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REVENTJE BILL OF 1918
Dzozrna, 1918.-Ordered to be prInted

. 3Stxows, from the Committe on Finance, submitted the fol-

lowing

REPORT.
-To accompany H1 R. 12863.1

The Committee on Finance, to whom was rderred the l (I U
12868) to provide revenue and for other purposes, having had the
same under consideration ;report it back with sundry amendnts
and:recowipend that the bill as amended do pass.,
The revenue bill as passed by the House-which is fully explained
in the appendd_ copy of the report which accompanied its introduction into the Housewas so. framed as to yield in the first 12
months of the full opDeration of its several titles an estimated revenue
Th2isis ;wpossiblythe largest tax budget ever vod
of $8,182,492,000.
by any legislative chamber in the history of the world, and the comitte p4iroQached the tabk of its ision in a spirit-appropriate to
the gravity of- thetk bfore it: By securing through careful investigftion and numerous hearings the advice not only of those'who
wvouldl bkiost vitall "maffectr! by the new law, but of those who by
stidy anddminiinstrative esxpeAieneTwere in position to offr helpful
fill printed volume of over 650 pages
siggttons. Theseheigs
which tith- similtr he~iri I of the Committee on Ways and Means,
of g- at value upon the entire subject.
constiiutXe a reference librsa
the
House bill the scope and character
of
fomulation
Smce Lthe
been profoundly affected by two
have
act
the
propetivei'revenue
of
events of cootrolling importane. First, in order of time, was the
adoption' of regulailons :and: legislation restricting the' production
and' saleof"alcoholicibeverages Beverage tas under :he House
bilt '-r.ii6~'60tmated to yield fori the first 12 months of their operation
$1,137,600,000, and approximately $860,000,000 for the fiscal year
1919. At the present time unger' the changed conditions, it- is
poeibleto count upon only 0I0,000,000 for the fiscal year 1918-19,
%nd $98,000,000 for 'the fiscal year 1919-20, from this source. At

the; very beginning of its labors, thereore, the committee was pstNed

,
or reduction in the beverage taxes of approxiupon to f aceloss
mately $350,000,000 for' the fiscal year 1918-19, and o'of more than
$1,000,000,000 for the fiscal year 1919-20.
When the committee had nearly. completed its original task of revising and perfecting the House bill, came the: sudden rind dramatic
victory of the allied arms. The task of financing the operations of a
great war gave way tr, the taskjof fauciJgmthe Government through
a period of reconstruction ahd deiitbilizatioiC' 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 season that they diminish the demand for
habor, capital, and. raw material are for te very, {*me reaov obnoxious and undesirable in times o: peace. The cessation of war, therefore, brought with it not only the dpportunity but the necessity of
reducing the large tax budget which the House had voted.
This interpretation of thefinancial sigrificance 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 November 14, 1918, in which Secretary McAdoo announced that "the
collapse of our enemies necessitates instant reconsideration of the
financial plans before the Goveriezt," and addel, "'he prompt
enactment of a revenue bill is imperative, The existing law isInot
satisfactory to the country nor to the Treasury. On the bther hand,
the revenue bill whibh-passed the House is more strinhget than the
changed situation will justify." At'the samie time the Se6cretary expressed his belief that the actual expenditures of the6(Thvernment
during the fisviil' year,ddingg June 30, 1919 would be in the ieigh1
and recoxmendedborhood !of $18,000;000,000,
.

That the peding revenue bill be revised with a view to yield
in $ ,000,0,0OOwi
payable during the calendar year 1919, and not 1e80 than $4,000,000 during
the calendar year 1920.V

This recommendation of the Secretarvy has been aqcepted by4 the
committee and theilnebessary changes made to gie itfv.llleffet. ;The
w
stAad,
Hous:bill as originally passed,. ashereofore
t
eced
its
first
for
of
the
about
year
to yjelds
$8,100,000,000
4ipn, b44 a
part of thisf was lost by reason of the shrinkagei ,,in trprsctiv@
yield of the beverage taxes. It is now estinate4 that the Hose bill
would produce for the fiscal year 1919 $77405,390,9WQ, 1BecAueQf the
$ectbi
changed conditions resulting from the signing of tarisme
retary McAdoo recommends that a tax lvy f;6,000,09W,0 is all
that is now necessary or justifiable, and the changes reqkmmended by
your committee, it is estimated, will reduce the revenue to this
amount.
A clear idea of the effect of the committeesrecommendations upon
the yield of the several schedules or titles may be gather& m e
brief statistical summary which follows herewith:
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other than income and profits taxes, the committee recommends no
change ingrates fortrlfiscal year 1920.
The main outline of the program proposed by the committee thus
beoimes clear. For the fiscal year 1919 it is planned to raise nearly
l
$4,600,000,000 from income and profits taxes, and something
"
$1,400,000,000 from other sources or the fiscal year 120 it i panned
to raise somewhat less thean;$3,000,000,000 from incoz ndprofit
taxes, and about $1,000,000,000 from other sources. Aboutlitea tenera1
wisdom of such a program we entertain no serious doubt- It is im.
perative that profits and income for the year 1918 be heavily taxed.
This, is not only necessary but 'it is equitable and in accordance with
sound public policy. The profits realized during the year 1ti8 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 largte measure they are attributable.
But it is equally important that these special taxes should be: reduced as the occasion which inspired amid justifies them redes'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
inexcusible.
TITLE II.-INCOME 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 maximun
of 65 per cent is reached upon incomes in excess of $5,000,000. These
steps bear no fixed relation to each other. For example income
between $20,000 and $30,000 would pay 8 per cent more
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.
The surtax rates approved by the committee begin with i er cent
upon incomes in excess of $5,000 and not in excess of $8,000 and ad.
vance to a rate of 48 per- cent upon incomes in exs of $98,000 'and
not in excess of $100,000, This: advance is uniform wxth an additional 1 per cent:of tax for each additional $2,000of income nil
the income of $100,000 is reached. From that p6int the rate of increase is reduced so as to reach the maximum rate of 65 p6er 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 estimated upon the same basis is $1,045,069,000.
RAT-S FOR OORPOitDTONS.

The committee has provided for a uniform tax upo thineicomes
of corporations this rate being 12 per cent for the 1918 taxable year
and 8 per cent for succeeding years (s 230). Under the Hous bill

EVENUE, BILL OF 11

5

the 12per cent rato app lie-only to so much of thel net income as
was distributed- in dividends, or paid in the discharge of interestbearing obligations, or in the purchase of liberty bonds issued after
Septeniler- 1 1918, and on the' balance the rate was 18r cent. While
cetain
essentialrsesh of earningsfor Purposes other than distrivution
WI' reonzd 6ay- other `'sch` use oferiA
qulyesnial,
such ash for additiobs' to Wlant -for pui'pose; of Orther- production,
Were` not recogni'ed. Failure t permit withou peIt all legiitimate 'I' of earnings for fifincing corp tions e
nconsi t
with the policy which' has in the past been actuallfollowed by wellmanagedeo'rporations and which has been urged by the War Finance
CorpbratiodI and the Capital Issues Committee. To retain the dif.'
ferential rakt while exempting from the extra tax all income used
the corporation for legitimate purposes other than distribution woul,rs
however, make the law difficult of adxniniisration, because it would
involve review by the TreasuryDepartment of too 'many detailed
uestions of the administrative policy of individual corporations.
and other considerations, among which was the fact that cor
These
porations are subject to the war excess-profits tax, to which individuals and partnerships are not subject, moved the committee to restore
a flat-rate system.
INtX)MZ OF CERTAIN CORPORATIONS TAXABLE TO STOCKHOLDERS.

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 ver
closely held and that the encouragement of distribution sought to be
Accomplished by the differential 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 undistributed 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, beeause it was necessary to its application Ithat 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
gains 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 LO8 (SEC. 202B).

A provision. was inserted designed to establish the rule for, determining taxable gains in the case of exchanges of property and to negative the assertion of tax in the case of certain purely paper transactions. The substance of this provision is that when property is ex.
changed for other propety te pperty 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 consolidation 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.
GAINS DERIVED FROM PROSPECNG, EXPLORATION, OR DIo8OOwXRY

The prospector for mines or oil and g frequent spends miny
a
n e
'do.
search.
lvahte
years and much money in fruitless
productive property and comes to settle it sem -unwise and unir
that his profit be taxed at the maximum rae as if it were ordiary m
come attribuale to the normal activities of a sipgle"Aip T1:stimulimit 's t
late prospectiig and explratio, thee committee
i
to 20 per cent of the selllng 'pice the case of a bona fde Bate of
mines, oil or gas wells where the princih value was 'de~moniiseAd
4 h&t ayer
by prospecting, exploring, o discovery work dboni4
(sec. 211b, p. 18). Aitr'1hnitation hasbeeinPse1dby
te: r
excess-profits tax applicable to gains derived by a corporation from
the boa fide sale of such minep oil or gas wel' (sec. 33,'p. 107)
Special provision is also made for increased depletion allowance in
the case of such properties (sec. 214 (10), p- 28;and sec. 234 (9),
p. 58).
TAXABLE AND NONTAXABLE INCOME.

The committee amended section 213a so as to require. that any
gains, profits, and income derived from salaries, wages, or compensation for personal service, of whatever kind and in whatever, form
paid, and so on, be subject to income taxi. leaving the constitutional
question as to the authority of Congress to tax certain salaries to be
settled by the courts in any case in which :thequestion bmay'e raisd.
The proceeds of life insurance policiespaid upon theideath 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.
213b, 1). This limitation 'hks been removed :so as to place all beneficiaries (individual, corporate, or otherwise) on the same footing.
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.-.
The provision (sec. 213b, 4) subjecting the interest on- new issues
of Sta4e and municipal bonds to taxation as income was also stricken
out. Apart from the constitutional question, itseemed, unwisfor
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 ty the War Finance Coporation have been added
to the list of obligations the -intretstL on which is bxemt'froptf the tax
(sec. 213b, 4) . These bonds we issued under the same tdms S'athe
liberty bonds issued under the original act of September 24, 1917,
with' repect to exemption from taxation, and it is fdt that no dislrimination ought to be made in the incomezta law.
DEDUCM7NSi,

The interest deduction, (s 21X, 2, and see. 234, 2)h lee
amended so as not to permits4deduction for interest on indebtedn
incurred or continued to purchase or carry ta-re securities other
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th*i obligatio4 of the Unitel Stat issued after September 24,
1917.; This limitation-is substantially the same as the onee 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,
thereby$1r'ducing his tax. The limitation suggested above would operate to discourage this--practice except in the case of the later issue
of libe lbhnd
by the House a
s
Under the present law and under the bill Ipassed
nontisident: alien individual or a foreign _orporationjis not allowed
to deduct anay taxes paid to at foreign country. Many such taxpayers
are7 however, subject to taxation abroad upon ProPertT or business
which is producing income subject to taxation in the United States.
It seems only fair that such taxes paid to a foreign country slkmld
be deducted in computing net income subject to taxation in the United
State, and provision for such deduction has been inserted (sec. 214a,
3, and sec. 284a, 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 expense of a
taxpayer exceed his gross income the excess (or in other words, the
net loss) can not be cairied over into the next year. For-purposes of
taxation 'the settlement must be made upon thie basis of each year's
business by itseif. The'chief merit of the present plan is its simplicity of administration. But: it does not adequately recognize the
exigencies of 'business, and2 under our present high rates of taxation,
may often result in grave injustice. The committee has accordingly
incorporated an amendment (sec. 204) which provides that under
certain limitations net losses sustained in 19117191n 1918 may be
deducted i computing the net income of the taxpayer for the succeeding taxable Vyear; that a' net loss sustained in the future may b
deducted froI the' net income of the preceding taxable year, and if it
is in, excess of the net iincome for such'preceding taxable years that
such excesamay be allowed as a deduction in computing the net income
for the stcceeding taxable-year. Provision is made for the necessary
ad'umtment of the taxes for the years involved, and for crediting or
rieuding to the taxpayer any amounts found due under such ad-

justment.-

AMORTIZATION.

In the paragraph reblating't amortization allowances (sec. 214a,
9, and sec. 234a, 8) it wasfre:d that the language was not broad
enough to include vessls devoted to war purposes, and provision has
therefore been made for-th 'amoitizadon allowance in the case of
veswls qonstrycted or acquire, on or 4ter April 6, 1917, for the
ttthik%'br oftwia'vwticleM dr; hwhtibtributihg to the prosecution of
thtpreseh~w~f.
Tr% clgui likhi th'gtiM efi otizatjon deduction of
2t4 pet cent ofthe net iniojhabbeeh stricken out. The amount of
the amortisation allowanceto Which a taipgayer 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 allowance most when his net income is small.
DEPLETION.

For the purpose of depletion allowance in the case Ef 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, 1918, 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
purchase of a proven tract or lease, and where the fair market value
is materially disproportionate to the cost, the depletion allowance
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 ins 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 reuction of the value of the inventory, or other similar cause, provision
was made that the amount of the loss then discovered may be deducted from the net income of, the precedin' taxable year any
amount of tax thus found to have been overpaid to be promptiy refunded (sec. 214a, 12,p. 29, and sec. 231a, 13,'p. 60).
In the case of nonresident alien individuals and foreign corporations, expenses, losse, debts,depreciation, amortization, and depletion are, under the language of the House bill, alowed only
to the:extent that they are connected with a trade or business carried
on within the United States, and the depreciation, amortization, ansd
depletion deductions are allowed only with respect to property
within the United States. In many cases, however, propertI outside
of the United States is directly concerned in the production -of income taxable in the United States. Accordingly, the limitation with
respect to nonresident aliens and foreign corporations has been modified 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 RETURN&s

Provision has been madie in section 240 'for a consolidate return,
in the:case of affiliated corporations, for purposes both ofincome and
profits taxes. A year's-trial of the consolidated return under the
existing law demonstrated the advisability of conferringng ,pon the
commissioner explicit authority to require such returns.

EVENUE BILL OF 1918.
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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
permanent effect is to prevent evasion which can not be successfully
blocked. in any other, way. Amonig affiliated corporations it frequently happens that the accepted intercompany accounting assigns
too much income or invested capitel 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 retail
the old accounting procedure, which benefits the affiliated interests,
even though such procedure was not originally adopted for the purpose of evading taxation. As a general rule, therefore, improper
arrangements which increase the tasx will be discontinued, while
those which reduce the tax wil be retained.
Moreover, a law which contains no requirement for consolidation
puts 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 tends
to conserve, not to reduce, the revenue, the committee recommends
its adoption not primarily because it operatesto prevent evasion of,
taxes or because of its effect upon the revenue? but because the principle 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 companies (Pt. IV, secs. 246, 246, 247). The tax is in form an income
tal, but is imposed upon anet 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, anid taxes and other exnpnles
paid
Uexclusively in connection with real estate owned by the company.
In the case of a domes ic life insurance company there is also a
specific deduction of $2,000. Thus the tax falls upon the true income
of the
that is, its income from investments; and the rate is
that this tax takes the place of the income tax, war excessso fixedcompany
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
designed to replace? and has the great merit of simplicity and certainty. Above all, it avoids the almost insuperable difficulty of defining 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 treasury, in place of three installments at intervals of two months there have been provided four installments at
intervals of three months. The provision relating to extensions has
8 R-65-3-vol 1-2
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been changed so that an extension of time for filing the retrMns serve
automatically to extend the time for the payment of instllm .
Where the payment of any installment is- postponed beaimuse of 'such
extension interest is charged at the rate of one-half of 1 Per cent a
month. ko interest, however, will be charged if the, hole 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 dn time.
In order to avoid the necessity of a personal notice to every taxpayer
a proviso -has `een added to the effect that in the cas of 'the fist
installment the instructions printed on the return shallbIeb deemed
sufficientnotice of the date when sthe'tax is due and sufficient demand.
Authority is given to the commissioner to take summarproceedingsE for the collection of the tax in cases where there is evidence that
the taxpayer designs to evade the tax' by a sudden departure frohi
the Unite States or by removal or concealment of his property (Sc.
250g).
RBtTND.

Under the House bill the Government has five years within which
to; determine and assess the tax. In section'252, 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 taxpayers
right shall not be prejudiced by any delay on the part of the Government 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.
INFORMATION -AT SOURCE.

Provision is made in section 256 for returns, of information ini the
case o Vpayments, which' are at the rae of $1,0 or more,a year, -as
well as in the case of actual payment of $1,000 or over,; bt in rder
not to burden taxpayers with th labor and expense-of fuishing.
useless information, returns of information are to be made, only to
such extent as may be prescribed by the commissioner 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.
ACCESS TO RETURNS AS

PUBLUC RECORDS.

Access to returns of corporations is extended to 'the proper officers
of any State without limitation as to whether suchStitemposean
income tax (sec. 257), and also to all bona- fide stockholders of record
holding at least 1 per cent or more of the stock of any corporation.
REPTURS OF INDIVIDUAIS.

As an aid in assuring the full enforcemout 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 III.-rWAR CXO1B8S-PROWITO TAX

Before directing 4tentiou to the changes in the war excess-profits
tax? which the committee does recommend, it lay be helpful to explain why the comini4tte does not indorse certain proposed changes
which have been advocated' by some.
In the first place, the committee does not recommend that individuals and partnershis berbrought under the war excess-profits ax,
but follows' the provisions of :the House bill in this respect. Individuals and partnerships pay the heavy surtaxes upon all net income,
whether left in the business or not, while corporations and their
urtaxes upon the portion of the
stockholders;.are relieved: friom
earnings which is not distributed. This inequality is l.more than
compensated forayby the fact that the corporation iswhile the individual and partnershiprare
noaT ubject 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._.
Th'cominittee proposes tiat personal-service corporations (those
whose ear]iings are to be eascribd primarily to 'the activities of; the
principal owners or tkholders)- be: exempted from the profit-stax
and be treated as partnerships;* i. e., that the stockholders, like partners, be subject both to normal tax and :surtaxes upon the entire
earnings ofi.the corporation, hether distributed or not.; Wh en the
undivided shares of such earnings' are large the additional surtaxes
1 make up for the lJoss of the profits tax. The war.
will more than
excess-profits taxc, moIreoyer, can not b applied to personal-service
corporations, bweause such corporations havej as a rule, very little
invested capital and the tax, if computed in the ordinary way, would
be excessive, The committe- thus solves the old problem of dealing
with the close corporation, which is used as a medium of avoiding
payment of surtaxes.

INVESTED CAPrrAL.

The committe refrains also from recommending any radical
change in the method of computing invested capital, although a
numberof -important 'improvements are su d in this connectioln.
Speaking generallyj, assets ire valued, for the purpose -of deteirmining
investe capital, at the price paid in' icquiring them without recogni-'
tion of subequent appreiation. Weighty arguments have b presented in favor pf abandoning this rule and valuing property acquired
s df that date. But the committee- beieves
before March 1,1'91,
that Isuch a method' *ould be impaticable; that' it would 'impose
pon the TreasuyD~epartment the impsible task of valuing nearly
all of the duirable propertyiof the country' as-f a date interly six years
in the past. The preent statutory ruleseorks well in a large majority
of' cases The ainin cae in which it work ivijtsice, can and
ittee
should be cared for b a equate relief provisions which the
hazscrfully formulated sand recommends.- 'The committbeethteefore
indorses6 the general rule expreed -by the House bill in paragraph
(83) of subivision (a) of section 826, but believe that in cerinh
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exceptional cases inability to recognize appreciation furnishes Must
ground for relief, and in order that such relief may not be imperiled
by 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 326.
RATES OF THE WAR EXCESS-PROFITS TAX.

The House bill provides, in effect, alternative war-profits and excessprofits taxes: the taxpayer to pay whichever is the higher. To this
plan grave objection 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 Tteasury Department.
In place of this alternative scheme the committee recomnimends 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 t e 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 36 per cent of the net income in excess of the excessprofits 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 proposes 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 30 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 limits
tion of the tax upon small corporations is thus required. The
method of limiting the tax adopted in the House bill is, however, open
both to economic and possible legal objections A few dollars difference 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 thetax
can in no case be more than 30( per 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 80 per cent of such profits less $8 000
To the very large corporation thislimitation will obviously not aford
any 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 that 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 CREDIT FOR CORPORATIONS ORGANIZ
PERIOD (SEC. 311C¢ P. 90).

SINCE THE PREWAR

The House bill defines the war-profits credit for the new corporation-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 business whose normal profits for the prewar period wer' above 10 per
-cent at a great disadvantage as compared with corporations which
happened to be in existence during the prewar period. A majority
of the older corporations might enjoy a deduction of from 12 to 1b
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 committee 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.
INVESTD CAPITAL-r--TANGIBm

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 therefor. Such a limitation would work grave injustice in c of highly
conservative corporations which have acquired property for t or
shares, the par value of which was (at the date of acquisition) mates
rially less than the actual value of the tangible property acquired.
The committee recommends, therefore, that where the actual cash
value of such tangible property -is shown to the satisfaction of the
Commissioner of internal Revenue to have been clearly and substantially in excess of the paryvalue of the stock or shares paid therefor,
such -excess shall be treated as paid-in surplus.
This amendment. seeks to enact ito law the substance of a regulation of the Treasury Department, which has worked well and wtch
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

i

20 PER CENT LIMITATION

UPON INTANGIBLE PROPERTY.

The existing law and the House bill as well provide that intangible
property pai in for stock or shares prior to March 3, 1917, may not
be 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 3, 1917. While this figure-20 pet cent-has not been
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changed, the definition of intangible property has been greasy en
larged. Under the ex'istisig law, however, patents and copyright are
not defined as " intangible propertyl, and they are; not subjdt'to the
20 per cent limitation; while under the proposed bill tle definition of
intangible propert has been extended to include patents :and copyrights. Because oi this increase in the scope and content of the term
"i ntangibleproperty,'" the 20 per cent limit impresses the committee
as obviously too low, and we recommend accordingly that it be increased to 30 per cent.,
INTANGIBLE PROPERTY PAID IN FOR STOCK

MAROH 31

OR

SHARES

ON

OR AFMR

1917.

The House bill provides flatly-that intangible property (other than'
patents and copyrights) p aid in for stock or shares on or after
March 3, 1917, shall not be included iininvested capital; but that
patents and copyrights 'paid in after that date may be included in
invested capital under certain specified conditions. This discrimination 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 property. Moreover, sufficient prottion
against abuse would seem to be provided in the provision that ininvested capital atC;an
tangible property can not be included in
amount in excess of the actual cash, value of :_such property at the
time paid in. It is recommended therefore that all intangible property acquired for stock on or after March 3. 1917, be permitted; to
count as invested capital, under the conditions and safeguards applicable to patents and copyrights.
OnIFY PoviSiOWs

No part of Title III- is as-important as the: so-called relief -provi'
sions. The business world is apJprhensive about the operation of the
war excess-profits tax, and' it is true that the ordinary method of
completing 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 corresponding premium-'on

overcapitalization.
The committee therefore believes it necessary to provide a pial
method of determining the tax for those cases in which thet ordinary
method-of assessment would result in grave hardship or serious inequality. To do this is not to confer an arbitrary discretion upon tihe
administrative authorities it is merely 'an exercise of the legislative
power of reasonable classification. Indeed without such classification the constitutionality of the whole tax' might, because of its unequal operation, be open to serious question.
The committee has materially increased the number of cases for
which the House bill grants relief. 'It is not necessary here to enumerate them cases It is sufficient to say that they represent the principal
class of cases which a year's experience with the excess-profits tax
prove- to be in need of special treatment. The committee moteover
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believes 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
exigencies make necessary. It is entitled to be reassured, explicitly
and frankly by the enactment of carefully safeguarded provisions
for the teliei gr prevention of injustice and Inequality.
TITLE IV.-INHERITANOE TA
SB

ON OF INHERIANCE TAX FOR EATE TAt.

The committee has substituted for the estate tax provided in the
House bill, which is a modification of the existing estate-tax rovsions with very greatly increased rates, an inheritance tax. tinder
the istate-tax plain the progressive:rates are graded Min accordance
with the size of thenet estateaa whole, without regard to the amount
of the shares of indivdual 'legatees or heirs According to this
methio-d ia beneficiary rceivg 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 Aambunt" of tax than a beieficiarky who receives th
same sum frm a smaller state. The methIod of taxation employed
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 sare. It was
the opinion of thecom6mittee that the inheritance-tax plan is fairer
and; more equitable in its oration than the te-tax plan.
The geneal. scheme; em led in the amendment which appears
on piiges AJ?1 to I2Sbf the bil accordingly tht of a progressive inof the inieritances
the
heritnce. tax classed o the bzof
No differences the rate is made because of the relationship of the
beneficiary, ,utMit ie provided that no tax hall apply on fers by
dying during the continuance of
reason of\te death of #a decedent
the p~etz war while serving in the military ornlav~al forces of the
States, or idyingwithin one year after the termination o the
United
pukli
orlieayproQ
such
contracted
ortdise
war, P~~~tet~~~~~fiel~~~~~~r
frtom
riioh charitabe,
scaiietiic
S viceI
'or~spfornjunesreceited
p in
oatranfers
i~
for
Provisionisas made fqr exemption from the tax of

that , thde/xeutor is made 'able $or the payment of the tax and the
property 4 the state is object to. a lieu for it, but provisions are
-dted'rendeg ulimt beneficiaries liable to the executor f
taxes upoh their respeaive interest.
The difficultfeature
i of e llan aseiinall iiiheritane laws, vas to
provide for the tax upon ctigentt future interest. Thlis difficulty
hasf Nten handled by providing or the application of the tax to: the
searate terminable interts, present or futue, in the net estate,
and' the treatment of the remainr of the net state as to which the
ultimate disposition can not be presently determined as a single share
or interest. This method is provided for pin etion 4. The matte
in the customary wayof valuing annuities and remainders is covered
in- action 404.
taes
Provison is made that toeritance
tby the various
e state, hile under
determiningth net
States maypobe zdeductd inl
the Hou-se bill they are not permitted tobe 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).
TITLE V.

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 BEVERAGES.

RATE (SE. 600.)

The committee saw no sound reason for increasing the tax on nonbeverage 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
ithdrawn 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 LFT IN BOND AFTER PROHIBITION.

It seemed necessary to make provision as to the treatment of distilled spirits which may be left in bond after the effective date of prohibition, and such a provision appears in subsection (b) o section
600 (pp. 137-139). This subsection provides essentially (1) that no
tax shall become payable in respect of any such spirits after the
effective date of prohibition; (2) that all bonds previously executed
to secure the payment of tax shall be canceled as of the date prohibition takes effect; (3) that distillers having spirits in bond on that
date shall execute a bond to keep in good condition the bonded warehouses and the spirits in them, and not to remove or Suffer to be removed- contray to law' any such spirits (4) that the distillers may
have the option to leave in bond distilled spirits upon which the tax
would become due at the new rates in the interval before the effective
date of prohibition; and; () 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 wvasi also made for distilled
spirits and wines held in customs bonds (see. 600b).
To prevent the total loss owing to prohibition of vineyards developed through many years for the production oi wine, it was provided 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 VII.-TAX ON CIGARS, TOBAQCO, AND MANUFACTURERS

THURBOY.

"MM TMAW Asr.
Aside from change in rats, 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
REPEAL 0F
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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 tobacco, untaxed leaf tobacco might under this provision be brought
into substantial competition with the tax-paid product. It is therefore provided as wa 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 this 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 VIII.-TAX ON ADMISSIONS AND DUES.

The rate of tax on admissions and dues was changed from the general 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.
TITLE XX.-EXCISE TAXES.

In section 900 certain rates were reduced and some of the proposed
new, taxes were omitted.
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
lease or license, as.±L was believed that this rate is equitable and that
this method of taxation will insure collection upon all taxable -gross
revenue arising from the rental of motion-picture filmss (sec. 905,
p. 204).
The tax on gasoline provided for in section 902 of the House bill
was stricken out.
* Section 905, levying taxes in respect of the excess of certain arbitrary amounts paid for various articles in common use, was stricken
out.
BAIA$ 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.-SPECIAL 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.1i 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 levying the tax is just and that
the change will not lead to any reduction of the revenue from this
source.
Certain. changes in rates were made, and the proposed tax on the
use of automobiles was stricken out.
TITLE XI.-STAmP TAXES.

No changes of. importance were made in this titl, except that a provision was made for a specialty of 5 cents on each dollar of premium
charged under each policyof insurance or its equivalent issued1to or
for a domestic corporation, partnership, or individual by any foreign
corporation, partnership,, or individual when such pollcy or insrument 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 (b) -an
cannery, worli~op, factory or manufacturing establishment siated
in the United States min which children under the: age :of 14 years
have been employed or permitted tb work,;or children between 'the
ares-of 145 and 16have been employed or permitted to work more thn
eight hours in any day or more than six ays in at week, orafr the
hour of 7 o'clock- post: meridian, or; before the hour of 6 o'clock a. m
duringi any portion of the taxable year.inthe case of an employer relying: in good
Such tax is not to applyfaith upon an employment certificate- issued under rrelstioipro
scribed by a board composed of the Secretary of the reasutf, the
Secretary of Labor, and the CommissionerVof Inte Revennue ;.nor
in the case of an employer who satisfies the Secretary of the
Tihasury
that his employment of a child unde the prescribe ages was due to
an honest mistake of fact as to the age of such child.
TITLE XIII.-OENERAL'ADMTNISTRATIVS PROVISIONS.

GENERAL PENALTY

'PROVI8ION.

The provision making general provision for penalties appeari in
the House bill was found to involve possible duplication of penaties
for the same offense. The section ws redrawn to make clear the
precise offense to which it applies and to. avoid inflict with or duplication of other provisions- (sec. 1308, p. 256). 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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APPLCATION 0P SALEA TAX IN T1lE CASE OF' PREEXISTING CONTRACS.

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 provision so that such person should pay the tax under the act of 1917,
and no further tax should be imposed. Otherwise the House provision 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 0o 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 Department to know exactly what provisions of law are expressly
repealed.
POSTAL RATES.

A new section (see. 1401) has been inserted by: the committee, repealing, 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 substitutes therefor a provision that on and after uly 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) and 14 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:

65th CONGRESS, I HOUSE OF REPRESENTATIVES. {
£d Se8eeon.

REPORT
No. 767.

REVENUE BILL OF 1918.
SEFTEMBXR 3, 1918.-Committed to the Committee of the Whole Hoe on the utate
of the Union and ordered to be printed.

Mr. KrrcHIi

from the Committee on Ways and Means, submitted
the following

REPORT.
[To accompany H. R. 12863.1

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 without amendment and recommends that the bill do pass.
THE FIRST PROBLEM IN DETERMINING OUR FISCAL POLICY TO FINANCE

TIS 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 history, but upon a careful consideration of the effect of the fiscal policy
upon the morale of the people, 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 onethird of this amount be raised in taxes, or $8,000,000,000. On July
15 IM. Sherley, chairman of the Appropriations Committee of the
House, conimed the estimate of the Secretary of the Treasury and
set out in detail the appropriations for this scal year, the total of
which amount to $24,328,661,427.67, exclusive of contract authori-

zationLx
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PREPARATION OF TBE

MEA8Ua.

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 necessary additional taxes be secured from war profits, incomes, and luxuries. The Ways and Means Committee immediat bean the
preparation of the new measure, and on May 29, 1918, the chairman,
after conference with the Ways and. Means Committee, gave out the
following statement relative to hearings on the proposed new revenue

bill:

The Committee on Ways and Means announce to all concerned that it will hold
public hearing at Washington D. 0., -b ig Jume8,1918.It is deemed necessary largeLyto 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, exc of wr profits, luxuries, and semiluxuries.
In the preparation of the new tax measure the committee will gve careful consideration to all suggestions with reference to the measure, together with suggestions of other
revenue sources.

Your committee sat in daily hearings 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 preparation of the new measure your committee 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 mak the decision to
recommend that one-third of the expenditures fr 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
bonds 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 further adopted the olicy that so far as practicable the $8,000,000,000
should be raised from taxes on incomes, excess and war profits, and
luxuries and semiluxuries.
Throughout the preparation 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 tthat
the existing intemal-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 a d clear as possible in every

particuLar.
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The bi is divided into 14 titles, as follows:
Title I. General definitions.
Title II. Income tax.
Title III. War profits and excess profits tax.
Title IV. Estate tax.
Title V. Tax on transportation and other facilities and on insult
ance.
Title VI. Tax on beverags.
Title VII. Tax on cigars, tobacco, and manufactures thereof.
Title VIII. Tax on admisions and dues.
Title IX. Excise taxe.
Title X. Special taxes.
Title XI. Stamp taxes.
Title XI. Advisory Tax BoardL
Title XIII. General administrative provisions.
Title XIV. General provisions.
TfLz I. GENERAL DEFINITIONS.
This title contains definitions applicable to the entire bill. Trhe
following terms are defined in this title: Person, corporation domestic, foreign, United States, Secretary, commissioner, collector, revenue
act of 1916, revenue act of 1917, taxpayer, and Government contract.
Trmu II. INCOME TAX.
Part 1. GzBuiAL PRtOVIsIONs.
DEFINMONL

Part I of Title II contains the definitions applicable to the income
tax only. In this part (seq.,200) the following terms are defined:
Taxable year, fiscal year, fiduciary, withholding agent, and dividend.
This part (seca 201 and 202) also states the basis for determining gain
or loss and for t&4'ing inventories.
The divid and proviton makes any distribution made by a corporation out of Wis earnings or profits accrued since February 28, 1913,
and payable to its shareholders or members, whether in cash or in
other property or in stock of the -corporation, subject to taW in the
hands of the -sharetolder, the same as under the present law. It
also provides thatgany distribution made in 1918 or subseuent 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 sll
8ube taxable to, theindividual at
in
effect
in
rates
theryear in which the dividend is
the income-tax
more than its earnings
distbutes
the
unles
corporation
received,
for the taxable year, in whieh case the additional amounts so dietributed are able in the hands of -the individual at the rates in
earned the same
during the year inwhich the corporation
effect
of en accrued since
Under the proposed bill all distribution
February 28j 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, rovides that
earnings or profits accrued prior to March 1, 1913, may be distributed
in stock dividends or otherwise exempt from tax after the earnings
and profits accrued since February 28, 1913, have been distribute.
Under court decisions an addition to surplus through reappraisement 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 prevent tax evasion by this method, it is provided by the proposed
bill that any distribution made shall be deemed to have been made
from earnings or profits unless all earnings and profits have first
been distributed.
BASIS FOR DETERMINING GAIN OR LOSS.

In determining gain or loss from the sale or disposition of property,
real, personal, or mixed, the bill provides that the basis shall be as
follows:
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 in order that the inventory may clearly reflect
the income.
MVENTaRY.

In many cases the only way that the net income can be determined
is through the proper use of inventories. This is largely true in the
case of manufacturing and merchandise concerns. The bill authorinventories whenever in his opinion
izes the commissioner to req
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 net income of a sile person in excess of $3,000. A like
normal tax of 2 per cent is also levied 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 82,000 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 2186 but provides that upon the
first $4,000 of this amount the rate shall be only 6 per cent.
UNEARNED

iOOME.

The committee gave - careful consideration to tWe advisability of
making a differential between earned and unearned income, but
finally determined that a flat normal tax was advisable in view of the

y
difficultlzyexperienced br the committeein finding satisf
method iof- distinguishing between earned a 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 iand 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.
cREDITS.

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 upon obligations of the United States, any State
Territory, any political subdivision thereof, or the District of Columbia,
if the same has been included in rOSs 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, a personal
of $2,000. ' A husband and wife living together are
exemption
entitled to but one personal exemption of $2,000. IfVa 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 Sears
of age or incapable of self-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 19186 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 0f
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 fsue
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 (see. 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 commisoner may deem necessary for the calculation of such
8 R-S-3-yol 1
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deductions and ed. 'Pro ni made inthe bil(ec. 217)to
allow the commiioner ihis discretion to prmit nonreident aiens
to file a claim for the personal exemption with the wi olding aget
in cases whereXthe income is withheld at the soure.:
The bill also provides (sec. 216 (e)),that; if the noured t ali is
a citizen or subject of a country which imposes aa i4come. tax ,the
peonal~exemptions}allhUbe allowed only If such country.lows a
similar exemption to United States citizens residing in sueb country.
SURTAX.

The following table shows the surtaxes levied under existig law
and the proposed bill:
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The follow table shows the income taxes imposed in the United
States, IUnited Xingdom, Canada, and France.

Table: Income taxes upon specified incomes of mar ied persons or heads of families with no dependents levied in the United States, United Kingdom, Canada, and France.
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NUT IUOMUJDRWUND.

The bill (see. 212) defines net income to mean the gros 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 byr
law prior to the passage of this act or unless issued for,the purpose
of funding or refunding interest,-bearing indebtedness outstanding at
the time of the assage of this act.or for the performance of a cqntract
entered into pyror to the passage of the act. The~committee was of
the opinion that, although there is doubt. as to the constitutionality
of inc uding the interest'on these obligations, justice requires that at
least in time of war the holders of these securities should share the
burdens equally with the holders of lUberty 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, hi to surtax and war profits or excess profits tax on the
interest received from such bonds the aggregate principal of which
exceeds $5,000...
(2) The compensation o(f 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 employs 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 comMItteq realizes that there
is a great difference of opinion amon the bet legal tlent 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, hi matter should be definitely decided by
the courts.
(3) The bill also excludes from gros income amounts not in
excess of $350 received by persons in the military or naval forces of
the United States as salary or compensation mn any form from' the
United States for services abroad or at sea in such forces.
(4) The present -law excludes 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 pad to theiestate of the insured.
(5) Under the present law itis not necessary to includein gross
income the income of forei governments received from investments
in the United States in stocks, bonds, or other domestic securities
owned by such foreign governments, or from interest on depoits .in
banof the United States moneys belonging to suchforeign gov?
ernments. The proposed bill, in addition to providing that the
aforementioned income shaUllnot: be included in gross income, provides
thatincome of foreign goVenW ents from any other source within the
United States shall ot bei so ineluded.;.
(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, as compensation for prsonal injury or sickne and
or sicknes, ae required
damages received on account of such inrjuri
to be included;in gross i0come6
e proposed bill prds that such
amounts sa not be
in gross incom e.
DRDUEOTIONB.

Sec. 214 of the bill allows the same deductions om gross income
as under existing law, with the: following exceptions
(1) The present law allows the deduction of interest naidi except
on indebtedness incurred for the purchase of tax-free oblations
or
securities. This is difficult of adintration, fin many cases it is
man,
impossible to tell for what purpose indebtedness is incurred.
for exam ple may have a mortgage on his house and have '$1,00 in
bank. le Sorrow S 1,000 and buys a iberty bond and 'make a
payment one his mortgage. For what purpose was the,$1,000 borrowed? The proposed bill allows the deduction of all interest paid
in excess of the amount of interest received free from income tax.
This is eMy of administration and carries out the general purpose of

the existing law.
(2) The present law allows as a deduction the whole amount of
taxes paid to a foreign government. The proposed bill, since it allows
(see. 222) the amount of income And excess profits taxes paid to foreign
countries upon income received from sources therein ask a credit
against the Income tax payable to the Uniited Statesidoes not allow
the same amount over again as a deduction in compute 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 exceeding
the profits arising therefrom cm be deducted. The -proposed bill
changes the provision of existing law to allow the entire loss in such
transaction to be deducted.
(4) Due to the necessity for erecting buildings and building
machinery for war purposes many 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 Departient 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 ito the peculiar condition inz each
cased but sulch 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 overpA&yment refunded or any underpayment collected;from the
taxpayer.
(5) 'The depletion provision of existing lawdoes not'zrantl an
oil and gas
allowance' for cost of development.;' In the cow of mines:,
wells such an allowance seems onaly-equitable and fairad the bill
provides that a reasonable allowance in such eases 'be allowed for
depreciation of improvements. 1 The bill albo' corrects an inequality
of' the present law by providing for ani equitable apportionm~nt-bof
the depletion allowance between lesor, and Ilse
-;
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PARTNRBi

Underlthe proposed bill the partners will be liable to income tax
the same Asunder existing law. The partnerixip as such is not liable
to income tax, but each partner will pay his incomelitaxupon his share
of the partnership profits whether the same are distributed or not.
'REDIT; FOR FORIUGN TAXAm.

Under existing law a citizen of the United States can only deduct
income war or excess profits taxes paid to a-foreig countryfrom r
income in. computing net :income With Ethel correspondingigh
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 equal to the tax l aid in such country
upon income that is received from sources within such country.
The 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 imposes
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 s 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 andy married persons having incomes of $2,000 or over are
required to make returnsi'nder existing law. The proposed bill
requires every persons whether of lawful age or notj, Zaving anet
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'havine 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 Wife they are Imaking their
own living or are Qmancipated. It is believed that there are a considerable numbers of young men and women under the 'Ag o 21 now
earning more than $1,000 per year.
INDIIDUAL INCOME TAX ESTIMATES.

The incomeitax
returns for the cal.
based upohnear as the Treasury
Department can determine
endar year 1917, asestimatestare'
the detaiL-sfisuch returns at this time.i
These figureashow that there were about 615,000 individuals with
an income of over $4,000 per annu;, and 2,440,000 with taxable
,.
incomes of $4,000 or les&
The total taxable income is given as$7;400,000,000 and of income
subject to normal tax,$4,700000,000,' 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 th estimates that the group n of incomes of
taxpayer for 1918 will correspond to the group in. 1916. That
is, that the incomes in any one bracket, in 1918willbear the same
proportion to the total income that the incomes in the like bracket
M 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 individual income tax for the current taxable year, $1,482,186,000.
Part m. 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 purpose 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
paid during the taxable year out of earnings or profits in discharge of
bonds and other interest-bearing obligations outstanding prior to the
beginning 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 dividends, 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
per cent on an amouDt equal to the amount of dividends paid will
have a wholesome effect in many cases in stimulating the payment of
dividends, which will be subject to surtax in the hands of the stockholders.
The bill makes no change in the corporations exempt from income
tax.
DEDUCITIONS.

Section 234 of the bill allows corporations the same deductions
from gross income as under existing law, with the following exceptions:
(1) Under existing law the interest deduction is limited to interest
on an amount of indebtedness not in excess of the sumlof 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

Table: Corporate net income, 1909 to 1918.
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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: tothe tax-free interest received by the corporation which
i appli 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
(see. 238) the amount of income and excess-profits taxes paid to
forei 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 provsion 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 maner as in the case of an individual. For a statement in
regard thereto, see paragraph (a) on an earlier page of this report.
CREDITS ALWED.

In computing net income for the corporation tax the following
credits are allowed:
(1) Theamount 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 profits taxes imposed by act
of Congress for the same taxable year.
(3) n the case of a domestic corporation, S2,000.
CORPORATION RETURNS.

Like existing law, the proposed bill provides that every corporAtian
not specially exempt shall make a return. The exempt corporationsare 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.
OORPORATE NET INOOMR.

The following table shows the corporate net income from 1909 to

date:

Corporal not inwowen, I199 to 1918.

:Yft.

Net Income.

Year.

Netincome.

000,0'094
3
94.., 94,000,00
190................,600......
40

191091
1

9

761000,
1915.................6.......
0,0101
133, 503

,310,M,',0

.8,765,,000
,,161 000,000 A917 stied).....
1
714 ,00,000 1918 estimated)............
1913..
10, , 0

1912
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CORPORATION INCOMI TAX.

The net income of corporations for the current taxable year has
been estimated by the Treasury Department at $10,000 000;00.O
After deducting from this amount the credits ialloweda (1) $2,000
exemption allowed each corporation, estimated to amount to
$500,000,000, and (2) the estimated excess and.warlprofits taxes
amounting to $3,200,000O000,; the income subject' to the corporation
taxes wilf be $6,300,000,000. It is:estimated that of this amount
$4,000,000,000 will represent amounts distributed in dividends and
iudebtedness paid off during the taxable year and at the 12 per cent
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.
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 foUowin the close of the
fiscal year. In order to harmonize the payment ates of business
concerns and Government transactions, wit a view to distributing
the burden upon the banks to the best advantage, it is de'emedpreferable 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 having
accounting periods for a fiscal year other than the calendar year and
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 bil pronde 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
15th day of the fourth month after the time fixed by law for
filing the return. In other words, the, tap- payment dates of individuals and-corporations whose accounting period is on the basis of
the calendar year will be March 15, May 15, and July 15. The commissioner 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 discretionary authority to extend the time for such period as he deems
necessary. Except in the case of a taxpayr who is abroad taxpayers secur such extension of time must Pay the first instient
of taxes upon the expiration of the period of extenson, and the
second ad third installments will become due as in the case of all
other taxpayers and as above stated. In the case of any taxpayer
who is abroad the commissioner: mayr 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 incometax 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 hasbeen paid
ill excess of that properly due the amount of the excess so paid stall
be credited against any income, war profits, or excss-profits taxes
or installments thereof then due from the taxpayer under any other
return and that any balance of such excess shall be immediately
refunded to the taxpayer. It is believed that this provision will
materially assist in the settlement of transactions between the taxpayer and the Government.
INFORMATION AT THE SOURCE.

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 employers 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.
OLIEXCTION AT TEE SOURCE.
The proposed bill, as under existing law, only requires the withholding of income in the case of payments by individuals, corporation, and partnerships of fixed and determinable annual orj0eriodical gains, profits, and income to nonresident alien individu or
nonresident corporations. In the case of nonresident aliens the normal- tax will be withheld at the rate 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.
TITE HII. WAR PROFITS AND EXCESS PROFITS TAX.
In the interest of clearness this title has been divided into eht
parts, as follows:
Part I. General Definitions.
Part IL., Impoition of Tax.
Part III. War iProfits Method.
Part IV. Excesd Profits Method.
Part V,. Net Income.
Part VI. Invested Capital
Part VII. Reorganizain.
Part VII. Miscellaneous.
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Part I. GENERAL DEFIMONS.
In this part it is provided that the terms "taxable year," "fiscal
year," an(d " 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 TAX.
In lieu of the excess profits tax impose by Title II 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-acciording 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
thew 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 tat the war
and excess profits taxes shall apply to corporations only.
CORPORATIONS WHOSE INVESTED CAPITAL 18 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 tie 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 iinvested in order to more equally distribute the tax burden the bill provides that in the case of a corporation having an invested capital of not more than $25,000 the excess
or war profits tax levy shall in no case exceed 36 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 $26,000 but not more than
$50,000 invested capital, the excess or war profits tax levy shall in no
case be more than 40 per cent of the amount of its net income for the
taxable year in excess of $3,000. This provision, however, will not
apply to corporations whose net income exceeds $60,000.
CORPORATIONS IN WHICH INVESTED OAPITAL IS NOT A MATERIAL

INCOME-PRODUOING FAOTOR.

In certain instances the experience under the existing excessprofits tax law has been that tnere 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-produc factor. In such
cases the excess-profits tax would bear too hemaily upon such corporation, as practically all or by far the great portion of the income
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would be subject to the rate provided in the highest 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 exces-profits tax provision of the Revenue
Act of 1917 and in lieu of the tax imposed by section 301 of the
proposed bill, and in addition to all other taxes imposed by such
bill, a tax of 20 per 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 gross 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 willbe 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 corporations will be found in section 231.
Part III. WAR-PoIrrrs METHOD.
This part fixes the prewar period as the calendar years 1911, 1912,
and 1913, or, if e corporation was not in existence during the whole
of such period, ~hen as many of such years during te 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
exemption of $3,000 and in addition its average prewar earnings
for the prewar period 1911 1912, and 1913. In the case of corporations 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 duringg the taxable year. If the corporation has reduced its capital since the prewar 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
its prewar earnings were less than 10 per cent of its invested capital
for the taxable year, it will be entitled to a specific exemption of
$3,000 and an addtional 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 corporation shall in no case be entitled to the specific exemption of $3,000
The war profits tax, is not distinctly a war profits-tax, since a minimum exemption of 10 per cent is allowed in all cases. In view of the
high rate of tax imposed by this method and in view of the fact that
owing to a serious depreson in many industries, many corporations
were making very small profits durin the prewar period, your conmmittee believes that it-is only equitable and fair to alow such corporations a minimum exemption of 10 per cent and that such an
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exemption is necessary to allow such corporations a sufficient reatUr
upon their investment in order to Isure them rea"dwiable pr6fit and
at the same time to enable them to maintain their plats asgoing
concerns-.
Part IV. Excuss PROM$O MWIROD.
The bill provides that for the prpo of determini$i the excess
profits tax the credit shall consist of a specific exeziption of $3,000
plus an amount equal to 8 per cent of the intetd capital of the
corporation for the taxable year. The tax under the excess profits
tax method will be computed upon the followings basis Thirtyfive per cent of the amount of the net income in emu 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 investd -capital
for the taxable year; 50 per cent of the- amount of the net income
in excess of 15 per 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 probable that ma-ny corporations whose tax will be computed under this method wiI not
have their taxes increased to so great an extent over thei- 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 foud that somo corporations of small
capital would not be able to take their entire credit out under th6 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 Anot so allowed shall be deducted from the
amount in the next succeeding bracket, and if not then fully allowed
the remainDig part shall be deducted in the last bracket. As under
existing law, in computing the excessprofits tax a foreign corporation
will not be entitled to a specific exemption of $3,000 in computing the
excess-profits tax under the proposed bill.
Part V. NE'r INcOmm.
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 Departient._ The net-Iincome for
the taxable year will be computed upon the same 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 he net income
for such years even though there may have beeno net income for
one or more of such years.
Part VI. INvzEn CAwrraThe definition of invested capital in: the exising law, while rewritten in the proposed bill mi the interest of clearness andy while
changed sightly in order to apply a more liberal rule in a few cwase
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t existing law has in operationen found to produce
where
certain inequalities, has not been chaged in any important particular.
In order to simplify the definition of invsted capital it has been
deemed advisable to.definecerti terms, such as 'intangible proerty;?' "'tangilbo prorty," "borrowed capital,' and "inadmissible
assets." These definitions will be found In section 2 5 of the bill.
Inthe casa of certain investment banking houses whose business
is almost entirely confined to tax-exempt securities, such as muinicipal 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 secifically states that
the amount invested in such securities shalr not be included in
invested, capital if the interest income from the same is not subject
to income, exces and war profits taxes, the income from the gain
upon the sale of these bonds however, is subject to all the aforo
mentioned taxes. The bill therefore allows such a corporation to
add to its invested capital an amount 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
It also has been the experience of the Treasury Department that
the excess profits tax places v, very heavy burden upon investment
houses and similar corporations whose business is largely confined
to dealing in tax-free securities, because sueb 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 browed capital of such corporation (other than indebtedness 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 prose the interest and dividends from the
bonds and stocks included in computing invested capital.
CONSTRUCTVE OCATAL
The existing excess profits act provides that in cases where the
Secretary of the Treasury is unable to determine satisfactorily the
invested capital of a corporation he may construct the same upon
the basis of representative concerns The bill provides that the
Commis~ioner of Internal Revenue be given this same discretion
under the proposed excess profits tax method and Sadds a provision in section 327 for the construction of capital Iin two additional
specified cases: (1). Where themixed aggregate of tangible property and intangible 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, respectively, or (2) where capital is a
n2,ateril income producing factoirbut where, because of the fact that
the capitale:mployed is in lae 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 sinile trade or business. This section is not, however, to
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aply to any co oration 60 per cent or more of whose gross income
is derived from Government contracts.
The bill provides in section 328 that in determining invested
capital in the above cases the commissioner sghal compare the
taxpayer only with representative corporations whose invested
capital can be fatisfactorily determined and which are as nearlyYa
may be similarly circumstanced with respect to gross income, net
income, profits per unit of business transacted and capital employed,
the amount and rate of war or excess profits, and al other relevantfacts 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 such
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 invested capital for the prewar period, the corporation shall be
deemed to have been in existence prior to that date, and the net income 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.
In the case of the reorganization, consolidation, or change of ownership 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
persons or any of them, in such case no asset transferred or received
from the predecessor trade or business shall, in com uting 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. MISCELLANEOUS.

In the case of corporations having a fiscallear ending during 1918
the income will be divided into two parts: The income falling m 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 thisbill.
CORPORATION RETURNS FOR EXCESS OR WAR PROFITS TAXES.

No returns for excess or war profits tax purposes will be required
of any corporation not having a 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 place and in the
same manner and subject to the same conditions as is required of
corporations i making their return for inicome-tax purposes.
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EXCM8 PROFIT- AND WAR PROrS ESTMATIL

The basis of the estimate for the excess profits taxes is as follows:
It is assumed that; the net income Of corporations f- the current
taxable year will $10,000,000. This is lesstha the net inme
for the last taxable year, which is estimated by the Treasury Department at $10,0,000O%000, and it is estimated that these earnings will
be reduced to the above figure for 1918.
As a b~sis for applying the rates provided in this bill the returns of
about 11,500 corporations for 1917, selected at random, were tabulated It is assumed that the returns for the current year will be similar 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.
TimE IV. ESTATE TAX.
Congress for the first time, by the revenue act of September 8,
1916, vied 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 Conss the effort
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 I of the revenue act of 1916
as amended March 3, 1917, and the tax imposed by Title IX of the
revenue act of 1917.
Section 402 of this bill, which takes the place of section 202 of the
original act, has been revised so as to contain a provision specifically
including in the gross estate &ower, curitesy, or any estate created
in lieu of dower or curtesy The distinction between dowter.-ad
curtesy interest and, property passing to wife or husband by will or
intestate succession is technical rather than real, at least in the -consideration 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.
It was the intention of the framers of the original act that dower,
curtesy, and estates created in lieu of dower or curtesy should be
included 'in the :gro estate, and your committee believes that the
Teasul y Department has corectly ruled in requiring them to be so
included Since a dispute has arisen with reference to this question,
your committee deems it advisable to provide specificlly that thee
estatessihall be included in the gross estate.
There has also been included in the ross estate the value of prop
Orty passing under a geneialpower appointment. This amendment as well as that preceding is for the purpose of clarifying rather
than extending the existing statute A person havinga;general
power of appoint ent is, with respt to dsposition of the property
at his death, in a position not unlike that of its owner. The pos.
sessor of w theo power has full authority to dispose of the property at
8 R-65-3-vol 14
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his death, and there seems to be no reason ,why;the privilege which
he exercises should not be taxed in the same degree as other property
over which he exercies the same authority The absnce of a; provision including property transferred by power ofiappointmet
makes it possible; by. resorting tol;the creation of such a power, to
effect two transfers of an estate with the payment of onfv one' tax..
The gross estate sections has been amended to speccally include
(1) insurance receivable by the executor under policies taken out by
the decedent upon his own life-and (2) insurance in exessoof $40,000
receivable by a I specific ebeneficiarnies under policies taken, out by the
decedent upon his own life. (1) Insuranceipayable to the executor or
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 special 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 beneficiary are the parties in interest and over which thei 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 iethodbof defeating
the estate tax. Agents of insurance companies have openly urged
persons of wealth to take out additional insurance payable to
specific beneficiaries for the reason that such insurance would not be
included in the goss estate. A liberal exemption of $40,000 has
been included and it seems not unreasonable to require the inclusion
of amounts in excess of this sum.
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 ins respect to the
benefits derived by individual legatees and beneficiries.- They, are
computed upon the basis of the amount which passes to such- eneficiaries and are not known until estate taxes have been asertained;
These provisions are in conformity with existing rulings in the admimnstration of Sthe 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 mentioned above.
An additional subdivision has been added to section 403 which will
grant a deduction of amount which have-bVen reeeived.by ;the
decedentas ashare in the estate of any person who died within five
years prior to the death of the decedent. It has come tothe Mttention
of the committee that persons closely related have died *ithin such a
short space of time that the same estate passingwithin a short period
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of time has bein subjected to the estate tax andthereb diminished
unreasonably because of the short period within which the two leves
have been inado.- , For Uexample,-a
husband dies leaving a large
amount of property to his wife, an elderly woman, who dies within a
law the entire
few weeks after her husband's death. Under
to wife and on the
estate is taxed on the traner from husbandexistin&
transfer from wife to other beneficiaries.. The proposed amendment
grants an interval of five years within which the deduction may be
taken.
Section 464 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
nd that representatives of the estates almost
law it has been fou
uniformly report local tax assessments as the iaue of property - for
measuring estate tax. The act levies' this tax on- the actual vlue 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 exemption.
A- provision has been included in section 406 which will enable the
commissioner toi grant relief ini 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 ithe 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 not so much to the amount of the tax as
to the lack of a inarket 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 tthe taxes without sacrificing the trie value of the property of the decedent.
The rate of interest chargeable on taxes not paid within a 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 fthat penalties should prefer;bly be imposed as penalties
and not in the form of pental 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 administration of the law. Instances of these are the
extension of time for filing notice, the extension of the due date,
thecange in the rate of interest on account of delayed payment,
authoination to release the lien on specific property when the t
has been paid,; the limitation of deductions in the case of non residehi t to 10 per cent of the value of the gross estate situated in t-he
United Stats for administerig the estate, and the giving to the
executor a right of contributLion from the specific beneficiary under
policies of insurance.
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existingfollown5
law an the proposed bill:

table compares the estate-tax rates imposed by
Rat.

Amount of not wmt&W ( mmtnOf00 I lweettsf residents
of the United stes, In computing the valu, of net etate).

on net etats

under-

lawf.

"b

c,.
c.I
Per
P.f

.

Not exceedding
$0,O
2
O2...............3........................................
3
4
6
ding 5 ,000 and not exceedng ...............................$28
*
E3:xce eding 5250,0 0 and not exc ending 150000 ..*.-.-.-.-.-.'.*.-.'.*.-.8
12
Exceeding $O4000 and not exceeding 40odo -'8
.
12
5,0 )000 and not exceeding i2,1dOQO.
12
Exceeding
18
Exceeding $2000,000 and not exceeding 5000,000.........14.............
21
14
....
Exceeding 53000,000 and not exceeding $4,000,000..................
18
24
Exceeding 54,000,000 and not exceeding 56,00000.18
27
Exceeding $5,000,000 and not exceeding 8 000000.
20
30
0
Exceeding 58 000 000 and not exceeding 516,006,0:..
22

Exoeeding 51v,00b,000...............-.
.26
0.............
40
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 ieid will be $140,000 000 For the fiscal year 1919 it is estimated that the estate tax yield will be about $80,000,000.

TITLE V. TAX ON TRANSPORTATION AND OTHER FACILITIES AND ON INSURANCE.
FREIGHT.

The proposed bill does not increase the present rate of 3 per cent
upon the amount paid for transportation offreight. 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 wi.thin the Untited States.
The 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 estimated 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 freigfit provision
provide that a tax shall be paid upon express transported from a
point without the United States to a point within the nited 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.
During 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 tiat this tax was in -operation during the fiscal
year ended June 30, 1918, the tax yielded $24,306,000. Itis estimated that durng the first 12-month period this bill is in operation the
receipts from this tax will amount to $60,000,000.
PULLMAN ACCOMMODATIONS.

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 proposed bill reduces this rate to 8 per cent. This reduction is recommended 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 expeditiously conduct the sale of such tickets and to avoid making a separate computation of tax for each railway and Pullmaxn 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 UNJL

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 6j 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.
ThLEGRAPH AND TELEPHONE MESSAGES, ETY.

Under existing law 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 ollowig taxes upon the transmission of such messages: A tax
of 5 cents for each message on which the charge is more than 14
cents add 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) i the collection and dissemination of news through the public press or (2)
in the conduct by a common carrier or tMlegraph or telephone company of its business as such.
The receipts for the period the tax upon telegzaph Sand telephone 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 taxi upon talking circuit and leased
wire charges, will amount to $16,000,000 during the first 12 months
this bill is in operation.
LoF INSURANCE.

A tax equivalent to 8 ,cents, on each $100 or fractional Dart thereof
of the amount for which any life is insured, His levied under existing
law, and this same tax is retained in the proposed bill. It is found
that some industrial insurance i w46ritte on the monthly Toyment
plan. A new provision is proposed in such cases to harmonize more
nearly the taxupon such insurance with the tax upon industrial policies
issued on the weekly payment plan providing :that in the case of industrial insurance upon policies by which a life 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 premium plan the tax shall be 40 per cent of the amount paid for the first
weekly premium, the same as under existing law. The bill contains a
new provision in tile case of group life insurance covering grouns
of not less than 25 lives in the em ploy of the same person for the
benefit of persons other than the employer, providing 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 INSURANCO.

The bill re-enacts the tax of 1 cent on each dollar or fractional
part thereof of the premium charged under each policy of such
insurance without change.
CASUALTY INSUBANOE.

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
exept that in the case of industrial-insurance oliies whenissued
on the monthly paymeti ptlan, a tax equivalentto 20 pi cent of 'the
amount of the first monthly premium' is imposed; and when issued on
the weekly payment plan a tax of 40 per coet of -,the amount paid
for the first weekly premium is imposed, so that the tax levied upso
such casualty-insurance policies 'will correspond to the tax levied
upon similar lif-nsurance policies.
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IN8URANOB-TAX ESTIMATE.

During 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 dur the first 12 months this bill is in operation wil)
amount to $12,000,000.
TIrrE VI. TAX ON BEVERAGES.
In fixing the rates upon beverages your committee, in the preparation of this bill, has endeavored to fit the miaximum revenue-producing rate, and therefore the bill provides in :the case of distilld spirits

for beverage purposes for an crease in the rate. from $3.20 to $8
per gallon an in the case of beverages to be used for manufacturing
purposes for an increase in the rate from $2.20 to $4.40 per gallon.
In the case of imported peifume containing distilled spirits, the bill
provides for an increase m the rate from $1.10 to $3.30 per gallon, in
order to place. 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
manufacturer s, producer's, or importer's selling price of all other soft
drinks.
In the case of soft drinks, compounded or mixed at the soda
fountain, ice-cream parlor, or other similar places of businesss: 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 consumer 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 follow able shows the beverage rates under existing law
and under the proposed bill.

Table: Beverages.
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BevagWe.
Distilled spirits, rectified spirits,

DFmented liquors and wines, eta.

lowlng

bil

18 00
: $S.
13.
Dsitilled sprits, per proof gallon or wine gallon If below proof
4.40
2.20
If w ithdrawn for other than beverage purposes
Perfume imported containing distilled spirits, per wine gallon (to be collected
3.30
1.10
collector
of
customs)
l4y
Grape brandy or wine spirits (to be assesed)
.aD
.30
.
Used In the fortification of sweet wines per proof gallon
.20
.10
in sweet wines held for sale by the producer, per proof gallon ....................
.30
.0
Withdrawn for fortifying wine and not used, per proof gallon ....................
Distilled spirits, stock on hnd, held and intended for sale, a tax equal to the
additional taxes imposed:
.30
Rectified spirits (with certain exceptions), per proof gallon.
...1
Roctifled spIrits, floor tax, per gallon...16
Fermented liquors, per barrel, containing not more than 31 gallons (and a preportionate rate for any other quantity or for factional parts of a barrel authorized by
6 00
3.00
law)..............................................................................
.....

........... i

.............

Still wines, including vermuth, and artificial or Imitation wines and compounds
sold as wine contn1ng
* .16
Not more thani4tpr cent absolute alcoholper wlne gallo..08
.40
.20
Over 14 per ont but not over 21 per cent alcohol per wine gallon ................
1.0
. 0
Over 21 per cent but not over' 24 er cent alcohol per wne gallon ................
8 00
3.20
Over 24 per cent (classed a distilled spirits) Perwine gallon.....................
.12
.06
Champagne or other sparkling wines, per onehalf Tnit or fraction thereof ..........
.06
.03
or
Uiptlon
thereof...................
Artificilly carbonated wine, per, one-hfIpint
compounds, containing sweet wine, fortified with grape
Liqueurs, cordials, or sii
.06
.03
brandy, or wine spirits, per one-half pint or fraction thereof.....................
. . ..06
Other liqueurs, cordials, and similar compounds
Floor tax on tax-paid wines, vermuth, and artificial or imitation wines and compounds sold as wine, held and intended for sale, a tax equal to additional taxes

iposed ............................................................................. ...... .... ..........
per
Sl~~~~~~~~ate
t
;
.
W
:
gallon. Per cent.
sirups or extracts used in the manufacture of soft drinks;
UponIf sol
a11prepared
$0.05 .
for not more than $1.30 per gallon......................................

08 .
If sold for more than $1.30 and not more than 12 per gaon......................
.10
If sold for more than $2 and not more than $3 per gallon .........................
.15.
If sold'for more tban $3 and not more than $4 pergkao ...
If sold for not more than $4 per gallon ........ ..........
Upon all unfermented grape juice, soft drinks, or artificial mineral waters (not carbopated) sold by man acturer, producer, or Importer, In bottles or closed con20
.01
tainers........ .......I........................................
Upon beverages derived wholly or in part from cereals or substitutes thereor, oon30
.01
ainin less than one-half per cent of alcohol......................................
Upon Wll gthgor ale, root beer, sarsaparilla, pop, and all other carbonated waters or
or
of
the
importer
sold
manufacturer,
producer,
and
by
manufactured
beverages
20
. ..01
the carbonliacid gas used in carbonating the same
Upon all natural mineralwaters or table waters sold by the producer, bottler, or
(1)
.01
importer thereof, in bottles or other closed containers, at over 10 cents per gallon
Upon all carbonlic-acid gas in drums or other containers (intended for use in the
manufacture or production of carbonated water or other drinks), sold by the
.
.0
manufacturer, producer, or importer thereof .......................... per pound..
Soft drinks compounded or mixed at a soda fountain, icecram parlor, WC other
similar place of business, icecream ice-cream sodas sundaes, or other similar
articles of food or drink, when sold for consumption ih or in proximity to such
...................................................(..
place of business
.

.

1 2 cents per gallon.
2 cents for each 10 cents or fraction thereof of the amount
tax will be 1 cent.

paid. Where the charge Is 7 cents or less the

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 production of munitions of war or other 'lonbeverage 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 uotwith-
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standing. This legislation 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 degrees
proof produced at central 'distilling and denaturing plants to be
removed before or after denaturation from such plant or from denaturing bonded warehouses free of tax for the use of the United States or
for shipment to any nation engaged iin the present war with the
Imperial German Gfovernment. This legislation is also suggested
as a war measure.
(3) In order 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.

(5) Liqueurs, cordials, or similar compounds are not taxable as such
under existing law unless they contain sweet wvine fortified with grape
brandy. The tax in the bill of 6 cents on each one-half pint or fraction 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 grape brandy, and the fact
that the producer of such wines has to hold the wines for a considerable period before sale, the producers of these wines are given 10
months to pay the tax.
(7) Under the present 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 it.
(8) Due to the levy of a tax on soft drinks sold at the soda fountain,
the bill does not include the provision in existing law levying a tax upon
carbonic-acid gas, since the theory upon which the tax upon carbonicacid 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 producer and a more satisfactory basis for levying the tax.
BEVERAGE TAX ESTIMATES.

The following table shows the estimated revenue collections from
the beverage taxes during the first 12 months period the law is in
operation , disregardig the effect of any prohibition legislation:
Spirits:

For beverage
..............e..............................$760,000,000
35,200,000
For other use ..................................................
11 400, 000
Rectified .U,
240,000, 000
Fermented liquors ..
..20,000,000
Wines, etc
24, 000, 000
Cereal beverages ..................................................
10, 000,000
Other soft drInks, sold by the manufacturer, producer, or importer ..
............
37, 000, 000
Soft drinks, ice cream, etc., sold at soda fountains ........
....... 1,137, 600, 000
Total ................. .I

Table: Tobac o, snuf , cigars, and cigaret es.

01Y1918.
TittE VII. TAX ON CIGARS TOBACCO, AND MANUFA(
TiIEREOF.
Your committee after making a careful study of the tobaA
of England and the monopoly receipts from tobacco and
products of France and Italy, and thee revenues raised ther
proportion to p p ula tion as compared with the United St
concluded that the proposed; taxes are a pproximately the
revenue-producing rat 8i that can safely be levied in th(
States at this time in the interest of a continuous flow of revc
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 i
tured tobacco and snuff and not to exceed 1,000 cigars or c
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 eN
is provided in this bill.
The revenue act of 1917 only levied one-half of the additi
imposed by that act upon cigars, cigarettes, and manufacturec
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 perE
the passage of this act.
The following table shows the rates under existing law
proposed bill upon cigars, cigarettes, and manufactures of
60

and snuff:
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Tobacco, snuff, cigars, and cigariettm.
Existing

~

00
per thousand ................
Cigars weighing not more than 3 pounds
1,00,1if manufactured or imported to
Cigars welighing more than 3 pounds perpe,
retail at-3.00
pe
Leach,
td.*t.....c.,
4.00
..h.
4 cents or more each and notmore thousand,
4.00
,
per
thousand
7
eh
more
and
not
thUn cents
More than 5 cents
06.00
,
More than 7 cents each and not more than 8 cents each per tousad
6.00
More than 8 cents eaeh and not more than 16cents each per thousand .......
8.00
More than 16 cents each and not more than 20 cents eacA, per thousand
10.00
...
thousand
cents
.................................
More than20
each, per
more than 3 pounds per tbousand, if manufactured or
Cigarettes
to retal atinporte wightnot
2.05
Less tn2 cents each, per thousand..............................
2.05
d- 2 cents or more each, perttosand.
4.80
...
Cigarettes weikhbningutr than 3 pounds perorthousand per thouad
Tobac however*prepared, manufactured imported, and sold, or romoved for
13
consmpin or sale, per pou~nd.*
...................
Bnuff, howev ped, msit d or imported, and sold, or removed for
.13
or Sale, per poun.d.
I....,.,...
consumption
ette papers, on esh pa~ckae, book,or set, containingp per.;.0
More than0 but not more than 100
Over 100 papers, for each 100 or fction thereof..01
.
Cigarette tubes, for each 100 or fraction thereof.... ........... ...........v..
Floor stoek tax on Wgars, cigarettes, manufactured tobacco and snuff, equal to the
difference between the tax paid uader existing law and the tax imposed under
...

.............

proai bill.

ESTIMATES.

The following table shows the revenue collected fron
cigarettes, tobacco, snuff, and cigarette papers and tubes di
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:

F~

items.

-191812=ar
F199ImIn
oder
th,

u

#~~~~~~~~~~~~~~~~~(sin
).
,P!-!_.__ __
61, 364, 000
Cigru
841 ,7000,
............ W,

......P.....
711

................68,000,0t 00 Om0
000A00o 240:00
4,00,000 9,00

100X,000,000
etcn^::::::.:::::.:l:
u
be
700
000
s.....................................................5,

Snuff,
Papers
and

Totla

000
200,
1, MD
,

155,2X4,000 12,150y,000 341,204,000

imnz VIII. TAX ON ADMISSIONS AND DUE&
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 ofthe amount paid for such admission. The bill increases
this tax to 2 cents for each 10 cents or fraction thereof of the amount
paid fr .such admission. Under existing law and under the proposed
bill 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. admission.
Under existing law there is no tax levied upon admission to any
plae the maximum charge for admission to which is 5 cents or in
the eAse of shows, rides and other amusements (the maximum charge
for admission to which is 10 cents) withi outdoor general amusement
par or in the case of admission to such parks, The proposed bill
provides in lieu of this provision that in casfls where the charge for
admission is 7 cents or less the tax shall be 1 cent.
In the case of persons (except bona fide employees, municipal officers on :official business, and children under 12) admitted free to any
place at a time when and under circumstances under which an admission 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
or similar accommodations is required to be paid by the person so
admitted uide existing law. The proposed bill proposes to increase
this tax t6o2 cents for each 10 cents or fraction thereof of the price
so charge dand so proposes to Iexempt from the payment of the
admission tax persons in the militr or naval service of the United
States when gI uniformi admitted free by the roprietor. 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
tb other persons for the same or similar accommodations is levied.
OPRAS, ANID
TAN
T1THETEr
TIC"TLS SOW AT OT
PLAOES OF AMUEMENT.
The following new taixes upon the amount paid for admissions are
levied:
In the case of tickets or cards of admission to theaters, operas and
other places of amusement, sold at news stands, hotels, and Phaese
TA ON
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other than ticket offices at not to exceed 50 cents in excesA of the
sum of the established price therefor at the ticket office-plus the
amount of the admission tax the bill imposes a tax equivalet 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 equivalerqt to 30 per
cent of the whole amount of such excess. If a proprietor, manager, or
employee 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 similar 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 privilege. 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 approximatBely
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 proviion of the billcontains this
Treasury ruling as a basis for determining the taxupon thie admission
where the admission charge is included in the price charged for
refreshments. The tax upon admission 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 UPION DUES.

The revenue act of 1917 levied a tax of 10 per cent upon the amount
paid as dues or membership fees (including initiation fees) to any
social,: athletic, or sporting club or organization where such ;dues br
fees are in excess of $12 par year. Mis tax is. inreased tb 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 taxnis
imposed upon dues or membership fees of stock and produce
exchanges. Under existing law if the dues or fees including initiation fees amounted to $12 a tax of 10 per cent was collected, Athough
the dues or fees exclusive of the initiation fees might be les 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 DUES TAX ESTIVATI8.

Your committee believes that the doubling of the rates on admission and dues will result in doubling the revenue from these sources
and that these taxes can be easily borne by the taxpayers.
During the period of the fiscal year 1918 that the present adminision and dues taxes were in effect, the revenue yeld 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.
TiMe IX. EXCISE TAXES.
In recommending excise taxes in the proposed bill our committee
has endeavored to select articles that fall within two classes: (1) Articles 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 taxes 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 articles 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 the Government,
and the bill so provides.
Under existing law the tax upon jewelry is based upon the manufacturer'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 flooqrtax is levied upon all articles specified in section 900 equal
to the difference between the tax that has been paid upon such articles 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.
Section 905 levies a tax of 20 per cent upon the amount paid iin
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 jewQlry on the amount paid for all jewelry composed
in whole or in part of platinum. Such tax is to be collected 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.
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 existing
law and the proposed bill except those specified in section 905 of
the bill which are fully set out therein.

Table: Excise taxes on manufacturer, producer, or importer.
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Ttmz X. SPECIAL TAXES.
After considering all the special tax sources sugeted to
committee it his endeavored to select such special taxes as would
yield considerable revenue and at the same time well distribute the
burden of taxation and be capable of satisfactory administration
by the Treasury Department. It is believed that the special tax
recommended in the proposed bill will yield about $165,000,000
annually
The followig table shows the special taxes levied under existing
law and the proposed bill:
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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 December
17, 1914, known as the Harrison Narcotic Act. Under that decision
it is impossible to hold criminally liable a person having in, his possession any amount of the habit-forming drugs included within that
act, unless such person is a dealer therein. he proposed bill in section 1008 amends that act so as to place an internal revenue tax, payable 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 exempts from the operation
of the act preparations containing only a small proportion of narcotics. 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 contain 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.
Under the present law only prepared smoking opium 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 smoking; o'pilm, in any manner
whatever, when seized for violation of any of thes above acts or when
seized under the act of December 17, 1914. Neither are tie courts
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.

Table: Stamp taxes- Schedule A.
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Section 1lOl of the bill pemito the Federal Goernment 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 Government for use for medical or scientific purpose
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 cue of
playing cards an increase from 7 cents to 8' cents per package is reeommended. Ihe following table shows the artides subject to stamp
tax and the rates proposed upon the same.
1.
2.

8.

4.

5.

6.

7.
8.
9.
10.

11.

Stamp ta Se K A.
Raws.
Bonds, debentures, or certificates of indebtedness issued by any person,
corporation, partnership, or association, on each $100 of face value or
fraction thereof .........$00...........6...........06
Indemnity and surety bonds.a ...I....................................... .0
Where premium is charged for the execution of such bond, on each dollar or fractional part thereof, 1 per cent.
Capital stock issue: On each original issue of certificates of stock, whether
on organization or reorganization, on each $100 of face value or fraction
.05
.................
thereof..0..6
4. .
Capital stock issued without face value, on each $100 of actual value or fraction thereof, per share .06......
:..,
, .................... . 05
Capital stock sales or transfers: On all sales, or agreements to sell, or memoranda of sales, or deliveries of or transfers of legal title to shares or certificates of stock of any association, company, or corporation, on each $100
of actual or face value or fraction thereof.
.02
.......................
Produce, sales of, on exchange: Upon each ale, agreement of sale, or agreement to sell any. Products or merchandise at any exchange or board of
trade or similar pace for future delivery, for each $100 in value of the
merchandise covered ..................
.02
................
And for each additional $100 or fraction thereof .
02
Drafts or checks (payable otherwise than at sight or on demand) upon
their acceptance or delivery within the United States whichever is prior,
promissory notes, except 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) .............
.02
And for each additional $100,or fraction thereof ....................... .02
Conveyance. Deeds, instrument, or writing conveying lands tnvme.+.
.
or other realty sold, etc., vaue over $100 and not exceeding
50
For each additional $500 or fractional part thereof .. 60
Entry of goods, wares, or merchandise at any customhouse, not exceeding
in value...$0.25
$100
$100in
alu..: ...........................................,$.2
Exceeding $100 and not exceeding $500 in value .. 60
Exceeding $50 in value ............................................ 1.00
Entry for the withdrawal of goods or merchandise from custom-bonded
warehouses.
....................................................
.50
Paesage tickets, ond way or round trip, for each passenger sold or issued in
theUniited States for passage by vessel to places not in the United States,
1.00
Canada, or Mekico, costing not exceeding $30 ..
More than $30 and not exceeding 00.';.............
3.00
More than $0 ................................................
5.00
(Passage tickets costing $10 or less exempt.)
Proxy for voting at any election of officers of any incorporated company or
association, except religious, charitable, fraternal, or literary societies,
.

i5w

....

..10
or public cemeteries ...................
4
.
12. Power of attorney .
(Exemption: Papers used' in the collection of claims for pensions,
back pay or bounty, or for property lost in the military or naval semvce,
rm
tcy cases.)
13. Playing ids: Upon every pack containing not more than 64 cards ... 08
14. Pafcel-post pacages, where the postage amounts to 26 cents or more, for
o hctionlp urtthereo.
..........................
each26 c ats
.01
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During tIh p.riod iohe fiscal year 1918 that the stabip tags
were in effect
the revenue yield therom amounted to $18,815,000.
It is estimated that these taxes will yield $32,000,000 during a 12.
month period.
TITLE I. ADVISORY TAX BOARD.
underth8
cases that
Because of the large number of
the great scope ofarise
the same, the
internal-revenue laws by reason ofdifficult
amount of revenue involved in the collections of the same, and to
assure fair and adequatee consideration of; every case arising under
the interal-revenuelaws, the bill provides for the creation of a bard
of tax advisors to be known as the "Advisory tax board," t pass
upon all cases referred to them by the Secretary of the Treasury or
commissioner of Internal Revenue or to consider any case in which
e board is to
the taxpayer shall request that the board consider.
consist of five menbers 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 continuance of the present war with the Imperial German Government and
for a period of one year after the termination of such war. The salary
provided for each member of the board is $9,000 per year and is
deemed to be the lowest salary advisable in view of the class of man
that it is desired shall be secured for this board.
TITLE XIII. GENERAL ADMINISTRATIVE PROVISIONS.
The salary of the Commissioner of Internal Revenue is increased
by the bill to S10,000 a year. Such a slary is small enough compensation for one qualified, as the present commissioner concededly is
to fill the position of Commiioner of Internal Revenue; with its
onerous duties and vast responsibilities.
.

APPROPRIATION TO CARRY THS ACT INTO EFFECT FOR THE FISCAL
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 'inde{ the now bill during the fiscal
year ending June 30, 1919, and the estimated cost of coliecting 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 employes required. Your
committee believes that the sum requested by the Commnisioner of
Internal Revenue of $7,500,000 additional is a reasonable estimate and
recommends that this amount be appropriated This additional
appropriation for this fiscal year will make the appropriation: for the
Internal Revenue Department for this fisoal year amount to approximately $25,000,000.
Because of the additional responsibility and the great amount of
additional work placed upon the collebtors of intenal revenue ;the
bill provides that the commissioner, subject to the approval of the
Secretary, be allowed to. readjust and increase the aary of the
collectors of internal revenue upon the basis of the res onsibility
coland internal revenue collections but that in no case Sh
lector of internal revenue receive a salary in excess of $68,00 a year.
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Section l301. of the bill authorizes iin lieu of the deputy cominissioners, whose salaries tare now fixed by law, the employment of five
deputy cOnhlMissioners and an assistant to the commissioner at a
salary each of $5,000 a year. The present law provides for three
deputy commisionors, two at a alary of S4,000 por year and one at
$3,600 per year. Deito the increased scope of the internal revenue
the
laws and g6e6tly
increased poblem to be met under the ame
your committee believes that the reommendation of the commissioner is advisable and. inM the interest of the better administration
of the department, and, therefore, incorporated in the bill such
recommendation.
LEGISLATE DRAMNG 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 affiuiation 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 appropriation of $25,000 is provided to pay the
salaries of the two draftsmen and their necessary assistants and
clerks and to provide for the purchase of necessary furniture and
supplies.
Your committee during the past two years has received valuable
volunteer assistancefrom expert legislative draftsmen, and is informed thatother committees of both Houses have made use of such
services, including the lFinance 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 experiencebof 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, particularly at this time, when
the complexity and wide scope of warlegislation with the constantly
increasing necessity of dealing with problems never heretofore
within the linits of congressionalaction, render it imperative that all
acts of Congress be drawn with the greatest possible cearness and
precision.
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 added to the general administrative provisions.. Section 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) intended
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 imposed
of the United States, knowing that such stateunder the authority
t
is not so great as the portion of such
thy
or that
mei is false
be guilty of a misdemeanor and upon
shall
price ascribed to such tax,
shall
be
fined not more than $1,000.
conviction thereof

Table: Revenue receipts during the fiscal year 1918 and estimated receipts during the fiscal year 1919 under existing law and under the proposed bil .
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MAY BE USED'IN LIEU OF SURiTY BONDS.

LIBERTY-LOAN BOND

Section 1319 provides that wherever by the lawI _of the. United
any peron is required
States or regulations made pursuant thereto,o
to furnish surety or. sureties on any bond, su person, may, in lieu
of surety or sureties, .and under regdla'tion precribedby the Seer.tary, deposit with the United States an, amount of bond of the
United States issued after April 24, 1917, equal to the amount of
such bond, toget er with an agreement. auth6rizng the Uited
States to sell such bonds in case of any default i payment of the
bond. As soon as the bond becomes void and of no effect such
bonds shall be returned to the d epositor.
Your committee is unanimous i1n recommending the passage of
this bill.
REOAPITUILAIION.

Revenue receipts during the fiscal year 1918 and estimated receipts Ouring tas fical yaw
1919 under existing law and under the proposed bill.
Revenue receipts

Fiscal yea
Fiscal~ea
1

199une

For 12-month
period under

estimateded. Proposed bill.

IndividuaL...................... S93, 000,00 $0,00;0,00
$1, 482 188,000
894, 000'000
52,500,0 0
Copraton ............... .1528,5000
000,000
...1.791,000,00
3200,00,0
1,
Excessprc~tstax............
9,,791,oko'I
lWNs:
,F,45,@0,O
.

75,00,00
110,000,000
..47, 453 000
Transportation:
...
756,0
30,000,000
75,0000
Frelgt
20,000.000
20,ooo000,
6,459,000
....................................
Eirpress .
0 00, 000
Persons ..........................................
24, 308,000
60,000, 0
8,600,O ,M,0
Oilb pipeline~s........****b1,45,000
Seats and bert.s
65,000,000
5, 000, 000
2,237,000
18,000,000
,000
.8,299.................
and telephone
14,000,000
Telegraph
:
Insurance ..........................................
Estate tax

12,000,000

6,492,000
26,37,000

Admiions........................................

60,000,000

12,000,000
100,000000

Excise txes,
23,1,000
123,750,000
41,000,000
Automobiles, eto ...................................
80,000,000
13,000,000
irl
35,000,000
lotc
I wele,
porin
oeta
cent.88,7B0,OO0
10
per
us ones,at
Other
Other taxes on luxuries, at 20 per cent
184,795,000
40,000,000
Gasoline.
s
...1,000 000
Yachrets
o
300,000,000
......
Beverages
500, 000 1, 187, o000OOO
18,815,000
32,000,000
Stap
x
.........................
32,000,0000
Tobacco:
81,304,00
41,700,006
Cigars.~~~~~~~~~~~~~~~~~30,909,000
4 16,240
B,
166,24,000
00
-00
,................................ 3 0W'O0000,000
.10,000,000I
:
Cigarettes.08s
4800000
T ..bacco
63,700,0006
104,000,000
6,000,000
9,100,000
.10, 00 000
Snuff' et
1, 00, 000
760,000
Papers 4nd tubes ............
325, 000
Special taxes:
000
Capital stock .24, 9, 000
25,000,000,
70,o00,
1, 765,000o
850,000.
Broers333,000
;7S
O
8
50,000
.
.
33
.
3
000
Theaters,
1,070,000
2,143,000
etai; .865,
..........
.................
mail order sales............................
6 2,200,000
,000,000
alleys billiard and pool tables .............
1,100,000
1, 086, 000
Bo.vtIIing
w*40
e
sw w* w* * * *w *w @s rw *
*
Shooting galleries..!..
.. ...............
.............. ........
50, (00
Riding academies ..
...
..
tax
Busifatlroense
10,000, 000
...............
9000
°
37.000
-......................
ManuifactrersolI tobacco
°
850,00
..
440,000
Manufacturers of clgars
538,000
Manufacturers of cigartte
240, 000
120,000
..
Use of automobilesand motorcycles.............
..........
72, 930,000
4,417,267,000 8,182,492,000
Total
....... .

.

.

...

.

.

.........

......

'

.

..

.....

.......

........

.

.3,941,663,0001

Assessed but not collected in 1916.
income tax based on total Individual income of (taxable) .7............................, 400, 000, 000
1,0 000,000
Corporation excess profits and income tax on net Income di ......................10,0

0

......
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DzzMBzER 6, 1918.-Ordered to be printe.
Mr. TEhoMs (for himself), from the Committee on Finance, submitted the following

VIEWS OF A MINORITY.
[To accompany H. R. 1286.]

The Finance Committee 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
single member. It is probably, however as nearly so as discussion
and compromise can make it, and very much more so than would
have been the ease: 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 bringing a majority- of the committee to an
understanding as to the remainder of the bill.
iu
But while in accord with the committee as to its general strivic
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 aremfamiliar with its character and operation as embodied 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
profit; in exeesg of 8 per cent of the invested capital as defined in the
bill, less a deduction of $3,000; and this without regard to earnings
in the prewar period or to the character of the business in which
corporation is engaged. Such: a basis of taxation is, in my judgment, arbitrary,< ulnust, and indefensible. 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 being
required to apply that one of the two which in the given case will
produce the greater revenue.

2
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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 haMa6d may well
be content with 6 per cent. Those involving some hazard can be
stimulated with 8 per cent. Those involving considerable or very
great hazard mustEhave much more to induce capital tosrisk investment in them. To make a hard-and-fast rule for all business alike
is as statesmanlike 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. It is
a tithing system multiplied by eight. The only justification for it
which I have heard is that due to their large antewar profits some
corporations would pay 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 purose without doing njustice
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 disappearI while the
so-called excess-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 propose 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 h~o tax at all, but
a condition of inheritance, and that all conditions of inheritance are
matters 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, licensees, and estates. With the ratifioation of
the eighteenth amendment, State revenues from licenses will be more
than cut in half. 'The expense of State and municipal adminiSstration
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 increase their levies on real property and
their rates of license, both of which are now hiher tan over before
and likely to remain so. And we may be sure that the State inheritance 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, wholly exempt from
State taxation 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 upon its taxing powers. It
should be equally considerate of those stilA remaining to them.
CSS. THOMAs.
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DEcrUMiB 6, 1918.-Ordered to be printed
Mr. PENRosE (for himself, Mr. LODGE, Mr. MCCUMBER Mr. Smoor,
Mr. TOWNSEND, and Mr.; DILLINOGHA), from the domiittee on
Finance, submitted the following

VIEWS OF A MINORITY.
[To accompany H. R. 12803.]

The undersigned minority members of the Committee on Finance
feel constrained to withhold their support from the provisions recommended by the majority having for their purpose the arbitrary fixing
of rates for taxes to be collected mainly in 1920 to the estimated
extent of $4,260,000,000.
With respect to those provisions of the bill as amended by the
committee, which it is estimated will produce $6,000,000,000 revenue for a full 12-months' period, we are generally in accord. These
provisions are the result of months of painstaking deliberation and
are based upon as accurate and reliable expert information as it was
possible to obtain through every agency, official and other. They
reflect actual business, industrial, and economic conditions now believed to exist, taking into consideration the rapid transition during
the yer'I from the miximum war-needs production to the sudden
cessation of hostilities and the arrest of war industry.
Difficult as was the committee's task its conclusions as to just
and proper bases of taxation upon current year conditions were, at
least, approximately definite and consonant with known facts. We,
therefore, were 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, id at the
same time to provide all the revenue that revised estimates of the
Treasury DepIartment indicated as necessary in view of the signing
of the armistice, namely, $3,000,0006000, or $2,000,000,000 less than
was estimated the bill carried when ift came to the Senate. The fact
that rapidly changing conditions, while the bill was under consideration 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 fir denstrates ho
is the policy of haste
and the anticipation of future needs at a time when .raioal changes
in domestic and world conditions render to-day's conclusions perhaps
worthless to-morrow.
We recall that it was insisted in July and August, last, that the
revenue bill, not even then prepared, should become a law not later
than September 28. Disaster to the fourth Liberty loan was predicted, 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,
fortunately, were unfulfilled. The Secretary experienced no difficulty in placing short-time certificates, and the fourth Liberty loan
was oversubscribed. The country was not affected by lack of knewledge 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 constitutional duty of framing it.
In the light, therefore, of this recent valuable experience and object lesson it would be entirely without justification to attempt to
prescribe for the American people what amount of taxes they shall
be' called upon to pay in the year 1920. We can not fail to be impressed with the many difficulties encountered, even with every
possible aid, in levying just taxes for the current yer; and to
undertake to project ourselves into the future, so filled with-portentous changes, and arbitrarily and rigidly to fix tae for.the year
1P20, is in violation of every sound principle of legislative procedure,
and economically is fallacious and unsound.
No one can; foresee the full course of events which will crowd
the intervening months, and no one with any degree of defnite-,
ness can estimate the Government's needs or the cntry' industrial
prosperity. Sources of revenue not now tapped may be made, W
yield a just portion, thus relieving ot hei sources from onerous:
taxation. Who can foresee clearly results from the readjustment
and reconstruction program inevitably impending and bund to fol'
low the return of peace? Both capital and labor are vitally inerested in these readjustinents and will' be affected by'them in a way
that can not be foretold. ±he problem of the high cost of living
is not the least of those awaiting attention, and a wise and carefully 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 ina way which will render either capital or labor less employed in, profitable pursuits than
at the present time. A sound policy demands that no legislation
shall be enacted which will suddenly or unwisely disturb value
and prices. Vast governmental undertakings an agencies, made
necessary by the war, must come in for a large share of consid6rfa
tion as to the policy to be adopted with respect to those activities
in the future thus presenting the most difficult doinestic problems ever confronted by this Nation.

2uU BIL& 01

18.

3

No program for the near or even distant future has been evolvednothing but the merest outline, 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 procedure. Every taxpayer in the country knows that taxes will be
reduced after this year as the inevitable result of a reduction in governmental 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 Government 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 committee 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.
Bonms PENROSE,
H. C. LODOE,
P. J. MCCUMBPER,
RED SMOOT,
nAs. E. TOWNSEND,
Wm. P. DILUNGHAM.
C)
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Mr. Smoor, from the Committee on Finance, submitted the following

ADDITIONAL VIEWS.
[To accompany H. R. 12863.]

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 pending revenue bili. In some respects they have been modified, but in
others 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 capital 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 provided a separate provision for taxing these few
corporations. I would have provided for a straight war-profits tax,
following the principles outlined in my amendment that I offered on
January 6, 1918, to House Joint Resolution 195, with certain modifications, 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 consumption or use. A tax of that character would in no way embarrass
the producer or the consumer and would yield a revenue of over

$1,000,0000000.
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ar-profts tax,
In addition to th l1 per cent sale tx da rai
as above.referred to,I would ,include in the bill, title 2, ipcnp 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 manufactures thereof, with increased rates' title 9, the tax to be'-limited on
automobiles, and on leases for exhibition of any positive motionpicture 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 pending 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 pendingbill provisions
for the collection of taxes for the year 1920 upon the recommendations of the Secretary of the Treasury and the indorsement of that
plan by the President. I call attention to the fact that the majority
have not followed the plan of taxation as recommended by the Secretary of the Treasury, but maintains the unjust and discriminatory
plan of taxation on so-called excess profits, as provided in existing
law and the pending bill. The Secretary of the Treasury recommended 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, borrowai
money-over and under capitalization-and the definition of invested 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
approxi nmate $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, way 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 received as salvage
from the sale of war material paid for and not now needed either
in this country or Europe. There are many relief provisions incorporated 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.

Rem SMOOT.
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Mr. LA FOLLErrE, 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 support 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 consequence permits war profits and excessive incomes to escape fair
and 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 beverage
tax, among other thing has caused a revision of that estimate. It
is now claimed the House bill would, if enacted into law, produce a
little more than $7,400 000,000.
The estimate of the &ecretary of the rfreasury is that the expenditures of the Government for the fiscal year eding June 30, 1919, will
be about $18,000,000,000. This figure is purely speculative. It is a
reduction of $6,000,000,000 below the estimates made by the Secro.
tary 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
--

Table: Corporate net income, 1909 to 1918.

REVOISA BILL..OF. 1918.rests upon vague conjectures as to the amount of saving which will
result fr6m the termination of the war,
But assuming that the expenditures will be but $18,000,000,000
for the fiscal year ending June 30, 1919, 1 contend that sound principles of taxation app lied at this time require that at least one-half of this amount should be raised by taxation and not leave more than
one-half thereof to be raised by further bond sipes.
The Senate bill proposes to decrease the revenue to be derived from
incomes and war profits compared with the House bill by about
$1,000,000,000. To be exact the estimates given in the report of the
majority of the committee, on page 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 therefore 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
practically the day of the signing of the armistice on the 11th of
November, 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 reports that the net income
of corporations for the current taxable year will be $10,000,000,000
and deduct therefrom $5,000,00,000 the largest estimate of peace
time net income that can be reasonably 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.
rThe first year that corporations made income-tax returns to the
Federal Government was 1909. The following table shows the
corporate net income from 1909 to date:
2

Corporate net income, 1909 to 1918.
Net income.

Year.

1909 ................................ , ,000,000
1910 ..........3.761,0000
O°
3 71

1911.
1912 .

.....

3,603,000,000
4,161,000,000

1913.........................4714,000,0

Year.

914...............................

Net Income.

3,

000,

1915. ...............................6, 310, 000,000
1916
8...8,0070,00

19171.
10,600000,O
1918'..I:0,00000,0

I Estimated.
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The above estimates for 1917 and 1918 are made by the Treasury
Department and can besafely relied on as not being too high. That
the estimate of $5,000,000,000 war profits made by corporations during the taxable year is a reasonable estimate is asserted by the Treasury expert and also appears from a comparison of -the not income of
corporations during the war with their prewar net income.
The total net income for the three years 1911, 1912, and 1913,
adopted as 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 cororations for 1918 leaves $5,877,334,000 over that of the peacetime income for the average of the three prewar years. Making allowance for the normal net income of new corporations --corporations
that were not in existence during any of the prewar period --t is plain
that the war profits must -till 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 l)etween
corporations. That is pointe-out in the minority report submitted
by the Senator from Colorado (Mr. Thomas). But 1 (lo protect 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.
Passo(1 in its present form it will, for example, produce far less than
an 80 per cent tax on war profits. The bill carries many provisions
which will accomplish that result. For example:
(1) There is a deduction from the net profits-profits (letermined
by deducting every expense that can possibly be passed 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 the prewar profits
of the concern, possibly one or even many hundred p)r cent of the
prewar capital. This minimum of 10 per cent of the invested capital
or
may be a much larger percentage than it is of the not incomer.
of
if
the
the
this
are
10
e(ldllctiol
cent
per
capital,
profits
example,
becomes 100 per cent of the income,
(2) $3,000 flat deduction.
(3) Numerous other deductions which appear in many p)lacos in
the bill, providing for depletion, amortization, or even for limiting
the 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 un(ler its provisiols.
In working out the application of its complex rules the investigator is lead( from paragraph to paragraph, back and forth, to
provisions which modify an(l reduce the -high rates which catch the
eye on first reading.
They have been called "relief provisions" or "cushion provisions."
Theoy should be' called "trap-door provisions," as they will prove
a ready and convenient exit for disappearing revenues and serve to
facilitate the escape of the corporations from just taxation.
They f6und favor with the committee in a desire to afford relief
to a limited number of cororations which appeared to stiffer hardship in the application of the general rule. But in an effort to proS3 R-66-3-vol 16
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vide relief for these exceptional cases, which do not~constitute. onetenth 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 prosecution, and millions
must suffer great hardships on account-o 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 this war.
This is the last opportunity to tax war profits. Last year we took
less than one-third of such profits.. rThis year's tax bill proposes to
take less than one-half, and with the passage of this law the opportunity to reach this war-made wealth by a war profits-tax will disappear forever. The billions saved from taxation through the injustices of this bill, if it becomes a law, will create man y millionaires
and require further sacrifice and entail greater suffermg 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
deals 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 ending
June 30, 1920, will approximate $10,000,000,000. This amount will
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 maintained at that rate, omitting, of course, the war-profits tax, it would
only raise $4,000,000,000 of the necesary 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
is over. As it becomes increasingly difficult to borrow we must
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ve greater inducements to the purchases 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 great 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 generations 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.
This bill taxes corporations less than 50 per cent on their war
profits.
It favors the rich and grinds 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 consummation of a great wrong.
Respectfully submitted.
ROBzaT M. IA FOLL1Trz.
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