
gave careful consideration to this question and reached the same
conclusion as the committee. :
' OREDITS.

In determining the amount of net income for the purpose of the
normal tax only the following credits are allowed (sec. 216): (1) The
amount received as dividends from a corporation. (2) Any amount
received as interest u}i:on obligations of the United States, anf State,
Territory, any political subdivision thereof, or the District of Columbia,
if the same has been included in gross income. (3) In the case of a
single person, an exemption of $1,000 or in the case of a head of a
family or a married person living with husband or wife, & personal
exemption of $2,000. ' A husband and wife living together are
entitled to but one personal exemption of $2,000. If a husband and
wife make separate returns either one may take credit for the $2,000
or they may divide the same between them. (4) An additional
credit of $200 is allowed a taxpayer for each dependent receiving his
chief support from the taxpayer if the dependent is under 18 years
of age or incapable of seli-support because mentally or physically
defective. , ‘ '

- The ‘only changes in the credit provisions are as follows:

For the purpose of the normal tax levied under the act of 1916, a
single person was entitled to a personal credit of $3,000 and a married
person or head of a family to $4,000. The proposed bill reduces this
exemption to the exemption provided under the revenue act of 1917
namely, $1,000 in the case of single persons and $2,000 in the case of
heads of families or married persons. Under the revenue act of 1917
a credit of $200 was allowed a taxpayer for each dependent child
under the age of eighteen years. The proposed bill allows the saine
exemption for dependent children under eighteen years of age, but
extends the $200 exemption to cover persons receiving their chief
support from the taxpayer who are incapable of self-support because
mentally or physically defective.

NONRESIDENT ALIENS,

Under existing law a nonresident alien is not entitled to a personal
exemption, but is only subject to a 2 per cent normal tax. The
bill provides that the normal tax upon nonresident aliens be made
the same as in the case of citizens or residents, namely, 12 per
cent of the net income in excess of the credits provided in section
216 (but without any reduction to 6 per cent on the first $4,000)
and that nonresident aliens be entitled (sec. 217) to the same
deductions and credits as citizens of the United States if they file
or cause to be filed with the collector a true and accurate return of
their total income received from all sources corporate or otherwise
in the United States, and include therein all the information which
the commissioner may deem necessary for the calculation of such

8 R—65-3—vol 1-—38
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deductions .and credits.-  Provision is made :in;the: bill- (m 217) %0
allow. the commissioner in his discretion to jpermit nonresident aliens
to file a claim for. the personal exemption with the mthholdmg agent
in-cases. where the income is withheld at the source. .- -

The bill also provides: (séc.:216 (e)), that:if the nom'esldent alien is
a citizen or subjéct of a country which imposes an igcome. tax  the
personal’ exemption:ghall. he allowed: only. if such. coun allows a
similar exemptlon to United States cmzens residing in such country.

BUBTAX.

‘The following table ahows the surtsxes levied under emtmg law
and the proposed bill:
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NET INOOME DEFINED.

- The bill (sec.:212):defines net income to mean the gross income
as defined in section 213 less: the deductions allowed by section 214.
Gross income will include the same items of income as are included
under the present law, with the following exceptions:

(1) The bill includes in gross income the interest from obligations
of States, Territories, political subdivisions thereof, or the District of
Columbia, issued after the passage of this act, unless authorized by
law prior to the passage of :this act or unless 1ssued for .the purpose
of funding or refunding interest-bearing indebtedness outstanding at
the time of the passage of this act or for the performance of a contract
entered into prior to-the passage of .the act. . The:.committee was. of
the opinion that, although there is doubt as to the constitutionality
of including the interest.on these obligations, justice requires that at
least in time of war the holders of these securities should share the
hurdens 'egually with the holders of Liberty bonds. The bill places
these bonds and Liberty bonds upon the same basis, exempting the
holder of not more than $5,000 of them from all income, war profits,
and excess profits taxes, and exempting him from normal income
tax on the interest received from the total amount held by him, and
subjecting him: to surtax and war profits or excess profits tax on the
interest received from such bonds the aggregate principal of which
exceeds$5,000. : DR - I . . . .

(2) The compensation of the President of the United States:and of
the judges of the Supreme and inferior courts of the United States and
all other officers and employees of any State, Territory, or political
subdivision thereof or.the District of Columbia, is: made subject. to
income tax. The compensation of these officials under existing law
is not subject to income. tax. . Your committee realizes that there
is a great difference of opinion among the best legal talent with
reference to the constitutionality of this provision, but feels that in
all equity 'and justice such officials should be subject to income taxes
and that, if necessary, this matter should be definitely decided by
the courts. - Ce , -

(8) The: bill also . excludes from .gross income amounts: not . in
excess of $3,600 received by persons in the military or naval forces of
the United States as salary or compensation in.any form from the
United States for services abroad or at sea in such forces,

(4) The present-hvyexdudes from gross income the proceeds of life
insurance policies paid upon the death of the insured to individual
beneficiaries.  The.proposed bill also excludes the proceeds of such
policies jpaid: to theiestate of the insured. . . = - S

(6) Under the present law it is not necessary to include .in gross
income the income of foreign governments received from investments
in the United States in stocks, bonds, or other domestic securities
owned by such. foreign governments; or from interest on deposits iin
banks. of ‘the United States of moneys belonging. to such:foreign gov-
ernments, . The: proposed bill, in -addition to providing that the
aforementioned income shall not beé included in gross income, provides
that income of foreign governments from any other source within the
United States shall not be so: included. -~ ,

(6) Under the present law it is doubtful whether amounts received
through accident or health insurance, or under workmen’s compen-
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sation acts, a8 compensation for :personal inj or sickness, and
damages received on account of sucﬁ injuries omkuees, are req’mred
to be included inigroes income, The proposed bill provides that such
amounts shall not be included in gross income. - e

DEDUCTIONS, ' *

Sec. 214 of the bill allows the same deductions from gross income
as under existing law, with the following exceptions: - -

(1) The present law allows the deduction of interest gaid;T except
on indebtedness incurred for the purchase of tax-free obligations or
securities. -This is difficult of administration, for in many cages it is
impossible to tell for what purpose indebtedness is incurred. A man,
for example, may have a mortgage on his house and have $1,000 in
bank. He borrows $1,000 and buys a Liberty bond and ‘makes a
payment on his mor age. For what purpose was the $1,000 ‘bor-
rowed { . The pro - bill allows the deduction. of all interest paid
in excess of the amount of interest received free from income tax.
This is easy of administration and carries out the general purpose:of
the existing law. ~ .

(2) The present law allows: aa a deduction the whole amount of
taxes paid to a foreign government, - The proposed bill, since it allows
(sec. 222) the amount of income and excess profits taxes paid to forei
countries upon income received from sources therein as a credit

ainst the income tax payable to the United States, does not allow
the same amount over again as a deduction in computing net income.

(3) Under existing law, in transactions entered into for profit but
not connected with the taxpayer’s business or trade, only the losses
actually sustained therein during the year to an amount not exceedi.l:ﬁ
the profits arising therefrom can be deducted. The proposed bi
changes the provision of existing law to allow the entire loss in such
transaction to be deducted. | SRR SEE

(4) Due to- the : necessity for erecting: ‘buildings ‘and building
machinery for war .]?urpo‘ses«man buildings and much machinery
‘have been erected that will be of little value after the war. “Under
existing law it is impossible for ‘the Treasury :Department to allow
deductions other than:for the ordinary exhaustion, wear and tear; and
depletion of such property. -A provision is incorporated in:this bill
to allow the Treasury Department in::such eases .to allow special
amounts for amortization; according to the peculiar condition in each
case, but such amounts can not-exceed in any ‘year 25 per cent of the
net income. - At any time within three years the allowance: may be
reexamined, and if found incorrect the taxes will be readjusted; and
any overpayment refunded or any underpayment collected: from. the
taxpayer. . .. . T T PR SN

(g)erhe depletion provision of -existing law:does not::grant' an
allowance. for cost.of development.: In: the case:of mines,-oil:and :Eas
wells such: an: allowance sesms-only equitable and :faif andthe :bill

rovides that a reasonable;allowanceiin suchcases:be allowed: for
Hep'reciqtion‘ -of improvements. :: The bill'ialse: corrects an:inequality
of the ‘present: law.by: providing for an:equitable apportionment :of

the depletion allowance between lessor and:
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 PARTNERS.

*- Under 'the proposed - bill: the' partners will be liable to income- tax
the same as'under existing law. ' The partnership as such is not liable
to income tax, but each partner will pay his income tax upon-his share
of the partnership profits whether the same: are distributed or not.

SR ' OREDIT FOR FOREIGN TAXES.

- Under.existing: law. a citizen of the United States can only deduct
income: war.or excess profits taxes paid to a foreign country from gro
income -in'. computing . net :income. - With 'the- 'con‘espondingrm
rates imposed by certain foreign countries the taxes levied in such
countries in addition to the:taxes levied in the United States upon
citizens of the United States place a very severe burden upon such
citizens. ‘The bill provides that a credit against the income tax
imposed in the United States be allowed a citizen of the United
States subject to income and war or excess profits taxes in .a
foreign country of an: amount-eqfual to the tax :paid in such country
upon income that is received from sources within such country:

e bill further provides that, in the case of an alien resident of the
United States who is a citizen or subject of a country which im
income, war profits, or excess profits taxes, a like credit shall be
allowed if such country allows a similar credit to citizens of the
United States resident in such country. «

~ INDIVIDUAL INCOME-TAX RETURNS.

Under existing law only - persons of lawful age have to make
returns,. A minor's income 18 either included in the income-tax return
of the parent or a return is made for the minor by:his guardian,
Single persons of lawful age and having a net income of $1,000 or
over and.married persons having incomes of $2,000 or over are
required to make returns ‘under xisti‘l:F law.. The proposed: bill
requires every. person, whether of lawful age or:not, having a net
income for.the taxable year of $1,000 or over, if single, or if married
and not.living with husband: or wife; to make a return, and requires
all married persons living with husband ‘or wife having a net income
of $2,000 or over to make returns, It is deemed advisable to allow
persons: under 21 years of age to make their own return and pay
their own tax separate from their parents if:they are:making their
own living or are emancipated. It is believed that there are a con-
siderable number of young men and women under the age of 21 now
earning more than $1,000 per year. Co

INDIVIDUAL INCOME TAX ESTIMATES,

. The.incomeé-tax estimates:are based upon 'the returns for the’cal-
endar year 1917, as near as the Treasury Department can determine
the:details of such returns:at this time. - .; . 0

- These figures show ‘that there were about 615,000 individuals with
an- income of over $4,000. per annum; ‘and 2,440,000 with taxable
incomes of $4,000 or less;.: R LT Lo
- The total taxableiincome is given: as'$7;400,000,000 and of income
- gubject to normal tax $4,700,000,000, the difference: being due to the
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fact that in computing the normal tax a credit is given for the per-
sonal exemption and for dividends received from corporations.
It is assumed, in thees estimates, that: the grouping of incomes of
taxpayers. for 1918 will correspond to-the grouping in:1916. . That
is, that the.incomes in any one bracket. in 1918 will bear the same
proportion to the total-income that the incomes in the like bracket
i 1916 bore to the total income for 1916. It was necessary to use
the 1916 groupings of income: for the basis of the estimates because
the 1917 compilation of returns is not yet complete in this respect.
It is estimated that the individual normal income tax will yield
$414,000,000 and the surtaxes $1,068,186,000, making the total indi-
vidual income tax for the current taxable year, $1,482,186,000.

Part III. CORPORATIONS.

Under the revenue act of 1916 a corporation tax of 2 per cent is
levied upon the net income of all corporations and under that act
dividends received by one corporation from another are not allowed
to be deducted in arriving at net income. The revenue act of 1917
levies an additional corporation income tax of 4 per cent upon the
net income of all corporations but for the (f)urpose of such additional
tax allows a corporation to deduct dividends received by it from other
corporations in arriving at its net income. The proposed bill allows
a deduction of all dividends received by one corporation from another
in computing net income and levies (sec. 230) a corporation tax of 18
per cent upon the amount of the net income in excess of the credits
allowed in section 236, but provides that the rate shall be 12 per
centum upon so much of this amount as does not exceed the sum of
(1) the dividends paid during the taxable year, plus (2) the amount

aid during the taxable year out of earnings or profits in discharge of
Eonds and other interest-bearing obligations outstanding prior to the
bei'rxxming of such year. ‘
example will make clear the effect of this tax. Suppose.the
amount of the net income of a corporation in excess of its credits is
$100,000. Suppose it has paid out during the year $50,000 in divi-
dends, and discharged $10,000 worth of bonds. Its tax would then
be 12 per cent of $60,000, and 18 per cent of $40,000. - ,
The committee believes that the reduction of the rate to 12 per
er cent on an amount equal to the amount of dividends paid will
Kave a wholesome effect in many cases in stimulating the })a ment of
dividends, . which will be subject to surtax in the hands o
holders.

The bill makes no change in the corporations exempt from income

tax. '

the stock-

DEDUCTIONS,

Section 234 of the bill allows corporations the same deductions
from gross income as under existing law, with the following excep-
tions: J .

(1) Under existing law the interest deduction is limited to interest
on an amount of indebtedness not in excess of the sum of ‘the paid-in
capital stock plus one-half of the interesting-bearing indebtedness.
Since borrowed money is not allowed to be included in computing
invested capital for the purpose of the war profits and excess profits
tax, it seems only fair to allow as a deduction in computing net
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income “the whole amount .of the interest paid during the year

This is done in the bill, which, however, contains the same limitation
in respect to:the tax-free interest received by the corporation which
is applied in the case of an individual. This matter is discussed under
the heading . ‘‘Deductions,” under the portion of this report relsting:
to the individual income tax.

(2) Existing law allows as a deduction the whole amount of texes
paid to a foreign Government. The proposed bill, since it allows
(sec. 238) :the amount of income and excess-profits taxes paid to
foreign countries upon income received from sources therein as a
credit against the.income tax payable to the United States, does not
allow the same amount over again as a deduction in computing net
income.

(3) A new amortization provision applicable to corporations has
been added to the deduction provisions. This amortization provi-
sion as applied to corporations is exactly the same as the amortization
provision applicable to individuals, which is explained at an earlier
page of this report.

4) The depletion provision of existing law has been changed in the
same manner as in the case of an individual. For a statement in
regard thereto, see paragraph (6) on an earlier page of this report.

OREDITS ALLOWED.,

In computing net income for the corporation tax the following
credits are allowed: -

(1) The'amount received as interest upon obligations of the United
States, any State, Territory, or political subdivision thereof, or the
District of Columbia, which is included in gross income.

(2) The amount of any war or excess profite taxes imposed by act
of Congress for the same taxable year.

(3) In the case of a domestic corporation, $2,000.
CORPORATION RETURNS.

Like existing law, the proposed bill provides that every corporation
not specially exempt shall make a return. The exempt corporations
are specified in section 231. The return will be required to show
~ the items of gross income and the deductions and credits allowed,
in a manner similar to that now required under existing law. The
returns will be required to be filed with the collector of the district
in which is located the principal place of business or principal office
or agency of the corporation, the same as under existing law.

CORPORATE NET INCOME.
The following table shows the corporate net income from 1909 to

date:
Corporate net income, 1909 to 1918.

Year. . e Net {ncome. Year, Net income,
T S evererieernan. ; sg,gg?,%; }3}; ............ ererseeenraane a%,gtg,ood;%
1900 LTLTIIITI NN 8 s0at000,000 016, .-ttt sjmr»j%iwo'
L e 4,151,000, 000 f} :4917 uﬁmud;.. ................. 10, 500, 000, 000
D14 . R R 4,714,000,000 || 1918 (eatimated).......cccc0eveennn 10, 000, 000, 000
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CORPORATION . INCOME TAX:

The net income of corporations for the current taxable year has
been estimated by the Treasury: Department at $10,000,000,000: . .-

After deducting from this amount the credits».allo’vve(i»(l:) $2,000
exemption allowed each corporation, estimated to amount - to
$500,000,000, and (2) the estimated excess and war 'profits taxes
amounting to $3,200,000,000, the income subject to the corporation
taxes will be $6,300,000,000. It is estimated that of this amount
$4,000,000,000 will represent amounts distributed in dividends and
indebtedness paid off during the taxable year and at the 12 per ¢ent
rate will yield $480,000,000. The remaining $2;300,000;000 will be
subject to the 18 per cent rate and will yield $414,000,000 revenue,
thus making a total revenue of $894,000,000 from the corporation
income taxes. : A

Part IV. ADMINISTRATIVE PROVISIONS,
PAYMENT OF TAXES.

Under existing law all corporations having an accounting period
ending with the close of the calendar year and all individuals are
required to make their return on the following March 1 and to pay
their tax on or before June 15. Under the present law corporations
having a fiscal year other than the calendar year are required to make
return on the 1st day of the third month follow'ing' the close of the
fiscal year. In order to harmonize the payment dates of business
concerns and Government transactions, with a view to disytribu_tinf
the burden upon the banks to the best advantage, it is deemed pref-
erable to change the time for filing the return of such corporations
to the 15th day of the third month after the close of the calendar or
fiscal year. A like period is also provided for individuals havin
accounting periods for a fiscal year other than the calendar year an
also for those having an accounting period closing at the end of the
calendar year. In order not to have the large payment of income and
excess profits taxes come upon one date, the bill provides that
these taxes be paid in three installments, one-third to be paid at
the time of the filing of the return, one-third on the 15th day of
the second month thereafter, and the remaining one-third on the
16th day of the fourth month after the time. fixed by law for
filing the return. In other words, the tax payment dates of indi-
viduals and-corporations whose accounting period is on the basis of
the calendar year will be March 15, May 15, and July 15. The com-
missioner is authorized to extend the time for making the return,
whenever in his judgment good cause exists, for a period not to
exceed two months, except in the case of taxpayers who are abroad.
In the case of taxpayers who are abroad the commissioner has dis-
cretionary authority to extend the time for such period as he deems
necessary. Except in the case of a taxpayer who is abroad, tax-
payers securing such extension of time must pay the first installment
of taxes upon the expiration of the period of extension, and the
second and third installments will become due as in the case of all
other ayers and as above stated. In the case of any taxpayer
who is abroad the commissioner may extend the time for pay-
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ment of the second and third installments by not more than four
months after the expiration of the period of any extension of time
for filing his return. : |

‘ REFUNDS.

A new provision is incorporated in the bill providing that if upon
examination of any return of income made pursuant to the income-
tax provisions of the revenue act of August 5, 1909, or October 3,
1913, or the revenue acts of 1916 and 1917 or this act it appears that
an amount of income, war profits, or excess-profits tax has been paid
in excess of that properly due the amount of the excess so paid shall
be credited against any income, war profits, or excess-profits taxes
or installments thereof then due from the taxpayer under any other
return and that any balance of such excess shall be immediatel
refunded to the taxpayer. It is believed that this provision W]fl
materially ‘assist in the settlement of transactions between the tax-
payer and the Government.

INFORMATION AT THE SOUROE,

The revenue act of 1917 abolished collection at the source and
substituted information at the source in lieu thereof, and provided
that all individuals, corporations, and partnerships, including lessees
or mortgagors of real or personal property, fiduciaries, and em-
ployers making payment to another individual, corporation, or
partnership of any fixed or determinable annual or periodical sum
in excess of $800 should report this information to the commissioner
in order that he might use the same as a check upon the returns of
the respective taxpayers. The proposed bill retains the system of
information at the source, but only requires information of income
payments made in excess of $1,000 or more in any taxable year.

COLLEOTION AT THE SOUROE,

The proposed bill, as under existing law, only requires the with-
holding of income in the case of payments by individuals, corpora-
tions, and partnerships of fixed and determinable annual or peri-
odical gains, profits, and income to nonresident alien individuals or
nonresident .corporations. In the case of nonresident aliens the nor-
mal tax will be withheld at the raté of 12 per cent.

In the case of tax-free covenant bonds the obligor will be required
to deduct and withhold a tax equal to 2 per cent of the interest upon
such bonds and similar obligations the same as under existing law.

Trree III. WAR PROFITS AND EXCESS PROFITS TAX.,

- In the interest of clearness this title has been divided into eight
parts, as follows: '

Part I. General Definitions.

Part I1.. Imposition of Tax.- -

Part II1.  War Profits Method.

Part IV, Excess Profits Method.

-Part. V.. Net. Income. -

Part VI, Invested Capital. -

-Part VII. Reorganixations. .

Part VII1. Miscellaneous.
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Part I. GENERAL DEFINITIONS.

In this Fart it is provided that the terms ‘ taxable year,” *‘fiscal
year,” and ‘‘dividends’’ shall have the same meaning for the purpose
of the excess profits tax and war profits tax title as is provided
for the purpose of the income tax in section 200, and that the ‘first
taxable year” for the purpose of this title shall be the same as the
‘‘first taxable year’’ for the purpose of the income tax.

Part II. ImposiTION OF TaAX,

In lieu of the excess profits tax imposed by Title IT of the revenue
act of 1917 and in addition to the other taxes imposed by this act,
a tax is levied for each taxable year upon the net income of every
corporation, computed according to which ever of the two following
methods will yield the higher amount of taxes: (1) The war profits
method or (2) the excess profits method.

In view of the increased individual normal and surtax rates upon
the income of individuals and partnerships which in most cases will
make the taxes paid by such individuals as high as the income and
excess or war profits taxes paid by corporations engaged in similar
business and in view of the difficulty in administering an excess
profits tax applicable to individuals, the bill provides that the war
and excess profits taxes shall apply to corporations only.

CORPORATIONS WHOSE INVESTED OAPITAL IS LESS THAN $50,000.

In view of the fact that in many cases it has been the experience
under the present excess profits tax law that the excess profits tax
has borne more heavily upon many small corporations with capital of
less than $50,000 than upon the larger corporations, because of the
fact that the smaller corporations are in most instances capitalized on a
different basis, and the income of such smaller corporations is in most
cases largely attributable to the personal activities of the stockholders
rather than to the capital invested, in order to more e.qf ally dis-
tribute the tax burden the bill provides that in the case of a corpo-
ration having an invested capital of not more than $25,000 the excess
or war profits tax levy shall in no case exceed 35 per cent of the amount
of its net income for the taxable year in excess of $3,000, and that in
the case of corporations having more than $25,000 but not more than
$50,000 invested capital, the excess or war profits tax levy she'l in no
case be more than 40 per cent of the amount of ite net income for the
taxable year in excess of $3,000. This provision, however, will not
apply to corporations whose net income exceeds $50,000.

CORPORATIONS IN WHICH INVESTED OAPITAL I8 NOT A MATERIAL
INCOME-PRODUCING FACTOR.

In certain instances the experience under the-existing excess-
profits tax law has been that there are certain classes of corporations
the earnings of which are to be ascribed primarily to the activities
of the principal owners or stockholders and in which capital is not
directly or indirectly a material income-producing factor.: In such
cases the excess-profite tax would bear too healsﬁy upon such -cor-
poration, as practically all or by far the greater portion of the income
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would be subject to the rate provided in the hiﬁhest excess-profits
bracket. In order to equalize this situation the bill provides in
section 303 that in the case of such a corporation, in lieu of 'the
tax imposed by the excess-profits tax provision of the Revenue
Act of 1917 and in lieu of the tax imposed by section 301 of the

roposed bill, and in addition to all other taxes imposed by such
Eill,’ a tax of 20 &er cent upon the amount of the net income of such
corporation for the taxable year in excess of $3,000. It is provided,
however, that no corporaiton shall be taxable under this provision
if 50 per cent or more of its Fross income consists of gains or profits
derived from purchase or sale, or of gains, profits, or commissions
derived from Government contracts,'or if the invested capital of such
corporation is more than $100,000. Such corporations will be taxable
under section 301 under the excess-profits method or the war-profits
method, whichever will yield the higher tax. . -

EXEMPT CORPORATIONS.

All corporations exempt under the income-tax title will be exempt
from the excess-profits or war-profits tax. A list of these corpora-
tions will be found in section 231.

Part III. War-Prorrrs MeTHOD.

This part fixes the prewar period as the calendar years 1911, 1912,
and 1913, or, if s corporation was not in existence during the whole
of such period, then as many of such years during the whole of
which the corporation was in existence. The bill provides a tax
of 80 per cent upon the amount of the net income in excess
of the war-profits credit. The war-profits credit will be determined
in the following way: Every corporation will be allowed a specific
exem};:tion of $3,000 and in addition its average prewar earnings
for the prewar period 1911, 1912, and 1913. In the case of corpo-
rations who have increased their capital since the prewar period,
the bill provides that an additional amount be allowed equal to 10
per cent of the additional invested capital employed during the tax-
able year. If the corporation has reduced its capital since the pre-
war period, the allowance must be decreased by an amount equal to -
10 per cent of the invested capital withdrawn. If a corporation was
not in existence during the whole of any one calendar year during the
prewar period, or if it had no net income for the prewar period, or if
1ts prewar earnings were less than 10 per cent of its invested capital
for the taxable dyear,v it will be entitled to a specific exemption of
$3,000 and an additional amount equal to 10 per cent of the invested
capital for the taxable year. The proposed bill, like the present
excess-profits tax law, specifically provides that a foreign corpora-
tion shall in no case be entitled to the specific exemption of $3,000.

The war profits tax is not distinctly a war profits-tax, since a mini-
mum exemption of 10 per cent is allowed in all cases. In view of the
high rate of tax imposed by this method and in view of the fact that
owing to a serious depression in many industries, many corporations
were making very small profits durini the prewar period, your com-
mittee believes that it is only equitable and fair to allow such cor-
porations a minimum exemption of 10 per cent and that such an
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exemption is necessary to allow such corporations a sufficient return
upon their investment in order to assure them a reasonable profit and
at the same time to enable them to maintain their plants as going
concerns. : IR

Part IV. Exoxss Pndma Mimion.-‘ :

The bill provides that for the p\u']f)ose of determinidg the' excess
profits tax the credit shall consist of a specific exerption of $3,000
plus an amount equal to 8 per cent of the invested capital of the
corporation for the taxable year. The tax under the excess profits
tax method will be computed upon - the following :basis: Thirty-
five per cent of the amount of the net income in ‘excess of the
excess profits credit (of 8 per cent of the invested:capital :plus
$3,000) and not in excess of 15 per cent of the invested ‘capital
for the taxable year; 50 per cent of the amount:of the net income
in excess of 15 fpen' cent of the invested capital and not in excess
of 20 per cent of such capital; and 70 per cent of the amount of the
net income in excess of 20 per cent of such capital. Even with
the increased excess profits tax rates, it is dprobabletha’t“man - cor-
Eorations whose tax will be computed under this method will not

ave their taxes increased to so great an extent over their excess
profits taxes of last year as many corporations whose taxes will be
computed under the war profits tax method. -

Under existing law it is found that somo corporations of small
capital would not be able to take their entire c¢redit out under the first
bracket. The bill provides that in such cases where the full amount
of the credit can not be allowed in the first bracket by 'reason
of the fact that such credit is in excess of 15 per cent’ of the
invested capital the part not so allowed shall be deducted from' the
amount in the next succeeding bracket, and if not' then fully allowed
the remaining part shall be deducted in'the last bracket. - As under
existing law, in.computing the excess-profits tax a foreign corporation
will not be entitled to a specific exe;xgldptlon of $3,000 in computing the
excess-profits tax under the proposed bill. : ‘

Part V. Ner INcoMB.

The net income of corporations for: the prewar period 1911, 1912,
and 1913 will be computed exactly as under the existing excess-profits
tax law and will be comparatively easy. to ascertain; since the returns
are already on file in the Treasury Departnient.:: The net-income for
the taxable year will be computed upon thesame basis-and in the
same manner as is provided for computing the corporate income under
Title II of the proposed bill. ~~  ~ -~ . ..

The average net income for the prewar period will be determined: by
dividing the number of years within that period- during - the whole: of
which the corporation was in existence into. the sum-of the net incomse
for such years, even though there may have been no net income for
one or more of such years. . . ; T

Part VI, iMsTEb Cu&ni.-.:i Do
The definition of invested capital in: the existing law, while. re-
written in the proposed bill in the interest.of .clearness and while
changed slightly in order to apply a more liberal rule in a fow cases
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where : the -existing law has: in operation :been found to produce
cer‘tliairn inequalities, has not been changed in any important par-
tic RS R ST LS SR oy ) .

In order. to simplify the definition of invested capital it has heen
deemed advisable to.define certain terms, such as ‘‘intangible pro
ﬂl‘t)'i"’"“"t&ngihle dpmperty-,’-’ ‘‘borrowed capital,” and ‘‘inadmissible
assets,” . These definitions will be found in section 325 of the bill.
. In.the case of certain investment banking houses whose business
is almost entirely confined to tax-exempt securities, such as muni-
cipal and State bonds, a very difficult question arises as to what
should; be the invested capital of such corporation, Although the
definition of invested capital in existing law. specifically states that
the amount. invested in such securities shall not be included in
invested. capital if the interest income from the same is not subject
to income, excess and ‘war profits taxes, the income from the gain
upon the sale of th‘eee“bomfs “however, is subject to all the afore-
mentioned taxes. The bill therefore allows such a corporation to
add to its invested capital an amcunt equal to the same proportion
of the amount invested in such tax-free securities as the profit from
the sale of such securities bears to the total net income derived from
the sale thereof and the interest thereon. . o

It also has been the experience of the Treasury Department that
the excess profits tax places s very heavy burden upon investment
houses and similar corporations whose business is largely confined
to dealing .in tax-free securities,. because such corporations cannot
include in invested capital either such securities or borrowed money.
In order more nearly to equalize this burden, the bill provides that
in such cases a corporation shall be entitled to include in invested
capital an amount.invested in such tax-free securities not in excess
of . the borrowed -capital of such, corporation (other than indebted-
ness maturing within one year of its creation, all accounts payable
and. current liabilities) for such year, if it includes in its net income
for excess profits tax purpose the interest and dividends from the
bonds and stocks included in computing invested capital.

CONSTRUCTIVE OAPITAL,

The existing excess profits act provides that in cases where the
Secretary of the Treasury is unable to determine satisfactorily the
invested. capital. of & corporation he may construct the same upon
the basis:of representative concerns. The bill provides that the
Commissioner: of Internal Revenue be given this same discretion
under the proposed excess profits tax method and adds a provi-
sion in section 327 for the construction of capital in. two additional
specified .cases:.(1). Where .the mixed aggre%ate of tangible prop-
erty and intan(gible property has been. paid in for stock or for
stock and bonds and the commissioner is unable satisfactorily to
determine the representative values of the several classes of property
at the time of payment or to distinguish the classes of property paid
in for stock. and for bonds, irespectively, or (2) where capital is a
material income; producing factor:-but where, because of the fact that

the (g})ital ;employedzia;m_'lﬁe part borrowed, . there is no invested
capital, or the invested.capital is materially disproportionate to the
net income as compared. with representative concerns engaged in a
like or similar muf e or business. This section is not, however, to
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a,pgly to any corporation 50 per cent or more of whose gross income
is derived from Government contracts. -

The bill provides in section 328 that in determiniag invested
capital in the above cases the commissioner shall compare :the
taxpayer only with representative corporations whose invested
capital can be satisfactorily determined and which are as nearly as
may be similarly circumstanced with respect to gross income, net
income, profits J)er unit of business transacted and capital employed,
the amount and rate of war or excess profits, and all other relevant
facts and circumstances.

Section 328 also provides that the commissioner shall keep a
record of all cases in which invested capital is constructed under
section 327 and that the Senate or House of Representatives may
call for a copy of such record or information regarding any suc
cases without regard to the restrictions contained in section 257
with reference to publicity of income tax returns.

Part VII. REORGANIZATIONS.

In the case of the reorganization, consolidation, or change of
ownership after January 1, 1911, of a trade or business now carried
on by a corporation, for the purpose of determining the net income
and 1nvested capital for the prewar period, the corporation shall be
deemed to have been in existence prior to that date, and the net in-
come and invested capital of the predecessor trade or business for
all or any part of the prewar period prior to the organization of the
corporation shall be deemed to have been the net income and invested
capital of the corporation.

the case of the reorganization, consolidation, or change of owner-
ship of a trade or business after March 3, 1917, if an interest or control
in such trade or business of 50 per cent or more remains in the same
Fersons or any of them, in such case no asset transferred or received
rom the predecessor trade or business shall, in computing invested
capital, be allowed a greater value than would have been allowed in
computing the invested capital of the prior trade or business if such
asset had not been so transferred or received.

Part VIII. MISOBLLANEOUS,

In the case of coxs»orations having a fiscal 'Iyear ending during 1918
the income will be divided into two parts: The income falling in the
year 1917 will be subject to the excess-profits tax rates provided
under existing law in the revenue act of 1917, and the income falling
in the period from January 1, 1918, to the close of the fiscal year
will be taxable at the war-profits rate or excess-profits rate, whichever
is higher, provided in this bill.

CORPORATION RETURNS FOR EXOES8S8 OR WAR PROFITS TAXES.

No returns for excess or war profits tax purposes will be required
of any corporation not having & net income of $3,000 or over for the
taxable year. Corporations subject to tax under this title will make
return and pay their taxes at the same times and places and in the
same manner and subject to the same conditions as is required of
corporations ir making their return for income-tax purposes.
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' EXOESS PROFITS' AND WAR PROFITS ESTIMATE.

The basis of the estimate for: the excess profits taxes is as follows:

It is assumed that the net income of  corporations for the current
taxable year will be $10,000,000,000.: This is less than the net income
for the last taxable year, which is estimated by the Treasury Depart-
ment at $10,5600,000;000,: and it is estimated that these earnings will
be reduced to the ahove figure for 1918. L :

As a basis for applying the rates provided in this bill the returns of
about' 11,500 corporations for 1917, selected at random, were tabu-
lated. - It is assumed that the returns for the current year will be simi-
lar to these known corporations reporting for last year, the total net
income, of course, being estimated at $10,000,000,000. It is esti-
mated that the revenue from these taxes will be about $3,200,000,000.

Trree IV. ESTATE TAX.

Congress for the first time, by the revenue act of September 8,
1916, levied a tax (a graduated tax) upon the transfer of the net
estate of a decedent. In determining the net estate-an exemption
of $50,000 is allowed. ; -

This form of taxation has now been in operation for about two
years and sufficient .opportunity has been afforded those engaged
in: administering the law to observe and report to OOn%:'ess the effect
of the existing law and suggestions for amendments which will bring
out more clearly the intention which Congress desired to prevail at
the time of the original imposition of an estate tax. ; -

The present bill provides: for the imposition of a tax which will
take the place of that imposed by Title II of the revenue act of 1916
as am_encged March 3, 1917, and the tax imposed by Title IX of the
revenue act of 1917, o o '

Section 402 of this bill, which takes the place of section 202 of the
ori§ina.l act, has been revised so as to contain a provision specifically
including in the gross estate dower, curtesy, or any estate created
in lieu of dower or curtesy. The distinction between dower and
curtesy interest and property Fassihg -to wife or husband by will or
intestate succession is technical rather than real, at least in the con-
sideration of the question as to whether they should be subject to
estate tax. The proposed amendment is for the purpose of making
it clear that such interests are to be included. - , o

It was the intention of the framers of the original act that dower,
curtesy; and: estates created in liou of dower or curtesy should be
included'in the:gross estate, and your committee believes that' the
Treasu;X‘De artment has correctly ruled in requiring them to be so
included: :Since adispute has arisen with reference to this question,
your committee deems it advisable to provide specifically that these
estates'shall be included in the gross estate. : _

There has also been included in the gross estate the value of prop-
erty passmﬁ under a general ‘power of appointment. ' This' amend-
ment as well as that preceding is for the purpose of clarifying rather
than extending the existing statute; A person having: a ‘general
power of appointment is, with respect: to disposition of  the: ’gro’p'arty
at his death; in a position not unlike that of its'owner.: The pos.
sessor of the: power has full authority to dispose of the property at

8 R—65~3—vo} 1—4
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his death, andthere seems to be no reason whythe: privilege which
he exercises should not be taxed in the same d ad other property
over 'which he exercises the same authority. . The:-absence of a: pro-
vision -including :property  transferred ‘by .power . of .. appointment
makes it possible; by resorting to:the creation: of. such a power, to
effect two transfers of an estate with the payment of only one tax. . ..

The ‘gross estate section has been amended to specifically include
(1) insurance receivable by the executor under policies taken out by
the decedent u{)‘o_n his own life and (2) insurance in excéss of. $40,000
receivable by all specific'beneficiaries under policies taken: out by the
decedent upon his own life. (1) Insurance payable to the executoror
to the estate is now regarded as falling within section 202 (a) of -the
existing statute and this construction of the existing statute is now
written into the new bill for the sake of clearness. - The .amendment
will serve the further purpose of putting on notice those who acquaint
themselves with the statute for the purpose of making more definite
plans for the disposition of their property. (2) The provision with
respect to specific beneficiaries has been included for the - reason
that insurance payable to such beneficiaries usually: passes under a
contract to which the insurance company and the individual bene-
ficiary are the parties in interest and over which  the executor
exercises no control. Amounts passing in this way: are not liable
for expenses of administration or-debts of the decedent and therefore
do not fall within the existing provisions: defining: the gross estate:
It has been brought to the attention of the Committee that: wealthy
persons have and now anticipate resorting: to-this method.of defeatin
the estate tax. Agents of insurance ‘companies have openly. urg
persons of wealth to take out additional .insurance payable: to
specific beneficiaries for the reason that such insurance would not be
included ‘in the gross estate. A liberal exemption of $40,000 has
been included and it seems not unreasonable to require the inclusion
of amounts in excess of thissum., =~ :

Section 403, which takes the place of section 203 of the original
act defining the deductions for the purpose of arriving at the net
estate, inserts a provision that income taxes upon income.received
after the death of the decedent, and estate,. succession, legacy,: or
inheritance taxes, are not to be deducted. - Obviously, income taxes
should not be deducted, for the reason that they are payable from
and on account of income which is not.included -in the gross estate.
Inheritance taxes payable to States are payable in. respect to:the
benefits derived by individual legatees and benéficiaries. : They: are
computed upon the basis of the amount which passes to such bene-
ficiaries and are not known until estate taxes have been ascertained;
These provisions are in conformity with existing rulings in the ad-
ministration of -the law, which rulings .the committee thinks. are in
accordance with the statute, and ‘are now included for: the sake of
clarification, as in the case of additions made to section 402 men-
tioned above. - : TP,

An additional subdivision has been added to section 403 which will

ant' a- deduction of amounts which have:b en received: by the
ﬁrecedent as a share in the estate of any person who died within five
years prior to the death of the decedent. It has come to.the attention
of the committee that persons closely related have died within such-a
short space of time that the same estate passing:within a short period
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of time has been subjected to the estate tax and thereby diminished
unreasonably because of the short period within which the two levies
have been made, For example, a husband dies leaving a large
amount of property to his wife, an elderly woman, who dies within a
few weeks after her husband’s death. Under existing law the entire
estate is taxed on the transfer from husband to wife and on the
transfer from wife to other beneficiaries. The proposed amendment
grii;nts an interval of five years within which the deduction may be
taken. v .

Section 404 includes a provision: that returns shall be made in all

cases where the gross estate exceeds $50,000.instead of $60,000, as
rovided under existing law. In the administration of the present
aw it has been found that representatives of the estates almost
uniformly report local tax assessments as the value of proai)er:frnfor
measuring estate tax. The act levies this tax on the actual value of
property ‘at the time of the decedent’s death. It was therefore
necessary to require a return on estates of $50,000 or more even
though there is -a specific exemption of $50,000, in order that the
department- may have the opportunity of verifying the true value
of the property included in estates which are near the line of exemp-
tion,. ... = ‘ .

~ A proyision has been included in section 406 which will enable the
commissioner. to grant relief in the form of an extension of time for
the payment of the.tax not to exceed two years from the due date,
where the requirement for immediate payment of the tax will impose
undue. hardship upon the estate. .In the case of those estates where
the holdings of the decedent are largely in lands and other property
for which there is no ready market, it has been found in practice that
a forced collection of the tax results in enormous sacrifice to the
beneficiaries. 'This is due net so much to the amount of the tax as
to the lack of a imarket for certain kinds of property. It is believed
that in levying taxes of this character the estate should be given
every opportunity, consistent with safe and proper enforcement of the
law, to raise the money with which to pay the taxes without sacrific-
ing the true value of the property of the decedent. ..

gl‘he rate of interest chargeable on taxes not paid within u year and
a half after the decedent’s death has been changed from 10 per cent
to 6 per cent per annum in the belief that this rate is a fair rate as
interest and that: penalties should preferably be imposed as penalties
and not in the form of penal rates of interest.

Minor changes in verbiage and slight modifications in procedure
have been made for the sake of insuring more equitable, uniform,
and efficient adminidtration of the law. Instances of these are the
extenision of time for filing notice, the extension of the due date,
the changé'in the rate of interest on account of delayed payment,
authorization to release the lien on specific property when t{w tax
has been paid, the limitation of ‘deductions in: the case of non resi-
dents to 10 per cént of the value of the gross estate situated in the
United States for administering the estate, and the giving to the
executor a’ right of contribution from the specific beneficiary under
policies of insurance.
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The following table compares the estate-tax rates imposed by
ung

existing law the proposed bill:
Rates ot net estates
[
Amount of net estate (an exsmption of $50,000 is allowed estates of residents
of the United States, in computing the value of net estate). . - Existing
law m.
st Percent. | Per cent.
Not exceed;gs $50,000. . ..... “eavs b eebenreassuasanatatenitanescersacacantasnnnnne 2 3
Exoeeding $50,000 and not exceeding $150,000. ......cuueruurninnnnnnnenrencnsrnns 4] . ]
F.xoeeding $150,000and not exceeding $250,000, --... . ol 6 9
Exoeeding $250,000 and not exceeding $450,000.,.....c0eveuunnn..... ceen 8 12
Exoeeding $450,000 and not exceeding 1,000,000, ... ... 7 111 s 10 15
Excesding 31,000,000 and not exceeding $2,000,000. .. N 12 18
Exceeding $2,000,000 and not exceeding $3,000,000........000eeuunnennnn... cere 14 2%
Exceeding $3,000,000 and not exceeding $4,000,000,..e...c.cvveuennnsenn... .. 16 4
Exceediog $4,000,000 and not excecding $5,000,000...0.c0000ereneneennnnn. vees 18 b1k
Exceeding $5,000,000 and not exceeding $8,000,000. ... .cee.veeennrenrennnenanonn.. 20 30
Exceeding $8,000,000 and not exceeding 316,006,000 ............................... 22 35
B 810,000,000 ccereerenranennerancrancnoeonsnnomsemnomrorenn oo 2 I

ESTATE TAX ESTIMATE.

It is estimated that the estate tax will yield during the fiscal year
1920 $110,000,000, and that when the bill is in full operation the
annual yield will be $140,000,000. For the fiscal year 1919 it is esti-
mated that the estate tax yield will be about $80,000,000.

TirLe V. TAX ON TRANSPORTATION AND OTHER FACILI-
TIES AND ON INSURANCE.

FREIGHT,

The proposed bill does not increase the present rate of 3 per cent
upon the amount paid for transportation of freight. It does provide,
however, that in the case of freight transported from a point without
the United States to a point within the United States, a tax of 3 per
cent shall be paid upon the amount paid for transportation of such
freight within the United States. , ‘

e receipts from the freight tax during the period it was in
operation during the fiscal year ended June 30, 1918, amounted to
$30,000,000. It is estimatéd that this tax will yield $75,000,000
during the first 12 months’ period the bill is in operation.

EXPRESS.

The proposed bill does not increase the rate of 1 cent for each 20
cents or fraction thereof of the amount paid for transportation by
express. It does, however, as in the case of the freight provision,
provide that a tax shall be paid upon express trans%)rted from a
point without the United States to a point within the United States,
and levies a tax of 1 cent for each 20 cents or fraction thereof upon
the amount paid for such transportation within the United States,

Durini the period that the express tax provision was in operation
during the fiscal year ending June 30, 1918, the express tax receipts
amounted to $6,459,000. It is estimated that this tax will yield
$20,000,000 during the first 12 months’ period the bill is in operation,
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TRANSPORTATION OF PERSONS.

The proposed bill levies a tax of 8 per cent upon the amount paid
for transportation of persons, the same as under existing law.

During the period that this tax was in operation during the fiscal
year ended June 30, 1918, the tax yielded $24,306,000. = It s estimat-~
ed that duringi’lt.he first 12-month period this bill is in operation the
receipts from this tax will amount to $60,000,000. '

PULLMAN AOCOMMODATIONS,

Under existing law the tax upon Pullman accommodations is an
amount equivalent to 10 per cent of the amount paid for seats, berths,
and staterooms in parlor cars, sleeping cars, or on vessels. The pro-
posed bill reduces this rate to 8 per cent, This reduction is recom-
mended because the Director General of Railroads contemplates
issuing in the very near future a ticket combining the regular fare and
Pullman accommodation charge, and therefore in order to most expe-
ditiously conduct the sale of such tickets and to avoid making a sepa-
rate computation of tax for each railway and Pullman transportation
charge, it is deemed advisable that the rate for both such charges be
the same,

The receipts from seats and berths during the period that the
tax upon Pullman accommodations was in effect during the fiscal
year ended June 30, 1918, amounted to $2,237,000. It is estimated
that this tax will yield, during the first 12-months period this bill is
in operation $5,000,000.

TRANSPORTATION OF OIL BY PIPE LINR

In view of the fact that freight charges have been increased 25 per
cent and that there has been no similar increase in the transportation
charge on oil by pipe line, your committee deems it fair to make an
increase in the tax on the amount paid for the transportation of oil
by pipe line of approximately 25 per cent. The present rate is 5 per
cent of the amount paid for such transportation and the bill provides
that the rate be increased to 6% per cent of the amount so paid.

During the period of the fiscal year 1918 that the oil tax provision
was in operation the receipts from this source amounted to $1,453,000.
It is estimated that the receipts from the increased tax during the
first 12 months this bill is in operation will amount to $4,550,000.

TELEGRAPH AND TELEPHONE MESSAGES, ETO.

Under ex.istix;%jlaw a tax of 5 cents is levied upon each telegraph,
telephone, or radio dispatch, message, or conversation in which the
charge for the transmission is 15 cents or more. The bill provides
the following taxes upon the transmission of such messages: A tax
of 5 cents for each message on which the charge is more than 14
cents arfd not more than 50 cents, and a tax of 10 cents upon all such
messages when the charge is more than 50 cents. _ .

The bill provides a new tax upon the amount paid to any
telegraph or telephone company for any leased wire or talking
circuit special service equivalent to 10 per cent of the amount so
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paid. It is provided, however, that this tax shall not apply to the
amount paid for so much of such service as is utilized (1) in the col-
lection and . dissemination of news thm\:‘ﬁhthe‘ public press or (2)
in the conduct by a common carrier or telegraph or telephone com-
pa%{ of its business as such, ‘ « o . =

e receipts for the -period. the tax upon  telegraph and - telg- -
phone and similar messages was in effect during the. fiscal year 1918
amounted to $6,299,000. It is estimated that at the increased
rates, the tax, together with the tax upon talking circuit and leased
wire charges, will amount to $16,000,000 during the first 12 months
this bill is in operation. .

LIFE INSURANOE.

A tax equivalent to 8 cents, on each $100 or fractional part thereof
of the amount for which any life is insured, is levied under existing
law, and this same tax is retained in the proposed bill. ' It is foun
that some industrial insurance is written on the monthly payment
plan. A new provision is proposed in such cases to harmonize more
nearly the tax upon such insurance with the tax upon industrial policies
issued on the weekly payment plan providing:that in the case of in-
dustrial insurance upon policies by which alife is insured not in ex-
cess of $500 issued on the monthly payment plan, the tax shall be 20
per cent of the amount of the first monthly premium. . This’bill also
provides ‘that in the case of such policies'issued on the weekly pre-
mium plan the tax shall be40 per cent of the amount, paid for the first
weekly premium, the same as under existing law. The bill contdins a
new provision in the case of group life insurance ¢overing ‘groups
of not less than 25 lives in the employ of the same person for tﬁe
benefit of persons other than the employer, })r‘ovidii)‘g that the tax
shall be equivalent to 4 cents on each $100 of the aggregate amount
for which the group policy is issued and of any net increase in' the
amount of insurance under such policies.

MARINE, INLAND, AND FIRE INSURANOE,

The bill re-enacts the tax of 1 cent on each dollar or fractional
part thereof of the premiumcharged under each policy of such
msurance without change. - o ‘

OASUALTY 'INSURANOE.

Under existing law a tax is levied equivalent to 1 cent on each
dollar or fractional part thereof of the premium charged under each
casualty-insurance policy. No change is made in this provision
excegt that in’ the case of ‘industrial-insurance policies when issued
on the monthly paymernt plan, a tax equivalent to 20 per cent of the
amount of the first monthly premiumis imposéd; and when'issued on
the weekly payment plan a tax of 40 ‘per cént of ‘the amount paid
for the first weekly premium is imposed, so that the tax levied upon
such casualty-insurance policies will' correspond to the tax levied

.

upon similar life-insurance policies, *
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INSURANOE-TAX ESTIMATE.

Juring the period the insurance provisions were in operation
during the fiscal year 1918 the revenue receipts from insurance
amounted to $6,492,000. It is estimated that the receipts from
insurance during the first 12 monthsa this bill is in operation will
amount to $12,000,000. :

Trree VI. TAX ON BEVERAGES.

-In fixing the rates upon beverages your committee, in the prepara-
tion of this bill, has endeavored to fix the maximum reyenue-produc-
ing rate, and therefore the bill proyides in the case of distilled spirits
for beverage purposes for an increase in the rate from $3.20 to $8
per gallon and in the case of beverages to be used for manufacturing
i)urposes for an increase in the rate from $2.20 to $4.40 per gallon.

n the case of imported perfume containing distilled spirits, the bill
provides for an increase in the rate from $1.10 to $3.30 per gallon, in
order to placa the imported perfume upon the same tax basis as
domestic perfume. = =

In the case of all other beverages, other than soft drinks, the rates
under existing law are doubled.. - ,

The present law. levies the tax upon soft drinks upon the basis. of
the gallon and the present tax only applies to soft drinks sold by
the manufacturer, producer, or importer. As a considerable portion
of the soft drinks sold are compounded at the soda fountain, and not
reached under existing law, the taxes levied under existing law are
not great revenue producers. -In order to secure a greater revenue
from soft drinks the bill provides that a tax of 30 per cent be levied
upon the manufacturer’s, producer’s, or importer's selling price of -
cereal beverages, and that a tax of 20 per cent be levied upon the
ém:}nlgfacturer 8, producer’s, or importer’s selling price of all other soft

rinks.. ' '

In the case of soft drinks, compounded or mixed at the soda
fountain, ice-cream parlor, or other similar places of business, and
ice cream, ice-cream sodas, sundaes, or other similar articles of
food or drink when sold for consumption in or in proximity to such
places of business, the bill levies a tax of 2 cents for each 10 cents
or fraction thereof of the selling price to be collected from the con-
sumer by the proprietor of the soda fountain or similar place of
business and returned to.the Government. In the case of sales
amounting to 7 cents or less the tax will only be 1 cent.

The following table shows the beverage rates under existing law

and under ‘the proposed bill. .
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Beverages.
Distilled spirits, rectified spirits, fermented liquors and wines, eto. Exlsting | Proposed
Disitilled spirlts, per proof gallon or wing gallon i below proof.........c.cceuvenee $3.20 $8.00
It wltl?drsw'npfeor%thei‘g:nan bevgrsgegggxgoses .................................. 2.20 4.40
Perfume imported containing distilled spirits, per wine gallon (to be collected
by collector of customs). ..., [ s trasesanerens veee 1.10 3.30
Grage brandy or wine ts sto be asséssed):
Jsed in the fortification of sweet wines, per proof gallon...... - veens .30 .00
In sweet wines held for sale by the proélueer, per proof gallon....c.eiveaieaneeee .10 .20
Withdrawn for fortifying wine and not used, pe;dproof gallon. . .20 %0
Distilled spirits, stock on hand, held and intended for sale, & tex equal to the
R.d%te?mlrﬁ:?wii& rtdn tions), f gall 13 0
ect s 08 exooptions roo OB .0t eeereseencanscarssncane .
Roctified SpiFits, 00T tx, POT LAl -1 r hene b eer oo 15
Fermen uors, per barrel, containing not more than 31 gallons (and ‘a)mor‘
tionate rate for any other quantity or for fractional parts of & barrel auth: by
| "1 3 T ceessnvesaactatnasiocnnnnn cisecstmsvssresasssnnasssstninee 3.00 6.00
WINES,
Btill wines, including vermuth, and artificial or imitation wines and compounds
sold as wine contajning: . . . )
Not more than 14 per cent absolute alcohol per. wine gallon........ vescencrenres 08 , .16
Over 14 per cént but not over 21’ per cent alcohol per wine gallon................ .2 .40
Over 21 per cent but not over 24 per cent alcohol per: wine gallon.......ccceeeeey. .60 1.00
Over 24 per cent (classed as distilled spirits) wine gallon......... 3.2 8.00
Cham 6 or other sparkling wines, per one- pint or Iraction thereof........... .06 .12
Artificially. carbonated :wine, per, one-half pint or {Taction thereof................... .03 .06
Liqueurs, cordials, or similar compounds, con gweet wine, fortified with grape
brandy, or wine mrits, per one-half pint or ion thereof.......... tecvemaanens .03 .06
Other liqueurs, cordlals, and similar compounds....... eanececeearetecanecarastons deeooaecenn .06
Floor tax on tax-paid wines, vermuth, and artificial or imitation wines and com-
Egundamsoldaswme‘ , held and intended for sale, a tax equal to additional taxes
Upon all prepared sirups or extracts used in the manufacture of soff drinks: on. { Per cent,
If sold for not more than §1.30 ciideiebasesnsassseanasaneness o .

gallon,......
1f sold for more than $1.30 andxx’legt more than $2 per gallon
If sold for more than §2 and not more than $3 per gallon
If gold for more than $3 and not more than $4 per galion. .
If s0ld for not more than $4 per gallon......... vesriseeiasnas teepsaebeianeenes
Uggu all unfermented %uiee,‘ soft drinks, or artificial mwineral waters (not car-
mn,a‘ted)'sold by man urer, producer, or importer, in bottles or closed con-
1o 12 o N A S e i e i eesatenesiecesseiietaianansnis eveanes
Ugon beverages derived wholly or in part from cereals or substitutes therefor, con-
aining lass than one-half -per cent of aleohol. .. vv.vvneiveariiieeriieniereierenenaan
Upon all ginger ale, root beer, sarsaparilla, pop, and all other carbonated waters or
verages manufactured and sold by the manufacturer, producer, or importer of
the carbonic-acid gas used in carbonating the same. ... . ccceiireneineiiisieanss

Upon all natural m ‘waters or table waters sold by.the producer, bottier, or{

mporter thereof, in bottles or other closed containers, at over 10 cents per gallon..
Upon all carbonic-acid gas in drums or other containers gntended for use in the
manufacture or production of carbonated water or other drinks), sold by the
manufacturer, producer, or importer thereof. . ......c.oocvvivieiieanns per pound..
Boft drinks compounded ot mixed at a soda fountain, icecream parlor, [or other
similar place of business, icecream, jce-cream sodas, sundaes, of other similar
articles of food or drink, when sold for consumption or in proximity to such
place of business. .....cvoveenieiiieannns teetectnenrssnen eveerarerasserannnns ceeesen

Q)

veseacacene

®

12 cents per gallon, -

12 cents for each 10 cents or fraction thereof of the amount paid. Where the charge is 7 cents or less the

tax will be 1 cent.

Many of the special provisions relating to beverages which are now
found in the revenue acts of 1916 and 1917 are carried into this bill
without material change in order that the provisions of the revenue
acts of 1916 and 1917 relating to beverages may all be incorporated

in this bill. . .
The following new legislation is contained in the bill:

(1) By section 602 the commissioner, with the approval of the
Secretary, may permit distillers of ethyl alcohol for use-in the pro-
duction of munitions of war or other nonbeverage purposes to empty
their fermenting tubs as often as in his judgment it may be deemed
expedient, the provisions of existing law to the contrary notwith-
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standing, - This Jegislation is in the interest of expediting the manu-
facture of munitions and in order to provide for getting the maximum
use out of each fermenting tub. .

(2) By section 603 the commissioner, with the approval of the
Secretary, may permit ethyl alcohol of not less than 180 degrecs
proof produced at central distilling and denaturing plants to be
removed before or after denaturation from such plant or from denatur-
ing bonded warehouses free of tax for the use of the United States or
for shipment to any nation engaged in the present war with the
Imperial German Government. ‘f‘hls legislation is also suggested
as & war méasure.

(3) Inorder to enable the Internal Revenue Bureau to keep a more
accurate check upon all wine producers, section 616 of the bill requires
all producers of wine to be duly registered. -

(4) A floor tax of 15 cents per proof gallon is levied upon rectified
- pirits.

p(5) Liqueurs, cordials, or similar compounds are not taxable as such
under existing law unless they contain sweet wine fortified with grape
brandy. The tax in the bill of 6 cents on each one-half pint or frac-
tion thereof applies to all liqueurs, cordials, or similar compounds.

(6) Under existing law the producer of fortified wines is allowed
six months to pay the tax upon grape brandy used in fortifying. sweet
wines. Because of doubling the rate upon §rape brandy, and the fact
that the producer of such wines has to hold the wines for a consider-
able geriod before sale, the producers of these wines are given 10
months to pay the tax. o

(7) Under the ﬁresent law retail liquor dealers were allowed to hold
50 gallons of distilled spirits and 25 gallons of wines free from the floor
tax. The bill eliminates every exemption of this nature because it
is believed the revenue needs require 1t.

(8) Due to thelevy of a tax on soft drinks sold at the soda fountain,
the bill does not include the provision in existing lawlevying a tax upon
carbonic-acid gas, since the theory upon which the tax upon carbonic-
acid gas was levied was that by placing the tax upon the gas used at
the soda fountain a tax was indirectly levied upon the drink sold at
the soda fountain. The tax in this bill will be a greater revenue pro-
ducer and a more satisfactory basis for levying the tax.

BEVERAGE TAX ESTIMATES.

‘The following table shows the estimated revenue collections from
the beveraﬁgstaxe,s during the first 12 months period the law is in

operation, disregarding the effect of any prohibition legislation:
Spirits: .
FOr hOVEIAZO UAB. . . v cciverecornnnteronaranssncnsosasssncscans $760, 000, 000
FOr OtBer 1180 . e eeeve et e e e iiaieiainissennnacnsanssansannans 35, 200, 000
RoOCtBed . .. neirieiee et iatieiteineniensaniaaacseacncnns 11, 400, 000
Fermented liquors. «.veuveeeeaieariiiaiaiairaiitaeaianaiennaans 240, 000, 000
WWADEB, BLC. « o v eeeveeonvreronacerenereearaacesosasaaanaencanens 20, 000, 000
Cereal beverages........ tectacesstastestinsanezaonsana cevermiiane 24, 000, 000
Other soft drinks, sold by the manufacturer, producer, orimporter.... 10, 000, 000
Soft drinks, ice cream, etc., sold at soda fountaing.................... 37, 000, 000

Total.vusenereensanssonacsasesnsncnnnas eeeeetetacnnraneane 1, 137, 600, 000
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Teree VIL. TAX ON CIGARS, TOBACCO, AND MANUFA(
THEREOF. =

Your committee; after making a careful study of the toba«
of England and the. monopoly receipts from :tobacco :and
products of France and Italy, and the revenues raised ther
proportion to ‘population as compared - with the United St
concluded that the proposed taxes are approximately. the
revenue-producing rat s that ‘can safely ‘be levied ‘in the
States at this time in the interest of a continuous flow of reve
the Treasury and without greatly reduced consumption® of
and manufactures thereof. Under the revenue .act of 19
dealers were allowed to hold not to: exceed 100 pounds:of 1
tured tobacco and snuff and not to exceed 1,000 cigars or ¢
free from the floor taxes levied under that act. It has been
pose of your committee in framing this bill to eliminate all
tions as far as possible and in this particular case no similar ex
is provided in this bill. , , ~
he revenue act of 1917 only levied one-half of the additi
imposed by that act upon cigars, cigarettes, and manufacturecd
and snuff held by retail dealers upon the passage of the a
bill provides that the entire additional taxes imposed by thi
levied upon all stocks held and intended for sale by any pers
the passage of this act. = = o
The following table shows the rates under existing law
proposed bill upon cigars, cigarettes, and manufactures of

and snuff: '
Tobacco, snuff, cigars, and cigareties..

Item.

13
5

=

C woighing not more than 3 pounds 1,000 thousand........coeisesee
ciﬁ.&s;lwédgmng more than 3 pounds perpﬁromi, u'xg:ruu!actured or imported to

4. T T R e .
Loss than 4 cents each, per thousand ... ... .csvireaavsicsivsssiesronsancacs
4 cents or more eachax'xﬁotmmthm 5 cents each, per thousand..........
More than 5 cents éach and not more than 7 cents each, per thousand........ .
More than 7 cents each and not more than 8 cents each, per thousand........
More than 8 cents each and not more than 15 cents each, per thousand....... ;
More than 15 cents each and not more than 20 cents eacf\, per thousand......
More than 20 cents each, per thousand............coeveivsieereneziurorcannes
Cigarettes weighlni not more than 3 pounds per thousand, if manufaciured or
im%:ed,to retall at-— .. . . ’ i
than 2 cents each, per thousand......c.ccceeeiieieniiaencicrocaces pesenes
' 2 cents or more each, per-thousand.... .. oviieieiiiiivareenanens evencssanans
Cigaréttes weighing niore than 3 pounds per thousand, per thousand :
Tobacgo, however prepared, manulactured or imported, and sold, or removed fo
consumption or sale, per polnd ..o sy ieriiaeiiiiiaiiieinieass vaeeseeds
Bnufl, however prepared, manufactured or imported, and sold, or removed for.
consumption ormlw

Eeat st aatmtad

[

eee . . BB ;
B22Z & & BER 8338888 8

POUDA i iiiiiiiiiiiiecicatiiiorcssssarsrrssveasanns
Cigarette papers, on a0 book, or set, containing—
More rhf:,ﬂé but not mol?gg'-n 50 papets........... Tevesennen cerevereraencns
More than 50 but not more than 100 papers.......... ebecsssease cosesosesiess
Over 100 papers, for éach 100 or fraction thereol.....ceeeeeeeciiecreecnsonneees
Cigarette tubes, for each 100 or fraction thereof..... ... oo ieeeiaceienesarenens
Floor stook tax on cfgars, cigarettes, manufactured tobacco and snuff, equal to the
difference bet ween the tax paid under existing law end the tax imposed under

ESTIMATES.

The following table shows the revenue collected from
cigarettes, tobacco, snuff, and cigarette papers and tubes du
fiscal year 1918 and the estimated revenue therefrom for t
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year 1919: under existing law and for the first twelve-month period
under the proposed bill:

| For12.

A Fiscal year| -

T e Fiscal year | 1019 under | Hcnth
Items. 1918, foxisting law o

. o (estimated).| * iy
Cl:n.ra.».,;;.f......’..... ..... vaeeserenes e $30 woouoim 700000 uiauooo
Clgarebtes. ... loui il L L 66, 000, 000 {100, 000, 000 | 185 240, 000
S didesvnsadarnseddibbbesaonanisesivisccanasssienbenrnnnnnns 48,000,000 | 63,700,000 | 104,000, 000

BT, 000 enersvneennvnnnrnnesnnsnnernnssnnnssnneesmreennnsonns SO 10,000,000 | 6,000, 9,100,

Papersand tubes.......cc.ooiiiiiiiiiiiiiiiiiiieaiiceencirnncaneans 323, 750,000 , 500,
TDOLAIS. e v e eatiineeeenernereenanennernaesnebastnsnaeonnns 155, 234,000 [212, 150,000 | 341,204,000

Tyre VIII TAX ON ADMISSIONS AND DUES.
‘ ADMISSIONS.

Under existing law the tax upon the amount paid for admission
to any place of amusement is 1 cent for each 10 cents or fraction
thereof of the amount paid for such admission. The bill increases
this tax to 2 cents for each 10 cents or fraction thereof of the amount

aid for such admission, - Under existing law and under the propose

ill in the case of children under 12 years of age the tax upon such
admission will be 1 cent regardless of the amount paid for the admis-
sion. .. o |

Under existing law thereis no tax levied upon admission to any
place the maximum charge for admission to which is 5 cents or in
the case of shows, rides, and other amusements (the maximum charge
for admission to which s 10 cents) within outdoor general amusement
parks or in the case of admission to such parks, The tLl?roposed bill
provides 1n lieu of this provision that in cases where the charge for
admission 18 7 cents or less the tax shall be 1 cent. \

In the case of persons (exc‘e&ti bona fide employees, municipal offi-
cers on -official business, and children under 12) admitted free to any
place at a time when and under circumstances under which an admis-
sion charge is made to other persons, a tax of 1 cent for each 10 cents
or fraction thereof of the price charged such other persons for the same
ov similar accommodations is required to be paid by the person so
admitted under existing law. The proposed bill proposes to increase

this tax to.2 cents for.each 10 cents or fraction thereof of the price
so charged .and also proposes to exempt from the payment of the
admission tax persons in the military or naval service of the United
States when in uniform, admitted free by the proprietor. In the
case of persons receiving reduced rates of admission to any place, a
tax of 2 cents for each 10 cents or fraction thereof of the price charged
td other persons for the same or similar accommodations is levied.

TAX ON TIOKETS SOLD AT OTHER THAN THEATRRS, OPERAS, AND
PLACES OF AMUSEMENT,

g T:ia following new {axes upon the amount paid for admissions are
evied: ‘

In the case of tickets or cards of admission to theaters, operas, and
other places of amusement, sold at news stands, hotels, and piacu
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other than ticket offices at not to exceed 50 cents in excess of the
sum of the established price therefor at the ticket office plus the
amount of the admission tax, the bill im a tax equivalent to 5
per cent of the amount of such excess, and if such tickets are sold for
more than 50 cents in excess of the established price plus the amount
of the regular-admission tax an additional tax equivalent to 30 per
cent of the whole amount of such excess. If a proprietor, manager, or
emg{oy'ee of an opera house, theater, or other place of amusement sells
or disposes of tickets or cards of admission in excess of the regular
established price or charge therefor a tax equivalent to 50 per cent
of the excess sb charged is imposed. '

Under existing law in case of persons having permanent use of a
box or seat in an opera house or any place of amusement or a lease
for the use of a simﬁar box or seat a tax equivalent to 10 per cent of
the amount for which such box or seat is sold for a performance or
exhibition is required to be paid by the person enjoying such privi-
lege. The bill increases this tax to an amount equivalent to 25 per
cent of the amount for which similar boxes or seats are sold. .

The revenue act-of 1917 levied a tax of 1 cent for each 10 cents
or fraction thereof paid for admission to any public performance for
profit at any cabaret or other similar entertainment and in case the
amount charged for admission was included in the price paid for
refreshment, service or merchandise, left the amount so included for
admission to be determined by the commissioner. Under  this
provision the Treasury Department determined that a general rule
could be laid down to the effect that 20 per cent of the amount paid
for refreshment, service and merchandise represented approximately
the amount covered by the total price paid which could be attributable
to the admission charge, and upon the basis of this ruling collected the
tax levied under existing law. A provision of the bill contains ‘this
Treasury ruling as a basis for determining the tax upon the admission
where the admission charge is included in the price charged for
refreshments. The tax upon ddmission to roof gardens, cabarets,
and other similar entertainments is increased from 1 cent for each
10 cents or fraction thereof to 2 cents for each 10 cents or fraction
thereof of the amount paid. ‘

TAX UPON DUES.

The revenue act of 1917 levied a tax of 10 per cent upon the amount
paid as dues or membership fees (including initiation feés) to any
social, athletic, or SPorting club or organization where such dues or
fees are in excess of $12 per year. This tax is.increased to 20 per
cent of the amount paid where the dues or fees of an active resident
annual member are in excess of $10 per year, and a like tax is
imposed upon dues or membership fees of stock and produce
exchanges. Under existing law if the dues or fees including initia-
tion fees amounted to $12 a tax of 10 per cent was collected, although
the dues or fees exclusive of the initiation fees might be less: than
$12, The present law is changed by the bill'so that a tax of 20 per
cent will be levied upon the dues or membership fees where such dues
or fees are in excess of $10 per year and upon initiation fees if
such fees amount to more than $10 '
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ADMISSION AND DUBS TAX ESTIMATES,

Your committee believes that the doubling of the rates on admis-
sions and dues will result in doubling the revenue from these sources
and that these taxes can be easily borne by the taxpayers.

. Duri.nf the period of the fiscal year 1918 that the present admis-
sion and dues taxes were in effect, the revenue yield therefrom
amounted to $26,357,000. It is estimated that during a 12-month
period the present rates on admissions and dues will yield $50,000,000
and the proposed rates $100,000,000.

TrrLe IX. EXCISE TAXES.

In recommending excise taxes in the proposed bill your committee
has endeavored to select articles that fall within two classes: (1) Arti-
cles that are more or less a luxury because of their nature and (2)
articles that become in the nature of a luxury when sold for more
than a fixed price. The purpose of the committee in recommending
these texes is twofold: (1) To provide revenue and (2) to reduce
extravagance, ,

So far as practicable the committee has placed these taxes upon the
manufacturer, producer, or importer. In the second group of arti-
cles that are regarded as a luxury when sold over a fixed price your
committee believes that these taxes should be paid by the consumer
and collected by the retailer and by him returned to tl{e Government,
and the bill so provides. ' n

Under existing law the tax upon jewelry is based upon the manu-
facturer's selling price. The jewelry definition has -been materially
extended in the interest of securing more revenue from this source
and because of this extension your committee is of the opinion that
this provision can be better administered by placing the tax upon the
basis of the retail sales.

A floor tax is levied upon all articles specified in section 900 equal
‘to the difference between the tax that has been paid upon such arti-
cles and the tax provided by this bill, or if no tax has heretofore been
levied upon any article specified in this section a tax equal to the tax
imposed by this bill.

ection 905 levies a tax of 20 per cent upon the amount paid in
excess of a fixed price upon articles upon which this tax is imposed
because regarded as a luxury when sold for an amount in excess of
the fixed price. . « :
‘Section 907 imposes a tax of 10 per cent, in addition to the tax on
retail sales of jewelry; on the amount pai(i for all jewelry composed
in whole or in part of platinum. Such tax is to be collécted by the
vendor from the purchaser and paid over by him to the United
States, together with the name and address of the purchaser and a
description of the article sold. .o
- It is estimated that the revenue from the excise taxes during the
first 12 months this bill is in operation will amount to $517,305,000.

The following tables show the excise taxes levied under existin
law and the proposed bill except those specified in section 905 o
the bill which are fully set out therein,
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Trme X. SPECIAL TAXES.

After considering all the special tax sources suggested to your
committee it has endeavored to select such special taxes as would
ield considerable revenue and at the same time well distribute the
urden ‘of taxation and be capable of satisfactory administration
by the Treasury Department. It is believed that the special taxes
recommended in the proposed bill will yield about $165,000,000

annual]ly
ollowing table shows the special taxes levied under existing
law and the proposed bill:
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duce exchange, board of trade; or similar organimuon where produoce or
merchandise is sold and if the & valus. the p year |-
ending Juneao,ohmtormem p in such or tion
P, 50.00
............. 100.00
N 150.00
50.00 100. 00
20.00 50. 00
10.00| 0.0
28.00 50,00
_Beating capacity over 3¢ 0NN , %gg {gggg
Beating capaci €X0BOAINE BI. - .. eneeereyaraaerasiinsernnrarssnnsoneres o 100.00 |. 200,00
Theelers, itisedims, arid’cotbort halla cities, towra, or villages of 5, w&)opula- 12.50 .00
" tion, or'leu),mdiu mﬁng capacity, om-hal! of that above stated. . ...... 50.00 10000
Lrouv?u spoclaltu{qexhi tionwtthhnyoneﬁtate.'ram or District) 100. 00 -200.00
Exhibitions not otheérwise provided for (one spec.w tax for exhibitions withln
any. oxas Stn%e , Territory, ozs' Dkl:glct)...‘.‘ ot T o S nl)g% ’%00
ion atertainumen Wi a8 ‘o 8 maximum). ... 5 . 00
wling s > ?ﬁdbﬂnardrooms, toreachalleywtablo. 5.00 10.00
Bhootinggal ...,.i.. P M R : O lm.m
S .es 00. 00
Slght-seeinf uutomtnblleo o1 the basts of thegrourecoi ts d )
ear ending June 30, troln thooponﬁono eachmchwtomob o
capaclty Of MOTe thaN BOVEN . .« veieeriiiinnnunereierorsranesannsassaaszanes tressnsnnans 110

Business of operating. mhkoo!thmormmpumgumwmobnu(otherthan ’
sight-seeing automobiles having a seating capacity of mm thnn nvenz on tha
baals of gross receipte durin: the pmoodlng
operationotqachsuoh ODEN®, . ooaseeireeirniisiesinsicsseniarncccatrescalecianans vee- 15
Carrying on the businées ot 8 browu', disttﬂer, wholualo iiquor dealer, retail
liquor donlur wholesale dealer in malt: liquor; or manufacture of amfs, oon-
trary to iawa of any Btate, Territory, or f)lstrlct in an W{ place in which

carrf'in onau budnuhwombned bylomlormunid w, in addition
lothertaxes.....iccoeeaeoia.s ee4evsiaroetencteaaarebuacsenassznnasascnena]es reenes ceen 1,000. 00
Proprletcrn of any trad budmn or | thogxwrooolph of which for
tha dw{ear endln( Jtmo T D corsmenans 10.00
from- wnmu other than sales directly to the consumer
sloo,ooo, ‘propiietor ehall pay, additional. ... 0. .. ... 15.00
mcut. um ON. lmncmmu or mmoo, CIGARS, AxD CIGAREBTTES.
Manuhctum M .EO,W) el o 6.00
m ovu M'-oo...-'ovo-w.-----..-ao.ﬁ---------.- XY 3-
.Anpmlmo"vuso,owmdmtomloo ds., e 6.00 12.00
.Angqal:g&gv@%,%mndm pounds....... cieesrsececenans 12.00. .06
Annual sales oveér b0 per po\mdaorfracuon........... cee .08 .16
Manufacturers of sigarst) - ;{i1iilij! il
nual sale ; 2.00 4.00
 and D 4 cigats, 3.00 6.00
g A 6.00 12.00
and yver € 12.00 24.00
. on. ; . .08 .10
1yl : ; mﬁm or fract ont ereof. .| .03 .08
Upon _the use.of sii y&hh,m&m mwbm-,mior tn oo -
en#uu,mdmunﬁoa oim&notfomhmzth—
otonrlﬁom [ S R A P A %0 1.00
Over 50 feet an mtov,mmbnt,pttloot.....‘...........................,.. 1.00 2.00
mmm“m:‘.:....".‘.'O‘Q’.’-.hoo-‘Q ------- IR R A R R R A R A R R RN XY aw "“



56 REVENUE BILL OF ‘1018,

Special tazes—Oontinued.

'  Exist
Ttem. e iy

SPECIAL TAXES ON MANUPACTURERS OF TOBACCO, CIGARS, AND CIGARETTES—con.| .

Manufgacturers of cigars—Continued, . = i '
Motor boats of not over 5 net tons with fixed engines:............... Wereraasiaen $5.00 $10.00
Businesses consisting of the retailing of merchandise through or upon orders re-

ceived by miail; on the basis of the retail sales during the preceding year ending

June 30, on the gross amount in excess of $100,000...ccceeeieiriacicencreeaianss )
Udo Of MOLOTOYOIO8: . cinarecneonssranrocsocsssesescsescssessvsacocesaserascnnnas 5.00
Use of automobiles: ... .. .
ggther than electric) 23 horsepower or less........... eeserres 10.00
ore than' 23 horsépower and not more than 30 horsepower.- 20, 00
More than 30 horsepower and not more than 40 horsepower.. . 30.00
More than 40 hOTSEPOWeT .. .cceierernarepenctronoccceancossane R 50. 00
Use of electric automobiles.......... N ®
Manufacturer of automatic vending or wel machines who operate such ma-
chines, on the basis of the gross amount received by him from such operation
during the preceding year ending June 80......ceecveereccnciinvecnniiinccienii]iensiannans. ®

11 per cent. 185 per horsepower and 50 cents for each 100 pounds of weight. 85 per cent.

AMENDMENT OF HARRISON NARCOTIO ACT.

The decision of the Supreme Court in the Jim Fuey Moy case
(June 5, 1916) has made it very difficult to enforce the act of Dacember
17, 1914, known as the Harrison Narcotic Act. Under that decision
it 1s impossible to hold criminally liable a person having in- his. pos-
gession any amount of the habit-forming drugs included within that,
act, unless such person is a dealer therein. e proposed bill in sec-
tion 1008 amends that act so as to place an internal revenue tax, pay-
able by stamp, upon such drugs, and provides that the possession of
an unstamped package shall be prima facie evidence of a violation
of the act. ~

Section 6 of the Harrison Narcotic Act exe;rllf)ts from the operation
of the act preparations containinﬁ only a sm groportion of narcot-
ics. In the administration of the act it has been found that the
exemption has made the adequate enforcement of the act almost
impossible, and-that many preparations are marketed which con-
tain a lawful amount of the drugs, but which are of great harm to
the consumer. The bill therefore provides in section 1009 for the
amendment of section 6 so as to make the Harrison Narcotic Act
apply to all habit-forming drugs. L . '

nder the present law only prepared smoking plimm; seized by the
United States Government from any person violating the acts of
October 1, 1890, as amended by the acts of March 3, 1898, February
9, 1909, and January 7, 1914, may be sold to_the highest bidder,
pursuant to the provisions of section 3460 of the Revised Statutes
of the United States. The Secretary of the Treasury does not have
any authority to dispose of coca leaves; their salts, and derivatives,
or compounds, or opium, except smofung‘ (t)"gmm, In any manner
whatever, when seized for violation of any of the ‘above acts, or when
seized under the act of December 17, 1914.  Neither are fxecourts
authorized by any statute to dispose of coca leaves, their salts and
derivatives or compounds, or any opium, except smoking opium.

At the present time, the Federal Government has in its possession,
at the present market value, about $100,000 worth of opium salts
and alkaloids, and salts and derivatives of coca leaves seized by it
from persons violating the acts aforementioned.
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Section 1010 of ‘the bill permits the Federal Government to deliver
this amount of opium salts ‘and alkaloids, and salts and derivatives
of coca leaves, and any such salts and alkaloids, hereafter taken to
any department, bureau, or agency of the United States Govern-

ment for use for medicinal or scientific purposes.
TitLe XI. STAMP TAXES.

The bill reenacts the stamp tax provision of the revenue act of 1917
without changing the rates except in one instance. In the case of
playing cards an increase from 7 cents to 8 cents per package is rec-
ommended. The following table shows the articles subject to stamp

tax and the rates proposed upon the same.
Stamp taxes—Scheduls A,

1. Bonds, debentures, or certificates of indebtedness issued by any person,
corporaiion, partnership, or association, on each $100 of face value or
fraction thereof.......cccovencecannaaces semressens eeressssesnsarneenn

2. Indemnity and surety bonds......ccoveiieiiiiiiriaiiiiiniiiiiianiian.
- Where premium is charged for the execution of such bond, on each dol-
lar or fractional part thereof, 1 per cent.

8. Capital stock issue: On each original issue of certificates of stock, whether
011]1 org?nization*or reorganization, on each $100 of face value or fraction
thereof........... e S

Capital stock issued without face value, on each $100 of actual value or frac-
tion thereof, pershare. ... c.vievesessentncecncceasasncsscsosasosns .

4. Capital stock sales or transfers: On all sales, or agreements to sell, or mem-
oranda of sales, or deliveries of or transfers of legal title to shares or certifi-
cates of stook of any association; company, or corporation, on each $100

5 Pr?)tl actua:‘?r fa,;:e value or fract%m‘ tlm;re(ilf;’;l ............ P

. uce, sales of, on exchange: Upon each sale, agreement of sale, or agree-
ment toisgll“any,-;?poducts or merchandise at any exchange or board of
trade or similar place for future delivery, for each $100 in value of the
merchandise covered. ...... Geeessas Viesdesseissesanss erescrsreae

And for each additional $100 or fraction thereof........

6. Drafts or checks (payable otherwise than at gight or on demand) upon

their acceptance or delivery within the United States whiche ver is prior,
promissor DOW,HGXCS& bank notes issued for circulation, and for each
renewal of the same, for a sum not exceeding $100 (except obligations
secured by pledge of bonds or obligations of United States)....... R
And for each additional $100,or fraction thereof................. .

7. Conveyances: Deeds, instrument, or writing conveying lands, tenements,
or other realty sold, etc., vaue over $100 and not exceeding

For each additional $500 or fractional part thereof. ..................

8. Entry of goods, wares, or merchandise at any customhouse, not exceeding

$0. 05

.02

.02
.02

$100 in VAIUG. . 1.t erieereenecereoceeseasoscasesnasesasssosanasannen $0. 25

Exceeding $100 and not exceeding $600 in value....................
Exceeding $500 in value......... Grtesnrsatessesstesatanaoraazsanais

9. Entry for the withdrawal of goods or merchandise from custom-bonded
Warehoumes. . c.covviiesncncennens e i aeteesasis et araebeaa s

10. P tickets, oné way or round trip, for each passenger, sold or issued in
the United States for passage by vessel to places not in the United States,
Canada, or Mexico, costing not exceeding $30. . ......covvvvnieeanan..

More than $30 and not exceeding $60.". ....cccocveiveiiianenenieaenn
‘%"""““%ﬁﬁ"{‘."'ﬁ,‘,@'ﬁ&‘“f ........... eneseaseesnsanneas, .
/88800 ots cos or less exempt. .

11. Prox(y‘f‘or voting at any election of officers ofp any incorporated company or
association, except religious, charitable, fraternal, or literary societies,
or public cemeteries........cc..eevane . cevresessuritcaianas

12. Power of attorney. .....ccouieieieniiieniraiananninaness ceeasecenns

(Exemption: Papers used in the collection of clsims for “s)enaiona,
back pay or bounty, or for property lost in the military or naval service,
orin vankru%cycaysen.), ; . : )

13. Playing cards: Upon every pack containing not more than 54 cards...... .

4. Pmel-%ot'packlgu. where the postage amounts to 26 cents or more, for
mh m““mﬁm M M.......'......... oooooooo (XX RN

8 R—65-3—vol 1——b

.60

85

.08
0
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. During the. &'iod‘:ot:'the fiscal ‘year 1918 that: the stamsp*taxea

were in effect the revenue yield therefrom amounted to $18,815,000.

It is estimated that these taxes will yield $32,000,000 during & 12-

month period. o . o :
Trrue XII. ADVISORY TAX BOARD.

Because of the large number of difficult cases that arise under the
internal-revenue laws by reason of the great scope of the same; the
amount of revenue:involved in the collection of the same, and’ to
assure fair and adequate consideration of every case arising under
the internal-revenué laws, the bill provides for'the:creation of a board
of tax advisors to be known as the ‘‘ Advisory tax board,” ‘to pass
&on all cases referred to them by the Secretary of the ’I‘reasuriy;ior

mmissioner of Internal Revenue or to consider any case in which
the taxpayer shall request that the board consider,  The board is to
consist of five members to be appointed by the President of the United
States by and with the advice and consent of the Senate.. The bill
provides that the board shall remain in existence during the continu-
ance of the present war with the Imperial German Government and
for a period of one year after the termination of such war. The salary

rovided for each member of the board is $9,000 per year and is
eemed to be the lowest salary advisable in view of the class of men
that it is desired shall be secured for this board.

Trrue XIII. GENERAL ADMINISTRATIVE PROVISIONS.

The salary of the Commissioner of Internal Revenue is increased
by the bill to $10,000 a year. Such a salary is small enough compen-
sation for one qualified, as the present commissioner concededly is,
to fill the position of Commissioner of Internal Revenue: with its
onerous duties and vast responsibilities. '

APPROPRIATION TO OARRY THIS8 ACT INTO EFFECT FOR THE FISOAL
YEAR 1919.

The Commissioner of Internal Revenue appeared before ‘your
committee on August 15 and fully set forth the plans of his bureau
for collecting the internal revenue under the new bill during the fiscal
year ending June 30, 1919, and the estimated cost of collecting the
same. His statement has been printed as Hearings No. 29 and sets
forth in detail the estimated cost of maintaining the Internal Revenue
Bureau-and the estimated additional employees required... Your
committee believes that the sum requested -by the Commissioner of
Internal Revenue of $7,500,000 additional is a reasonable estimate and
Tecommends that this amount be appropriated. This -additional
appropriation for this fiscal year will make the appropriation for the_
Internal Reveniue Department for this fiscal year amount to approxi-
mately $25,000,000. BT ‘ e

Because of the additional responsibility ‘and the great amotint of
additional work placed upon the collectors of internal revenue, ‘the
bill provides that the commissioner, subject to the approval of the
Secretary, be allowed: to. readjust and 'increase the salary of the
collectors of internal revenue upon the basis of the responsibility
and internal revenue’collections but that in no case shéﬁ .any col-
lector of ‘internal revenue receive a salary.in excess of $6,000 a year.



REVENUE BILL OF ‘1918, 59

Section:301. of the bill: authorizes in lieu of the deputy commis-
sioners, whose salaries are now fixed by law, the employment of five
doputy commissioners and an assistant to the commissioner at a
salary each 'of $6,000 a year. The present law provides for three
deputy commissioners, two at a salary of $4,000 per year and one at
$3,600 per year. ‘Due to the increased scope of the internal revenue
laws and the greatly increased ’%roblgms to be met under the same,
your committee believes that the recommendation of the commis-
sionér is advisable and. in the interest of the better administration
of the department, and, therefore, incorporated in the bill such
recommendation. ' '

LEGISLATIVE DRAFTING SERVICE.

The bill provides in section 1303 for the creation of a legislative
drafting service, under the direction of two draftsmen, one to
be appointed by ‘the. President of the ‘Senate and one by the
Speaker of the House, at a salary of $5,000 each, the appointments
to be made without regard to political affiliation and solely with regard
to fitness for the duties of the office. This drafting service would aid
in the drafting of public bills on the request of any committee of
either House, and would be under the general supervision of the
Joint Committee on the Library. For the remainder of the current
fiscal year an appro(ﬁriation of $25,000 is provided to pay the
salaries of the two draftsmen and their necessary assistants and
clerkﬁ"‘ and to provide for the purchase of necessary furniture and
supplies.

our committee during the past two years has received valuable
volunteer ‘assistance’ from expert legislative draftsmen, and is in-
formed that other committees of both Houses have made use of such
services, including the Finance Committee of the Senate and the
Merchant Marine and Fisheries and the Judiciary Committees of the
House, as well as numerous individual Representatives and Senators.
The experience of your committee convinces it that the establishment
of such a service, on a nonpartisan and permanent basis, will prove
of great value in the framing of bills, (l)articula.rly at this time, when
~ the complexity and wide scope of war legislation with the constantiy
increasing 'necessity of dea.li;lF with problems never heretofore
within the linits of congressional action, render it imperative that all
acts of Congress be drawn with the greatest possible clearncss and
precision. .= - , — | , R

The remainder of the general provisions carry forward into this bill
the general administrative provisions of the revenue acts of 1916 and
1917, which are repealed by this bill. Section 1318 and section 1319
are new sections aned to the general administrative provisions. - Sec-
tion 1318 provides that whoever in connection with the sale or lease,
or offer for sale or lease, of any article, or for the purpose of making
such sale or lease, makes any statement, written or oral, (1) intende
or calculated to lead any person to believe that any part of the price
at which such article is sold or leased, or offered for sale or lease,
consists of a tax imposed under the authority of the United States
or (2) ascribing a particular .part of such price to a tax impos
under the authority of the United States, knowing that such state-
ment is false or that the tax is not so great as the portion of such
price ascribed to such tax, shall be guilty of a misdemeanor and upon
conviction thereof shall be fined not more than $1,000.



60 REVENUE BILL OF 19018,

LIBERTY-LOAN BONDS MAY BE USED IN LIEU OF BURETY ‘BONDS.

Section 1319 provides that wherever by the laws.of the United
States or regulations made pursuant thereto, any person is required

to furnish surety or sureties on any bond, such person lmax, in lieu
of surety or sureties, and under regulations prescribed by the Secre-
tary, deposit with the United States an amount of bonds of the
United States issued after April 24, 1917, equal to tho amount of
such bond, together with an agreement authorizing the United
States to sell such bonds in case of any default in paymeént of the
bond. As soon as the bond becomes void and of no effect such
bonds shall be returned to the depositor,

Your committee is unanimous in recommending the passage of
this bill,

RECAPITULATION.

) receipts during the ear 1918 and estimated receipts during the !

Revenue P 1919?%%1’%9 law and under the propocg:l bgll. 4M Sacal yoar

Revenue receipts,

stutmh:_\?b%?u;.,‘.‘a&.s. T 213.8%,000
ewelry, 8 ng goods, eto. ............
Other g&xes on luxurles: at 10 per cent
8016{ taxes on luxuries, at 20 per cent.
B8OMNO. ..ot iiiiiaiiieiiieneenaen. -
Yachts and pleasure boats.............. e,
L Y. J 300,000,000 |
Stamp (exes........ovveeeennne heee e 18, 815,000
Tobacco: - o
T CIRBrS:iiiaeeceesses et e iee et raans 30,908; 000
Cigarett 66,000, 000
Tobacen, 48,000, 000
Snuft; ete PRI 10, 000, 000
Papers and tubes.......ooovnvnoiiiii 325,000 |
P apita stock 24,990,000
apital SE0CK .o veeeierrniiiiiaanaaas eeeaerieaaaaan , 996,
BrokerS:: . veessreaerencererteeinetiinieeiionanans 333,000
Theaters,elo: i iisisiiecnraieccannnns
Mail order sales.i\......... Greennen veen
Bo-vling alleys; billiard and pool tables
Bhooting galleries. scveeveeecenaennnn... .. ceassesbeibeinie 400, 000
Ridingacademies........coooeveeiiiiiiiiiiiiii, L 50, 000
BusinessHoense tax. .ooevivneniveieiannn, Cereeees N evesasesnsfoecsvenaneiassiifi - - 10,000,000
Mannfacturersof tohacco, ...c.evrveennienannnans.. 37,000 69, 000
Manufacturers of CIRarS. cceceevreennennnn. . 538,000 440, 000 850, 000
Manufacturers of cigarottes..... srcetasasucionasen .. o 120, 000 240, 000
Use of automobiles and motorcycles. .. .c...ovveuee. veeees wevestessifencoensaioanns . 72,930, 000
TOLAL eevetennncerenreossossnonrassssassncnens vees| 3,041,663,000 | 4,417,267,000 | 8,182, 492,000
! Assessed but not collected in 1916,
Income tax based on total individual income of (taxable),..............cociiiind S 7, 400, 000, 000

Corporation excess profits and income tax en net income of........cuviiiiiiiinonciacacassns 10,000,000, 000

O
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Mr. TroMas (for himself), from the Committee on Finance, sub-
mitted the following

VIEWS OF A MINORITY.
[To accompany H. R. 12863.]

The Finance Cominittee has, after a long and anxious consideration
of the revenue bill reported it to the Senate. I do not think that
it is wholly satisfactory either as to rates or subject matter to a
sinfle?member‘. It is probably, however, as nearly so as discussion
and compromise can make it, and very much more so than would
have béen the case had the sum to be produced by it remained at
$8,000,000,000. - The reduction of this estimate by 25 per cent and
the consequent elimination of some of its most objectionable features
has gone far towards bringihg a majority of the committee to an
understanding as to the remainder of the bill.

But while in accord ‘with the committee as to its general structure
and rates, I am unable to accept its action relating to what are known
as the excess-profits'tax. This feature of the bill has been condemned,
and justly so, by the President and the Secretary of the Treasury in
terms with which the Senate is familiar, and I think by a majority -
of those who are familiar with its character and operation as em-
bodied in existing law. I opposed it at all times in Committee and
am compelled to continue my opposition to it here. ,

It is proposed to levy this tax upon practically all corporate
groﬁts in excess of 8 per cent-of theinvested capital as defined in the

ill, less a deduction of $3,000; and this without regard to earninﬁs
in the prewar period or to the character of the business in which the
corporation is engaged. Such a basis of taxation is, in my judg-
ment, arbitrary, unjust, and indefensibie. If other objections are
needed, they are furnished by that provision which makes the tax
an alternative one with the war-profits tax, the commissioner bein
required to apply that one of the two which in the given case wi
produce the greater revenue.
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Eight per cent profit on invested capital is a just allowance in
many cases. In many others; it is too much; in others, far too
little. Business pursuits involving practically no hazard may well
be content with 8 per cent. Those involving some hazard can be
stimulated with 8 ger cent. Those involving considerable or very
great hazard must have much more to induce capital to risk invest-
ment in them. To make a hard-and-fast rule for all business alike
is as statesmaniike as to prescribe one punishment for all offenses,
or one wage for all workmen, or one rate of levy for all incomes,

Such a method of taxation bears some analogy to the German
levies of fines and contributions. It is not'so harsh nor so arbitrary,
but it embodies the same idea. It sets aside a certain allotment for
all concerns and then appropriates the bulk of the remainder. 1t is
a tithinghsystem multiplied by eight. The only justification for it
which I have heard is that due to their large antewar profits some
corporations would pa%no tax at all beyond those imposed by the
income-tax schedule. But that is only to say that such corporations
have made no war profits and therefore pay no war-profits tax.

This basis for the excess-profits tax; which would penalize all profit
over 8 per cent for the sake of reaching a very few of them, is easily
removed by the substitute for this title of the-bill which I proposed
to the committee and which treats as war profits all profits in excess
of the profits of representative corporations for the prewar period.
Such a provision accomplishes the purpose without doing injustice
to all corporations, and without sensibly diminishing the sum total
of the estimated revenues. .

The tax on war profits, that is to say upon profits due to the
existence of the war and in excess of the profits of the prewar period,
is a legitimate one and can be made to yield a very large revenue
without disturbing or dislocating business and commercial conditions.
‘With the disappearance of the profit the tax will disappear; while the
so-called excoss-profits tax will not be affected a particle by the return
of peace, save as the profit may for that reason tend to decrease in
volume, Yet no one would have had the temerity to fropose such a
tax in any other than times of war. It should, and I trust will be,
eliminated from the bill.

In my judgment the so-called estate tax should be stricken. from
the bill. Apart from the fact that an estate tax is no tax at all, but
a condition of inheritance, and that all conditions of inheritance are
mabters strictly of State concern, with which the Government has
nothing to do, thus presenting the question of the validity of such an
assessment, is the consideration that estates are a source of State
revenue. State sources of taxation are restricted. They consist
largely of real estate, licenses, and estates. With the ratification of
the eighteenth amondment, State revenucs from licenses will be more
than cut in half. The expense of State and municipal administration
like everything else is increasing. The States have need of all the
money they can raise and the imposition of Federal taxes on estates
will require the States to incrense their levies on real property and
their rates of license, both of which are now higher than ever before
and likely to remain so. And we may be sure that the State inherit-
ance taxes will bo graduated in time quite as high as, if not much
higher, than those provided for in the pending bill.
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In this connection, we should not overlook the fact that the
national debt, which will be not less than $35,000,000,000, represents
that amount of investment of American capital, whol.fy exempt from
State texation of any sort, and which but for the exigencies of the war
would be subject to State assessment. The Government would
swiftly resent any intrusion of the States uﬁon its taxing powers. It
should be equally considerate of those still remaining to them.

C. S. THoMAS.

O
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Mr. Pexrose (for himself, Mr. Lobee, Mr. McCumser, Mr. Smoor,
Mr. Townsenp, and Mr. DiLiNngaaM), from the Committee on
Finance, submitted the following

VIEWS OF A MINORITY.

[To accompany H. R. 12863.]

The undersigned minority members of the Committee on Finance
feel constrained to withhold their support from the provisions recom-
mended by the majority having for their purpose the arbitrary fixin
of rates for taxes to Ke collected mainly in 1920 to the estimateg
extent of $4,250,000,000,

With respect to those provisions of the bill as amended by the
committee, which it is estimated will produce $6,000,000,000 reve-
nue for a full 12-months’ period, we are generally in accord. These
provisions are thé result of months of painstaking deliberation and
are based upon as accurate and reliable expert information as it was
possible o obtain through every agency, official and other.© They
reflect actual business, industrial, and economic conditions now be-
lieved to exist, taking into consideration the rapid transition during
the year from the maximum war-needs production to the sudden
cessation of hostilities and the arrest of war industry.

Diflicult as was the committee’s task its conclusions as to just
and proper bases of taxation upon current year conditions were, at
least;, approximately defiriite and consonant with known facts. We,
therefore, weré enabled by patient consideration to apply the new
and increased taxes in a way to harmonize, so far as practicable, with
existing economic, financial, and industrial conditions, sad at the-
same time to provide all the revenue that revised estimates of the
Treasury Department indicatéd as necessary in view of the signing
of the armistice, namely, $6,000,000,000, or $2,000,000,000 less than
was estimated the bill carried when it came to the Senate. The fact
that rapidly. changing conditions, while the bill was under considera-
tion in the Committee on Finance, enabled. the committee to reduce
the amount of taxes $2,000,000,000, furnishes a forcible illustration
of the importance of legislating on the subject of taxation, so vital
to the country, with the utmost care and in the light of ascertained con-
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ditions. It further démonstrates how: unhwise is the policy of haste
and the anticipation of future needs at a time when radical clianges
in domestic and world conditions render to-day’s conclusions perhaps
worthless to-morrow. - ‘ R

We recall that it was insisted in July and August, lgst, that the
revenue bill, not even then prepared, should become a law not later
than September 28. Disaster to the fourth Liberty loan was pre-
dicted, and apprehension was expressed as,to.the inability of the
Secretary of the Treasury to market short-time certificates if the
bill were not on the statute books by that date. These predictions,
fortunatel{, were unfulfilled. The Secretary experienced no diffi-
culty in placing short-time certificates, and the. fourth Liberty loan
was oversubscribed. The country was not affected by lack of kncwl-
edge in advance as to the extent and methods of taxation, but went
ahead and met each situation as it arose.

Who now will claim that Congress was not justified: or lacked
wisdom in deliberating upon this, the greatest: of all tax bills in
history. The fact alone that changed .conditions made .possible a
reduction of $2,000,000,000 in the interest of the taxpayers justifies
the care and scrutiny given the bill by those charged with the con-
stitutional duty of framing it.

In the light, therefore, of this recent valuable experience and ob-
ject lesson 1t would be entirely without justification to attempt to

rescribe for the American people what amount of taxes they shall
ge called upon to pay in the year 1920. We can not fail to be im-
pressed with the many difficulties encountered, even with every
possible aid, in levying just taxes for the current year; and to
undertake to project ourselves into the future, so filled with por-
tentous changes, and arbitrarily and rigidly to fix taxes for.the year
1920, is in violation of every sound principle of legislative procedure,
and economically is fallacious and unsound. C o

No one can foresee the full course of events which will crowd
the intervening months, and no one with any degree of definite-
ness can estimate the Government’s needs or the country’s influstrial
prosperity. Sonrces of revenue not now.tapped may be made to
yield a just portion, thus relieving other sources from onerous
taxation. Who can foresee clearly results from tvhe-',readjustlpant;
and reconstruction program inevitably impending and bound to fol-
low the return of peace? Both capital and labor are vitally inter-
ested in these readjustments, and will be affected by them in a way
that can not be foretold. ’i‘he problem of the high cost of living
is not the least of those awaiting attention, and a wise and careful-
ly considered economic policy must be framed at the proper time
with full information as-to the facts.” Care must be exercised
not to disarrange our industrial system in a way which will ren-
der either capital or labor less employed in profitable pursuits than
at the present time. A sound. golic ' demands that no legislation
shall be enacted which will suddenly or unwisely disturb-values
and prices. Vast governmental undertakings and agencies, made
necessary by the war, must come in for a large share of considéra-
tion as to the policy to be adopted with respect to those activities
in the future, thus presenting the most difficult domestic prob-
lems ever confronted y this Nation, ‘ '



REVENUER BIL. OF 1918, 3

No program for the near or even distant future has been eyolved—
nothing but the merest outlines, suggestions, and preliminaries—and
yet, on_the threshold of these nebulous conditions, it is proposed
to lay down a hard and fast scheme of taxation for the future. The
only argument advanced in behalf of this extraordinary proposition
to fix arbitrarily the rates of taxation in the present bill for the
year 1920 is, that the taxpayers are entitled to know the amount of
reduction in taxes and the character of the taxes for that year. It
does not seem to the minority that this argument furnishes any
justification for violating the methods of orderly legislative pro-
cedure. Every taxpayer in the country knows that taxes will be
reduced after this year as the inevitable result of a reduction in gov-
ernmental needs following the declaration of peace. Every business
man knows the next Congress can enact a revenue measure, based on
accurate information as to the then existing conditions, which will
reduce the burdens of taxation so far as the requirements of the Gov-
ernment will permit. Why, then, attempt to do so in this bill with
no knowledge of future conditions and needs?

As a 1918 measure the undersigned minority members of the com-
mittee concur in the reporting of the bill, but the measure should
stand essentially as a 1918 measure, and the many changes which
will be necessary to adapt the tax law to conditions found to obtain
in 1919, and subsequent years, should follow and be made at one time
and in the light of as full information as it will be possible to obtain.

: Bores Penrose,
H. C. Lobcg,
P. J. McCumBer,
Reep Smoor,
Cuas. E. TownsenD,
Wu. P, DinuiNeaas,
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Mr. Smoor, from the Committee on Finance, submitted the following

ADDITIONAL VIEWS,

[To accompany H, R. 12863.1

Differing materially from the plan of taxation imposed by H. R.
12863, as reported to the Senate, I avail myself of the privilege of
expresing my personal views, in a separate report, of the provisions
of the bill that I believe should never be enacted into law. The
unworkable, unscientific, and discriminatory provisions of the act of
October 3, 1917, have not been eliminated by H. R. 12863, the pend-
ing revenue bill. In some respects they have been modified, but in
otﬁers increased. If I could have framed the pending revenue bill,
I would have made it very simple and so plain that any ordinary
business man or individual could have understood it and would have
had no trouble in making out a tax return. ‘

Every individual, whether in business as such or as a member of
a partnership, would have been treated alike. Every corporation
would have been taxed upon the same basis, and the question of capi-
tal invested, watered stock, and bonded indebtedness would not have
entered into the question of the amount of tax to be imposed, with
the single exception. of a few corporations with a capital stock of
over $1,000,000, and making undue profits during the prewar period.
I would have {)rovided a separate (s)rovision for taxing these few
corporations. I would have provided for a straight war-profits tea.x,
following the principles outlined in my amendment that I offered on
January 5, 1918, to House Joint Resolution 195, with certain modi-
ficationg, to meet to-day’s changed conditions,

I believe that there should be eliminated from the bill all the
harassing, nagging taxes—all of which are consumption taxes—and
substituted for them a 1 per cent sale tax on all goods sold for con-
sumption or use. A tax of that character would in no way embarrass
the producer or the consumer and would yield a revenue of over
$1,000,000,000.
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In addition to the 1 f‘er cent sale tax,and a straight war-profits tax,
as above. referred to, I would include in the bill, title 2, income tax;
title 5, tax on transportation, with certain modifications; title 6, tax
on beverages, only so far as it affects alcohol, beer, wine, and the
floor tax on the same; title 7, tax on cigars, tobacco, and manufac-
tures thereof, with increased rates; title 9, the tax to be*limited on
automobiles, and on leases for exhibition of any positive motion-
picture film; title 10, tax upon capital stock, brokers, manufacturers
of tobacco, cigars, and cigarettes, and on pleasure boats. All other
items found in any of the above titles should be eliminated.

If this plan were adopted, the bill would provide a larger revenue
for the Government than will be received under the provisions of
the _gel‘rilding bill, and unjust and discriminatory taxation would be
avoided.

That part of the pending bill that deals with the imposition of a
tax for the calendar year 1919 I disapprove of and agree with the
statement made in the minority report upon this subject. The
majority base their action of including in the pending bill provisions
for the collection of taxes for the year 1920 upon the recommenda-
tions of the Secretary of the Treasury and the indorsement of that
Elan by the President. I.call attention to the fact that the majority

ave not followed the plan of taxation as recommended by the Secre-
tary of the Treasury, but maintains the unjust and discriminatory
lan of taxation on so-called excess profits, as provided in existing
aw and the pending bill. The Secretary of the Treasury recom-
mended that a flat normal tax be imposed upon all net profits (less
certain exemptions? in place of the discriminatory excess-profits tax
in which is involved the questions of watered stock, borrowed
money—over and under capitalization——and the definition of in-
vested capital; questions that if incorporated in a revenue bill can
not result in anything but the collection of a discriminatory and
unjust tax. I much prefer the Secretary’s plan than the one proposed
in the pending bill. )

I call the attention of the country to the fact that the requirements
of the Government for the fiscal year ending: June 80, 1920, will
approximate $10,000,000,000, which I will explain in detail when I
discuss the bill in the Senate. This estimate of $10,000,000,000- does
not take into consideration future estimates that may be sent.to
Congress that will be included in deficiency appropriation bills.
The $10,000,000,000, with the amount of deficiency appropriations
added, will be reduced by whatever amount is receiveci) ‘as salvage
from the sale of war material paid for and not now needed, either
in this country or Kurope. There are many relief provisions in-
corporated in the bill,-and I frankly admit as to some of them I do
not know what effect they will have upon the revenues to be collected,
but that will greatly depend upon the construction that will be
placed upon them by the Commissioner of Internal Revenue.

Respectfully submitted.

Rexp Smoor.

O
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Mr. Lo FoLLETTE, from the Committee on Finance, submitted the
following ‘

VIEWS OF A MINORITY.

[To accompany H., R. 12863.]

I concur fully with the minority report of the Committee on
Finance in- withholding su‘pport. from the provisions recommended
by the majority, having for their purpose the arbitrary fixing of
rates of taxation: to be collected in 1920. In the confusion and
chaos resulting from the sudden termination of the war, neither the
needs of the Government nor the sources of its income for 1920 can
be more than wildly approximated at this time, and in my opinion,
no sound reason for this proposed legislation has ever been given.

I dissent, however, from so much of the report of the minority
members of the Finance Committee as concurs with the majority in
proposing to raise by taxation under this bill only $6,000,000,000 or
even less than that amount, for the taxable year, and which in con-
sequence permits war profits and excessive incomes to escape fair
an?l reasonable taxation. !

I am also of the opinion that the proposed taxes on occupations,
amusements, particularly of the cheaper kind, taxes upon freight,
express and passenger rates, upon telegraph and telephone messages,
and consumption taxes generally, should be eliminated from the
bill, and: that a heavy tax should be imposed on luxuries.

As is well known, the bill as passed by the House proposed to raise
upward of $8,000,000,000 by taxation. A shrinkage in the bevera%e
tax, among other things, has caused a revision of that estimate. 1t
is now claimed the House bill would, if enacted into law, produce a
little more than $7,400,000,000. .

The estimate of the éecretary of the Treasury is that the expendi-
tures of the Government for the fiscal year ending June 30, 1919, will
be about $18,000,000,000, This ﬁ%um is purely speculative. It is a
reduction of $6,000,000,000 below the estimates made by the Secre-

of the Treasury at the time the House bill was framed and prior
to the introduction and passage of deficiency appropriation bills
covering many billions of dollars additional to such estimate. It
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rests upon vague conjectures as to the amount of saving which-will
result from the termination of the war, :

But assuming that the expenditures will be but $18,000,000,000
for the fiscal year onding June 30, 1919, I contend that sound prin-
ciples of taxation applied at this time require that at least one-half-
of this amount shou?é) be raised by taxation and not leave more than
one-half thereof to be raised by further bond s»les.

The Senate bill proposes to decrease the revenue to be derived from
incomes and war profits comﬁared with the House bill by about
$1,000,000,000. To bhe exact the estimates given in the report of the
majority of the committee, on ,Fage 3, reduces the income tax from
that proposed by the House bill $169,186,000, and reduces what the
report terms the ‘‘war excess-profits’’ tax $800,000,000. The House
rates, in my opinion, on these sources of income were too low and
instead of being decreased, as this bill proposes, should be increased.

The argument that the war is over and that taxation should there-
fore be immediately decreased has little or no weight when applied
to these two sources of income. This bill when it becomes a law
will tax incomes received during the calendar year 1918 and also
tax excess and war profits made during the same period. ~Until
glractically the day of the siining of the armistice on the 11th of

ovember, we all supposed that the war would continue for many
months, Whatever war profits would have been made for the
calendar year 1918, if the war had continued until the end of the year,
will substantially, so far as anyone can estimate, still be made during
that year. Nor will the immediate expenditures of the Government
be materially reduced by reason of the cessation of hostilities, The
Government needs the money; the war profits will have been made,
and the incomes received during the taxable year; and there is no
reason why the sudden and unexpected cessation of hostilities should
cause us to fix the rates of taxation on these sources of income below
what we would have levied if the war had continued.

If we accept the estimates given in the House committee report,
and apparently adopted in the majority report, that the net imcome
of corporations for the current taxable year will be $10,000,000,000
and deduct therefrom $5,000,000,000, the largest estimate of peace
time net income that can be reasona{)ly made for the taxable year,
it leaves substantially $5,000,000,000 of profits made from the war
of which it is proposed to take by taxation under this bill
$2,400,000,000, or about 48 per cent. That is what the bill really
proposes to do, although it has been widely heralded throughout
the country as a bill which will levy an 80 per cent tax on war profits.

The first year that corporations made income-tax returns to tho
Federal Government was 1909. The following table shows the
corporate net income from 1909 to date:

Corporate net income, 1909 to 1918.

Year. Net income. Year. Net income.
1009, . e ieiienerenieiteanseenenanean $3,500,000,000 |1 191d. ... ovuiiiinnrannainrnannnnn. $3, 940, 000, 000
1010, ... eeeneennueennenreaannnenns 3,761,000,000 || 1918. . ceenreraneriecinenrarenennn. 5, 310, 000, 000
1010, e iiiiiieieienieeieaiiaanens 3,603,000,000 || 1916.....0ccvenssnirasaaacscnnornan 8, 785, 900, 000
1918, . .o iiiireriiacanttanncacaannns 4,151,000,000 {[ 19178 cereeniniinionncrnrecsnannes 10, 500, 000, 000
19130 e ieeaeenaanearenaaaanas 4, 714, 000, I9Bhe e eiiiereerneenneannanenn 10, 000, 000, 000
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The above estimates for 1917 and 1918 are made by the Treasury
Department and can be safely relied on as not being too high, That
the estimate of $5,000,000,000 war profits made by corporations dur-
ing the taxable year is a reasonable estimate is asserted by the Treas-
ury expert and also appears from a comparison of the net income of
corporations during the war with their prewar net income. ‘

The total net income for the three years 1911, 1912, and 1913,
adopted ss the prewar years, of all corporations was $12,368,000,000.
The average annual net income for the three years was therefore
$4,122,666,000. 'This deducted from the $10,000,000,000 net income
of corporations for 1918 leaves $5,877,334,000 over that of the peace-
time income for the average of the three prewar years. Making allow-
ance for the normal net income of new corporations—corporations
that were not in existence during any of the prewar period-—it is plain
that the war profits must still account for at least $5,000,000,000 of
the net income of $10,000,000,000 for 1918.

It is to be remembered also that the above table takes no account
of the vast sums made by individuals and partnerships out of the war.

1 shall not dwell upon the inequitable features of this bill as between
corporations. That is [l)ointed"out in the minority report submitted
by the Senator from Colorado (Mr. Thomas). But T do protest that
it is a gross injustice to the people to take by taxation an amount
which must be admitted to be less than one-half of the war profits of
the corporations.

This bill is misleading in the rates which it apparently proposes.
Passed in its present form it will, for examl)le, produco far less than
an 80 por cent tax on war profits. Tho bill carries many provisions
which will accomplish that result. For example:

(1) Thero is & deduction from the net profits—profits determined
by deducting every expense that can possibly bo passod as a cost of
the business—a minimum of 10 per cent of the total invested capital.
This minimum deduction can be as great as was tho prowar profits
of the concern, possibly one or even many hundred per cent of tho
prewar capital. This minimum of 10 per cent of tho invested capital
may be a much larger percentage than it is of the net income. For
example, if the profits are 10 per cent of the capital, this deduction
bocomes 100 per cent, of the income.

(2) $3,000 flat doduction, .

(3) Numerous other deductions which appear in many placos in
the bill, providing for depletion, amortization, or even for limiting
tho amount of the tax itself.

But this bill has other features that call for further examination
in order to ascertain the real rates of taxation under its provisions,

In workin% out the application of its complex rules the investi-
eator is lead from paragraph to paragraph, back and forth, to
provisions which mmfify and reduce the high rates which catch the
eye on first reading,

They have been called *relief provisions’’ or ‘‘ cushion provisions.”

They should be-called ‘‘ trap-door provisions,” as thoy will prove
a ready and convenient exit for disappearing revenues and serve to
facilitato the escape of the corporations from just taxation.

They found favor with the committee in a desire to afford relief
to a limited number of corporations which agpeared to suffer hard-
ship in the application of ge general rule. But in an effort to pro-

8 R—66-3—vol 1-—=86
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vide relief for these exceptional cases, which do not: constitute one-
tenth of 1 per cent of the total number,. the grave error has been
committed of opening the way for the loss of a-vast amount of
revenue and the escape of a large number of corporations from just
taxation. . ‘

The net result of all these deductions is that instead of this tax
being an 80 per cent tax, it will average not more: than 48 per cent
of the net income of corporations, and most likely even less than this.

The principle that should guide us in framing this bill is that no
man should be allowed to retain a dollar of profits made our of-this
war, when thousands of our people have been called upon to give
everything, including their lives, for its ?rosecution, -and - millions
must suffer great hardships on account of it, and generations must
sweat and toil to pay its cost. It is intolerable that a favored few
should be allowed to amass immense fortunes by reason of *his war.

This is the last opportunity to tax war profits. Last year we took
less than one-third of such profits.. This year’s tax bill proposes to
take less than one-half, and with the passage of this law the oppor-
tunity to reach this war-made wealth by a war profits-tax will dis-
appear forever. 'The billions saved from taxation through the in-
justices of this bill, if it becomes a law, will create many millionaires
and require further sacrifice and entail greater suffering upon the
many millions of our people who have reaped no profit but have
suffered hardship and loss as a result of the war.

Senator Thomas in the minority report above referred to, estimates
that our debt as the result of this war will not be less than
$35,000,000,000. : ,

Everything that we do not raise by taxation upon war profits at
this time, we will be compelled to raise hereafter by bond sales.
This will carry with it through years to come further taxation that
will greatly increase the ccst of living and impose an interest burden
which is certain to prove intolerable. :

The mass protest against every form of injustice and oppression
which is sweeping over the world should admonish us at this time
not to go too far with this lopsided system of war finance which
denls so tenderly with the taxation of wealth and especially with
that form of wealth which has made huge profits out of war.

The Senator from Utah (Mr. Smoot) in his minority report calls
attention to the fact that the requirements for the fiscal year endin
June 30, 1920, will aﬁproximate $10,000,000,000. This amount wi
be further increased he says by the deficiency appropriations, and the
total reduced by whatever amount the Government receives as salvage
in the sale of war material. If you omit from this bill for 1920 the
estimated war-profits tax of $2,400,000,000 the other taxes proposed
will only raise approximately three and a half billion dollars, Of
course, the war-profits tax will be a diminishing amount in the fiscal
year of 1920 as a means of raising revenue. Where then is the money
coming from to meet the estimated expenses of $10,000,000,000%
Even if the present rates of taxation:proposed in this bill are main-
taiced at that rate, omitting, of course, the war-profits tax, it would
only raise $4,000,000,000 of the necessary ten billion. Consequently
there must be a great increase in taxation or a continuation of this
policy of borrowing billions upon billions of dollars long after the war
18 over. As it becomes increasingly difficult to borrow we must
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g}ilve greater inducements to the purchasers of the bonds by raising
the interest rate and exempting the bonds from taxation. These
bonds are certain to soon find their way into the hands of }he owners
of %reat wealth, because their exemption from taxation makes them
of far greater value to those of large incomes than to those with
moderate incomes. The result must be that for years and genera-
tions to come a small and favored class will draw their tax-exempt
incomes from the earnings of the poor.

I submit that this is an unjust system of war finance.

It secured its first victory when the first war-revenue bill was
passed in 1917, The profiteers were allowed to escape at that time
with a tax of less than 33 per cent.

England was then taxing war profits 80 per cent. She still imposes
that tax on war profits.

Téxis bill taxes corporations less than 50 per cent on their war
profits.

It favors the rich and §rinds the poor.

The war-tax bill of 1917 was the initial step. If we pass this bill
as reported we shall, I submit, write into our statutes the consumma-
tion of a great wrong.

Respectfully submitted. -
RoBerT M. Lo ForLLETTR,



