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17r. (CONTNALIYr, flom0l thle Committee on F/inlance, su bmVittcel the
following

REPORT

[To accompn)y II. Th. 5529]

rTio Committee Oll-ninanc, to whom was referred the bill (1-1. R.
5529) to prevenIt,)i'ofiteerilng ill time of wrai and to equalize the bur-
(lolls of wNvla anIld thus' pr-ovide forl the national defoelso fulJprOmote
peace, having considered the samle, report, favorably thlelcoll with
aelinldmlelnllts, allnd recomm-i111enld thilt theblill ats amlellldeld (10 lpaBS.

'fine committeeO ,struck out title 1 of the 1)ill aidi inserted a new
title 1. Such new title I and thle reasons for its adoption nre exp)lained
fully in the report of thle subcommittee nid such report is hereby
inCoirpoirited( ill ild made a part of this report.

[SUTcomrnittteo reiorl1

The S cl1)oilmnluttee of the Senlate Committee onl Fillnllce, to Whom
wNaS referred the provisions of title I of I1. R. 5529, kniowni ats thle
Emergency Wrar Time Tax Act, leaving hld this. phlas of thel bill
under coisidieration, report it baick to thle Sellato Committee on
Finance with recomlmen(latioi- that ini lieut of title I as preparc(l and
subm)Iitted by the Selnate Munimitions Committee, a su1)stitlitc title 1,
drafted by the sub)coinmittee,anI l(dacOI1)nlyii this r1ePort,1b COn-
si(lered( by the Senate FinIaCe Committee. It is recommended that
thle proposed substitute for title I be incorporated iln theJ bill.
The su)cominmitte hol(l hcarin1gs, l)articil)nteC( in by sponsors of

thle bill) by representlaltives of th1e TreasuryDpt, annl )tby
staff of the Joint Committee onl Initernal Reveronueo Taxatioi, A series
of pertlinelL tnx studies were undlertakell, thle sulstanlce of wh'llich wNas
l)1cse5 ted(l to th1e subl)comimittee. Amnple factual (dafta Avere (devedlol)p(
ani(d conlsiderCed deaIling withll thle maini features of the )ill and it is
con1cIIluded that the substitute title I, I)r(OIlClCd 1)y this subcommittee,
still carry out the o1)jectives of at wvtar revenue act as uiged )y tle
Special Senato Commllittee on Investigation of the Mulnitions Induistry
111(1 ill a(l(itioll, will aflordi a wol-kablean(lpractical tax systellm.

* (;-I -t I
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Title I of i-I. R. 5529 as submittC(e to this sul)com ittee constitutes
a fiscal and economic measure of wide scope and importance. The
objectives thereof, as stated by its sponsors and as reflected in testi-
mony given before the Senate Munitions Conmmiittee, are primarily
fwr, viz:

1. 'To take the profits out of war.
2. To provide means for paying for the war out of (i'I'renit taxes

ra other than through borrowings.
It consists of a. comIJ)relienslseiN'6 revenIue act, illml)osilg (drastic income

and wvnr-profits taxes and, in 1)oint of coistriictioin, coin rises at slil)r-
struetture built upon the framework of thel 1934 RON3elvlle Act.

MAJOR FEATURES OF TrIflJjp J, 1H. R. 5529, EImo:tN;cECx AWVARTIMI,
TAX ACT

Section 11 increases the normal tax onl ind(lividtals from 4 to 6
leicent.

Section 25 decreases the present exeml)tion for a single mnan from
$1,000 to $500, aind for at miailrried mnani from $2,500 to $1,000. A
credit of $100 for each (leI)en(lent as against $40() in the existing law
is l)roposedl. The bill also elim-iniates the hitherto allowable 1O percent
(claed incoino credit. Under section 51 the filing of a joint return
by husband and wife is Inadle compulsory; also the re-sp)ectefilvsband
or wife is miade jointly liialle for the full amount of tax due on the
return but in an amount not to exceedI the income reported by such
81)SSoe.

Section 12 (b) sets for-th new drastic surtax rates beginning with
10 percent al)1licablo to surtax net income between $3,000 and $5,000,
and reaching to a surtax of 93 percent, applicable against suirtisx noet
income in excess of $20,000. 'rTe net effect of the 1)ropose(l rates in
the case of at married mian is to limit the retention of income, to $9,9)20
oIn a net income of $21,000, anol to take in normal aind surtaxes 99
percent of an)y excess. I

Section 1.3 (a) imposes a graduatesilconI tLax On corporations as
follows: 15 percent onl net incoomes not it excess of 2 l)ercent of adjusted
(leclarel value; 25 J)rcceJt on not iincoii.3s nlOt in e.NxCeSs of 6 prcIelnt of
adjusted declared value; ail(l 100 )e'ceIlt On1 nOt incomlelS in excesCs of
6 percent of adjusted declared value.

This gradua-tted scheme of excess J)rofits tax levy will allow corpora-
tions to retain net income only to the extent of 4.7 pJercent of their
adjusted declared value. In addition to tlhese taxes, in the case of
corporations, other than personal holding companies, ad(j udlicatedi to
have accumulated surplus improperly, sectioII 102 (a) imposes a tax
of 98 percentt of the amount of the net inCome not in excess of $10(0000,
pluis 100 percent of the remainder. These rates are in lietu of rates of
25 percent and 35 I)ercemlt respectively, contained in the Revonue Act
of 1!934. In the ease of personal holding coml)aies, the rates have
been changed from 20-30 percent to 98 percent of the amount of
income not in excess of $100,000 and from 40-60 l)ercemlt to 100 per-
Cent of the amount of income in excess of $100,000. In addition to
the above corlporate taxes, I-T. It. 5529 )I'OposeOS also imposing a tax
of 75 percent on so-called undlistriblitedl surplus determined by taxing
that portion of the net income in excess of 2 percent of the adjusted
declared value, after provision for taxes an(l (livi(lendls paid during
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the year. B1y thle, provisions of section 141 (c), an additional tax of
2 p)ercent is added to the rates imn)ose(l by section 13 (al), oIn railroad
compal)nies electing to filo consoli(lated returns.
A penalty is imposed upIni corporations equal to 14 percent of the

amount by which the tax (lue for thle fourth (quarter exceeds onle-fourth
of the total amount of tax for thle entire year unless thle comllmissioner
is satisfied that the exceSs is not dlue to retention of amounts properly
ap)portioai)8le to the,first Three-(luarters of tlhe taxable year (sec.
13 (i)). Trjis feature is inj6.,ted as a corollary to the provisions con-
taine(l in section 52 coveriiig thle filing of (quarterly returns by cor-
pora tons, based Olo estima te(d figures for the first1 three-quarters aind
all actual(ldternilnation of net income on anll annual basis for thle last
quarterr. The tax oI corporations is p)redicate(l on a self-valuiation
of the corporate cal)ital structure in lieti of invested cal)ital as utilizeed
in the War Revenue Acts of 1917 and 1918. T'he basic l)lan adopted
is the mandatory use of the adjusted declared value as rel)orte(l for
1934 for capital-stock tax p)llrposes. The l)ill provides forl reductions
ill valuations to l)e ma(e by tle commissioner only, bult has 110 pro-
isiOll for u p)wflrd revisions.
Under th1e provisions of section. 22 (b) (3), gifts may lhave to be

included in gross income.
Section 23. Deductions from gross incomeI: Interest, repairs, pro-

motional, public relation, and selling expenses are limited to a surm
not larger than th1e average annual outlay for suchl)llurpoes inl thle
preced(ing 3-peacetime years. TPhese are severe limitationsin(l exclu-
Sionls intencledi, as state~dl to ''iron out wrinldks in tile l)resent tax laws
which anre mffost condlucive to tax evasion."

'I'le right to a foreign tax cre(lit Which is j)rovide(l for ill Sectioll
131, Reveniue Act of 1934, has3 heeni eliminated. Severe statutory
restrictions have been l)laced in thle bill with respect to allowances
for depreciation. and depletion. No provision, whatsoever, was made
in title I for amortization allowances applicable against war facilities.

T1'he l)rOl)oosel lill carries tile samne provisions, section 55, with
respect to pjublicity of tax retilrns (pink slip) as were incorj-porated
in the Revenue Act of 1,934, though these were, subsequently rel)ealed
(l'ublic, No. 40, 74th Cong.).
Tax p)aymlents by corj)orations were mnade, to fall dlue on the date

upllon which thle return is (dtie. In the case of individual taxpayers,
J)rovision was 1ma(l!e for voluntary a(lvance paymentss, an(l as anll incen-
tive for so (loing the bill )rovi(les for interest, J)aya)le by thle Govern-
menlt at the rate of 1 percentt per monthh,.with the limitation, thlat in
noevent shall there be allowed imiterest in excess of $10,000 in any
taxalble year (sec. 56). Section. 63 l)rovides for the appointment ly
the Speaker of thle House of Representatives of at general auditor,
whose functions shall be to ha-ve access to all records in the Treasury
Department or any other departillent or agency, relating to the tax
impose(l lby this title anl(d who slhall have power to sulbpenaa witnesses
anlminister oaths, and, upon request by any Memboer of Congress,
)ro(lluce for the official use of such Member all details of any record
rclatiill to any tax imposed by this title.

Section 112, thle reorganiZatiOnl section,has been revist(l so as to
make taxable all gains fromI reorganizations and exchanges but to
disallow all losses therefrom.
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Section 115 has bcon rowritteni so as to tax distributions out of
earnings or profits or increase in value of property accrued before
March 1, 1913. Thoe provisions with respect to cal)ital gains in telo
Rovenuie Act of 1934, section 1 17, hav been. eliminated with the result
that the entire gains fare recognized for tax purposes no inatter how
long the period tile capital assets were lhlid. Capital losses, however,
ite recognized only to tile extent of $2,000.
The peolnaties for evasionIhave l)ben ina-ld more severe (soc. 145).

Tho maximum fine has been increased from $10,000 to $100,000.
There is nil a(d(d(d lial)ility for tillro tillies tihe aillount of tax to b)
pai(l in cases of evasion or failure to "'withhold.."

lr'inally, thle proposed bill, Section 381, inchides an tax in the nature
Of an11 Oxcise talx onl the iSSu11011C of stock (liVi(lends. 1hlle wsetion
requires that corlporations pay $1(00 for each shiare or fraction of a
share whichl they mliaty issuo als a stoek dividend.

It is b)elieved thaut the above brief summary suflices to indica to tho
hasic1points of (divorgence l)etween the xoistllng revenuell aw1! and the

ol)pos)('l Willr bill, the Illost; vitll of whi(ch are:
(I) 'The imposition of drastically il(relased rates of tax.
(2) I (eelopment of it conce)t of sta tLutory net, incomHo materilfl]y

different from thfl t.(Iltrtldiele(lned (1m1' thle Revenue Act of 1 934 by
virtul of limitations onl and(l p)rohlibitions against tile taking of certain
ilPiSHne", dv((lelltiolls.

(3) A serious disturbance of tihe provisions of existing lilaw (deamlig
with thin miliner of making returns, ni-etl1(18s of lilynllelits of tax,
reorgani'i a tions, (ca )ital tints, penal ties.

(4) The imIl)ositioni of an e(xcess-p)rofits tax )nsed onl a(ljuste(l
d(ela red value in lieul of a. flat income taIx ol corporations.
An 6XIeIxhstiveo ana1flysis of questions of taix policy inherent ill tile

)ropose(l lbill will not, ho at~telllted, buit rnathor, there is set, forthlierein the scope of some of tile fundamental (lifitulties and frictions
whiell illight1 ensuo if the bill weore nato(lce into law. 'l'he silbcolll-
nilitteee levelss tiho ol)ject.ives of the war revenue bill bothli moritorioins
nI(l (lesirable. It. appears vital, however, that thle proposed bill itself
he anlallyzed from tile xViewpoint of whether or not. as (drafted, there
may not, result suchlu11l(ldoi'0e(l offet5s as tile eur(i)illg of tile profit,
otive, the hindrance of wvar production, 1111(l the dlisorganizaLtion of

tax; I(ldmillistittioill.
E.i>FEXc'rs oF l)DiAS'T'IC, rAXATION ON ECONOMIC kC`'lVI'I~¢s

A ta~x law (lovisk(1 to yield revenilue suflicielit to runi a wlal, should,
in addition), b)e colnstrulctedl so ats not to hinder the productions of wvar
materials nor curb the incentive for continuous economic, activity.
NI\ore thanil onl any other occallsion, illna time of war t. mailrgtinl p)o-
(lucer is ats necessaryits tht(e lowv-Cost largeo-s(caleo, producer.Hr is
l)t'Odlctive lativitieS mu1llst, therefore 1)o fostered anda1111inilillned.IFac(e(d withIIa (conl(lition of war, Whlle tleo r-e(tuir'illellts of g'ovoelmlln nt
ihuuucilg lare practically limitless, tile quest ion is not nt. what rate of
tt.x will the 'T'reasu (;y)t 11111 thle s-l(e53lIlry 11w lreVenlile, but lit whilt
rI~tvo of tax\ shall aI wer revellmlo bill stolj in order to assure a stead(y
government t inconle to satisfy the requliremlent Of a conlst antly re-
plenishing \w il hest.. llowever, a government should not too freely
utilize thIe plomolr of drastic taixation, for its, offorts matyl' produceilln
wilvense o(('le(t..'rie raising of reveline l)by iml)osing so-clalled maxi-
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muim rates may clash with the conduct of business for a profit, and
thus tend to dlsturb war productiondisastrously.
To preserve initiative and the desire to risk capital, as well as to

assure war productivity, require that profits be not too ruthlessly
(diverted by taxation from their reemployment in normal business
channels. As stated in Senate Munitions Committee Report 944
(pt. 21 p. 11), uninterrupted output in most fields of industry is
essential and is-
far more important than eliminating profiteering or preventing a heavy dcebt
being passed(l on to p)ostwar administrations. Coiiseqnently, if the absolute
rate of any wartimec tax is 80 severe as to discourage investment require(I for
reconditioning idle plants, converting plants froin 1HomlessCltial to essential
pro(lluction, building new facilities, financing larger l)prchases of raw materials,
a1(1 increased p)ay rolls * * * it cannot be l)permitted.

It is a well-accepted economic theory that we function largely
under the iml)etus of thel profit motive. Tlhe extent to which other
motives such as patriotism or an appeal to a sense of social justice,
equality of conltrib)u tioni andl sacrifice many in(luce business en(leavors
to remain idii(ustrially active, is highly problematical. Whether
1111(1er a stress of war mon miight l)e motivated by a high Ilmoral piur-
posa to sull)port their government an(l concede to a levy approxi-
inating all of thle profits above at certain low minimum, is a conjecture
which should not bo tested at it time of war in view of the dire conse-
quences of failure .

It lhasi)eb,3n said that thle conducting of large businesses is a matter
of truisteeship for the stoclklol(lers. In other wor(ls, the reservations
of tile iivoe;tllltent ill tle blusilless lbecolles at dulty touched with legal
and( social collsiderations. Tliero is involved more than tile willing-
ness of any in(lividull to forego profits for l)altriotic reasoils.

If wartime taix ratstire sc lecavy as to l)e stigmatized as unjust,
thleroe mnay result anl increase in tile levising of methods of avoidance
\wh1ielih will have tile effect of (lecreasing tile rovenue to tihe Govern-
nilent. An inconle tax while predicated on the al)ility-to-pay theory
nlust 1)e construleted so as to afford taxpayers~the possibility of con-
forming with the provisions of the statute and of paying tile required
taxes withlout u(hlne sacrifice. Ill preparingg at war revenue hill, we
are therefore faced with tile practical ilecessity of drafting a tax law
whlichl sloumld not imave un(lesire(l adverse effects oil econolioic groups
and classes of our l)pol)le. Large business enterplrises should not be
(diseolurage(d; incentive onl the l)art of indii(luals to continue, work
silouldi not be curtailed.
A close analysis of the drastic rate sti'iictiire l)roposed ill title I

of 11. IR. 5529 has )roighlt Ill) in the miIl(ls pf the members of the5s)lb-
coiMmittee the question of whetiler in a time of war, the profit motive
will not be ulelusly strained and constitute a halting factor in providing
thle necessary wvhlerewithlal to carry ouit tile "p)ay-as-yol-fighlt" policy,
suggested by thle S;enatoe Mlumiitions Comnlittee.

1I line with thle objectives of taking tile, l)profits ouit of war, and pay-
ing for a war ctirrenltly insofar as it mlayn he accomplished without
nidtie economic disturbances, thiis subcconnmitte hans prepared and
recommends for accel)tance schecdlules of rates al)plicalle to inldivid-
mals and corlporations to be substituited for tile l)ropose(l rates con-
tailled ill title I of 1I. It. 5529.
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Ciosr.N OF LOOPHOLES, FOR 'AX AVOIDANCE'

'The, sponsors of the bill have incorIorated therein many provisions
which in their opinion aim to thwart efforts at tax avoidance,; also
provisions which tend to curb the taking of what was termed by them
as excessive anId unreason aIle (dedluctions from gross income. Restric-
tioIs are, thus place(d on what are ordinarily termed sound accounting
reductionss il arriving at statutory net ilncome1, which maly result in

severe tax rateOs l)eing al)plied to an amount consi(lelalaly greater
thaiii actual net income.

Beginning with the enactment of the 1918 Revenue Act, Congress
has, from time to time, injected provisions into the income-tax law
lesign.d to (listribute the tax b)ur(den justly. It is no dloub)t wvith
the sanm(, purpose in view that Congress is at p)resenlt, engngedl in tihe
preparation of the Revenue Act of 1936, primarily intending to create
a. basic formi of taxation napplicable to corporations which will result
in a. greater equality of tax b)ur(len as between corporations an(l
indivriduals. Many lool-pholes for tax avoi(lance lhave leen l)locked.
At thle present time there, may exist certain unsatisfactoly situations
which require careful study anlld experimentation. The sIl)COlmllittee
loes not think it ex>pe(lient thiat in a, wvartilile bill all of the conjectures
which mnay arise, wvith reslect to avoidances should )e summarily
detilt wvith an(l revise( provisions enacted sofis to effectively eliminate
all possibilities of avoi(Iance. After more dletaile(d study, a gradual
injection into the tax structure of nlew' provisions (can be aciconlplishe(l,
tendling u1lfillintely to attaill an ideal tax law. 'IheC wlolesale redraft-
ing of provisions when the rate structures are so dalstic as to contliitute
a l)ressiure onl business, nd(l when the nee(d for revenue-coull(d be no
greater, might result in undue disturbances which not only mlay
lessen the revenue yield, bult what is more important in wartimes,
may halt thc pro(luction of war materials.

Manifestly, the plugging of loopholes for tax avoidance is desirable,
b)ut what this sul)Colmmittee questions is the illo)portullity of ap-
pr1oach. At, one of the hearings, held lbefore the Senate (Commiittee
on Finance on April 2, 193(3, at, the request of the chairman of the
SllcOmmiAttce, when the question of injecting innovations iln tax
structure' into a wm'rtime revenue, )ill was un(ler consideration, Mr.
John Tr. Fl],mn, who wvas in charge, of the committee whichdiraftedi
title I of If. R{. 5r529(, stated:
We tried to tighten 111) the b1ill, but I think this committee mlay very well

consi(ler Mr. Parker's point, necessarily to leave these questions of (lepreciati(t1
anlld declltion anld CXhaRUstioll andl tllese! salary and promotion charges out, an(d
merely adopt the protective clauses of the bill of 1934 or 1935 if the committee
chooses, and themi as the years go by, 4 or 5 years-let ifs hope 10 or 20 years-
before wet are ill war, as the Treastiry Department perfects its tax provisions
under the income-tax laws, let the bill get the benefit fromn time to time l)y amiend-
ment. (Hearings before Smbcon-unittee of the Committee onl Finance, 74th
Cong., 2d 5CSs., 1P. 53.)

In the substitute for title I, drafted by thle subcommittee, certain
provisions which in, the opinion of the subcommittee constitute
(lefinite anddirectt problems resulting from war conditions, have been
i lncluldedI. Suclh matters as amorti.a tion, allowances for losses in
inventories, and adjustments for carry-over war contracts are pro-
vTi(1e(l for (see pp. 12 to 20, inclusive, for more(Idetailedi discussion).

6
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EI1mINATION OF SUGGESTED ADMINISTRATIVE CHANGES

In addition to the many sul)stantive changes resuIting in revised
manner for reporting income and the inclusion of iteims previously
not treated as taxabl)c there are contained under title I of It. R. 5529
several suggestedl changes in adininistrative provisions, the p)rincipal
ones of which are:

1. Compulsory joint returns.
2. Filing of (qiuarterly returns by corporations.
3. Advance, tax paymients8 by in(Iividuals.
4. The, creation of the office of general auditor.
5. Severe penalties.

1. COMPULSORY JOINT RETURNS

Section 51 of the I)ill requireS the income of husband( an(l wife to
b)o incli(Iec in a. single joint return, and the tax computed as though
the income, was the inCome of aS single taxpayer. This provision is
somiewhlat similar to an provision in tIhe income-tax law of thle State
of Wisconsin which th1eC Su'lpreme Court of the Unlited States held
unconstitutional (floe per v. Tax Commission, 284 U. S. 206). Sub-
sequent to this decision a subcommittee of the Ways anid MIeans
Committee of thle House hlcld speciall hearings o0) comminlitty-property
income. (See Hearings before at subcommittee of tho Commlittee on
W\ays aridNMeans, 73(1 Cong., 2(1 sess. on 1L. I.. 8396) with a view to
aiwn(hlment of the 1934 Revenue, Act. Iin view of tle (louI)tful
comstitutionality of this provision as eXpl)1essed 1y testimony in these
heariigs, this subcommittee has elimuina te(l thle re(luiremel t for
cmllplulsory joint returns.

2. FILING OF QUIJAR'T']LY REhTURNS 13Y CORPORATIONS

Ill thle case of corporate taxpayers, quarterly returnss are retired
uider tell bill base(l upon estimates for thle first three qujRirters and
actual results in the final quarter. The sulbcomlnittee recognizes the
adivntltages to the Govermilont resulting from an early collection of
war revenulile. However, several )ractical Ol)jections to this provision
wer-e oillnte'(l out )y thle experts.

[n thle first place, corporate taxpayers may be required to make
incoime-tax payments for 2 taxable years in the first effective year
of tle War Revenue Act. This would impose suchal drain upon the
cash of corporatiolns that war prel)arations may b1 greatly retarded.
In thle, second )lace, it was pointed out that during the World War
though thie 1917 Revenutc Act required payment of thle entire tax at
one time, Cmongress changed this policy in thle 1918 act so as to permit
four installments, principally because thle Treasury Department was
of the opinion that a single payinent under thle 1917 act )laced too
great &s strain upon industry. T1hlmirdlly, in cases where in(lustrial
activity is seasonal, it is very (liflicult to estimate in advanced with
reasonal)le degree of accuracy thle amount of income expected over
the remainder of thle year. Fourthly, in the case of smnall corporations,
ani(l to some extent large corporations, especially where large inven-
toriesO are involl ed(, it is not thle l)ractice to (1ete1rmine thle result of
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operations except at the end of the accounting period. Finally, from
the viewpoint of administration, quarterly returns would imposesubstantial additional administrative burden upon the Treasury
Department in the way of classifying, filing, and auditing of returns.
These objections in the opinion of the subcommittee outweigh the

argliments advanced in support of quarterly returns, especially in
view of the fact that experience of the Bureau over a period of
years shows that a sul)stantial )roportion of the entire corporate
tax under the existing law is paid upon filing of returns. In view of
these objections, the subcommittee deems it advisable to continue
the policy of existing law.

3. ADVANCE TAX PAYMENTS BY INDIVIDUALS

The bill provides for interest in the nature of discount allowe(l in
the cases of voluntary advance payments by individuals, with a
limitation that in no case should the interest allowed exceed $10,000
to any one person. It was )ointed out to tle subcommiiittee that while
the 1917 act provided for voluntary advance payments somewhat
similar to this provision, the Secretary of the Treasury recoin-
mended its elimination in the 1918 act because no substantial advance
payments were made as a result of its being in force. III any event,
a conlsidlerable amount of total tax due in excess of the first install-
mnent is paid upon thle filing of returns. The sul)colnmittee recomn-
mends elimination of this l)rovision.

4. THE CREATION OF THlE OFFICE OF GENERAL AUDITOR

The bill provides for a general auditor aPpointe(1 by the Speaker
of thle House of Representatives, subject to approval by the Senate,
with broad powers for investigation and examination of tax returns.
In view of the fact that the Finance Comml1nittee of the Senate and
the Ways and Means Committee of the House both have power to
inquire into tax administration, and the further fact that the Joint
Comn-mittce on Internal Revenuie Taxation was created wvith special
duties, somne of which are here assigned to the general auditor, the
stbI1colnmittee believes there is no need for the creation of at new,
overlap)ping agency.

6. PENALrTIES

The bill increases the maxinmuinm penalty for evasion from $10,000
in the l)resent law to $100,000 and adds liability of three times the
amount of the tax withheld or eva(led. InI the case of jeopardy
assessments and extensions -for filing returns, interest charges have
also been doubled. While there may be somIe ad(led incentive for
evading tax in the period of war due to the fact that rates are higher
than in peacetime, this factor alone does not seem sufficient ground
for materially increasing the penalties of peacetime acts. Penalties
and interest are amounts due in addition to the tax and constitute
persuasive factors in inducing compliancewith the law. The present
provisions, in the view of the subcoimmittee, are adequate to reason-
ably assure compliance with the wvar tax Ineasuire.
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BA91B FOR CORPORATION TAX

As stated previously, the manner proposed in 1I. R. 5529, for taxina
corporations is predicated onl the allowance of a rCasonalule return on
adjusted declared value and subjecting the balance of the net income
to seyqre graduated rates reaching 100 percent on the, amount in
excess of 6 percent of the adjusted d-cl-ared -vfaie.
At the hearings before this subcommittee consideration was given

to other methods for taxing corporations among which was the plan
in effect during the last war, i. e., the 1)lan involving the use of in-
vested capital.

It is to be noted that recognized tax experts, as well as Internal
Reveutle Bureau officials avoid recommending ivl\TestO(d capital as a&
basis for wartime taxation. Dr. Thomas S. Adamns, who acted in nn
advisory capacity to tlhe Treasury' Department and toomnmittees' of*
Congress for meanly years, ill an article appearing in the Quarterly
Journal of Econoomics, Mlay 1921, pages 371 and 372, stated:
The intricacy of the excess-profits tax is such that it is hardly an exaggeration

to say that it takes more tine to teach an accountant to master its mysteries than
the average accountant can lbe retained in the service after lhe has attained such
mastery. * * * Ten years would be a radically short time required in which
to bring the taxpayers and the adimiinistrative authorities of the country to a-
point where the excess-l)rofits tax eould be reasonably well enforced.

Secretary of the Treasury David F. Houston in his annual report
for the (iscal year 1920, in urging the repeal of the excess-profits tax
snid:
The tax does not attain in practice the theoretical end at which it aims. It

discrilninates against conservatively financed corporations and( in favor of those
whose capitalization is exaggerated; indeed, nlianly, ovcrca)italized corporations
escape with unduly small contributions. It is exceedingly complex in its appli-
cation and difficult of administration, despite the fact that it is hilmitc(l to one
class of b)business concerns, corl)orations.

AWlhile the subcommittee recognizes that invested capital has merit
as a hasis for taxation in a war period, especially from a standpoint of
tax yield, the difficulties of administration and the complex problems
which will be encountered in attempting to draft a provision that
would meet pointed objections to its use constitute sufficient grounds
for its rejection.

Also, there were presented the results of a study of the possible
effects of taxing corporations based upon the usB of ad usted declared
value. The information presented consisted of a tal)le of a repre-
sentative group of 14 large corporations and thoir subsidiaries show-
ing the relation which tle adjusted declared value bore to )oo0k value
an(l market value of the stock. Notwitlhstanding the -findinlgs of,
the Senate Munitions Committee, contained in report 944, part 2,
page 26, that declared vallues as determined by corporations were
unduly high, the facts for the group studied indicated that adjusted
declared values reported were ini the aggregate 84.S8 perc-ent of the
book values aned 81.13 percent of the market values for the stock.

S. Rept. 2337. 74-2-2
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Trle group covered $4,090,118,737 declared value outTofCa total
(leclare(d value for all corporations of $91,508,121,290 for 1934. This
stame group during the. prosperous year 1929 reported approximately
73' percent of all income returned by corporations. For 1934 it
returned 4%< percent of the total. The table is as follows:

.~~~~~~~~_-__ __lato of Intlo ofAdjtisted de- Book vahle MAlarket valuo dleclared declared
Corporation clare( value hoocvlu, of stock )ec. valuo to Value to

(13) Dcc. 31, 1933 31, 1933 boo0k market
value vallo

1--------------------------. .$8,250,000 $14, 88S, 765 $20,893, 1417 55.411 30. 60
2- 5,000, 000 20, O3, 727 5, t4,33 18.57 9)1. 70
3-. 22, 231,000 10, 2905, 003 37,438,612 213. 80 59. 37
*1-5w, 91 1, 000 237,310, 136 005, 186,302 227.09 90. 48
- 200,380,000 478,r6,,000 110,931,132 55. 11 237.80
6- 10, 000,000 30, 122,720 86,36O,000 110.73 -10. 31
7- 20, 401, (00 22,39,392 11,403,359 90.11 178.90
8--- 14, 826,000 26, 246, 077 22, 82, 397 56. 48 61. 96
9. 319, 550, 000 500, 141, 421 1, 180, 825, 015 f69.89 29.60
10 1,013, 909,737 871,407,3357 1,0f81,339,216 116.31 ,0.19
l-221,000,000 119,650,258 331, 103, 231 187.20 67.04
12- 34,000, 000 -15,851,059 2.3, 617, 511 7-1. 15 1-13. 0
13- 150,00,000 4190, 431. 325 179,330, 126 30.58 83. 61
14- 1, 363,651, 000 1,937,475,000 738,031,807 69.05 181.76

Total- 4,090,118,737 4,818,195,503 5, 010, 817, 218 81.83 81.13

It will be seen from the above that while the aggregate ratios of
declared values to 1)ook values and to market values for the 14
corporations studied were 84.88 anid t81.13 percent, respectively,
there were gross dlivergences as l)etwcen the separate units, in one
case the ratio of declare(l value to book value l)eing 18.57 percent,
while in aniothe[- 227.09 perCent.
The unirelialbility of the us1 of thee adjusted declaredd value, a;s a

basis is perhaps more apparent from the fact that declared values
represCent ainounltS whiCh AwereC reportedl by corporations predominately
with thel view of tax saving rather than as an expression of true value.
From the standpoint of the corporation,-s filing returns, this was
necessary in view of the, fact thant under the 1S934 Revenue Act there
is imposed an excess-profits tax which is determined l)y use of the
adjusted declared value. If earnings for the year happened to b1
low and the corporation was not subject to excess-profits tax, it was
to the interest of suich corporation to report a small adjusted (Ieclare(d
value. By so doing, it could save itself from the imposition of a, high
capital stock tax, which too, is based upon the uise of an adjusted
declaredd value for the capital stock.

One, of thel major points urged by the Senate Munitions Committee
in favor of the use, of the adjusted declared value wans that in the event
of warv., the trend of existing taxation could be followed with: merely a
revision in the severity of the rates of the oxcess-profits tax without
changing the basis itself. With the present possibility of the com-
plete elimination of both the capital-stock tax and excess-profits tax
in the proposed Roveice Act of 1936, now undler consideration in the
United States Senate, whatever advantage may have been inherent
in the use of the aLjusted declared value will1be extinguished.

Thlie sulbcominittee, mindful of the changed situation, herein
recoen-Imnds that tile plan for taxing corporations as contained ini

9.869604064
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11. R. 12395 is onel which call be made adaptable to war conditions.
Its adoption in a war revenue act will give it tho advanttage of ail
accumulation of tax experience in thee interim between the presc31t
and the date of anlly prospective war. A detailedl discussion of cor-
porate rates suggested l)y this sulbcomlnittee applicable ill war times
is contained oln pages 14 and 15.

ELSTIMATED YIhEL)

\N-hen dealing with a drastic rate structure {the matter of estimating
yields resulting from reported income for tax P1)poSCS beco1Ces
lecidledly (loul)tful. It is depedlelnt ujpon many variables. Thlier
are factors of inflation, as a possible consequence of war activity;
secondly, there may result a. substanitial curtailmellt of prodllction by
virtue of adverse effect on l)rofit motive s3inc the Governmient takes
so large a share of the income; and lastly, there ma-y arise (liflicultios
ill connection with administering new ann(1 radical pr-ovisions i)ro(Il1cing
understatemncilts of income ainl plrotracte(l litigation.

While it may be urgedl as propel to purt uipo)i the statute books a
Nwar revenuee act prior to our country being in a state of war, it is
nevertheless true that it is impossible to determine in adlvaicee of a
war whaat revenue would be required. Obviously, a war \ith a wreak
country would cost far less than at war with a strong Cduntry or a
group of countries. Furthermore, a plolongedl war would require

ucll greater financing than at war of short duration. If an war-revenue
law is to be effective it lmulst anticil)ate a revenue yield sufficient to
cope with all eventualities, and therefore, provisions in sulch a bill
should be made for a, high revenue yield. This brings us to the
question of whether the considerattion of mnaiximium revenulIe, yield
should predomilate the considerations of the preservation of the
economic welfare of the country. Is it economically healthy and
socially desirable that the bulk of the income, made by individuals, and
corporatiolls, except for anil exempted Inillimium for living CxIp)1sCS
and at 3 or 4 percent return to corporations be diverted into Goverln-
ment channels?

W,1hile it is not to be gaiiisaid thiat the most, important thing in
connection with a war is to will such war, legislatioll pertaining thereto
must, however, be franmed so as not to assume thrat from a fiscal
standpoint "to win the war" means ignoring basic principles of public
finance, as well as factors tendinga to the preserva-tion of the economic
well-being of the Nation.
Having ill milind tlhe, abqoe considerations, this subcommittee rec-

ommends a rate structure for individuals and corporations which,
wbvile not going to thle maximum figures adopted in the original title
I of II. R. 5529, does reach levels which were (Iecidledi Upon as being
rates which effectively recapture wasr profits aind which result ill a
yield to the Treasur7y sufficielnt to constitute compliance with the
principle theat means should be providedl to pay for a, war out of
current taxes (see chart Comparison of Rates, marked "Exhibit A").
For comlparative l)llrl)oses, the 'Treasury Department was re-

quested to furniish estimated revenue fromt the war rates as p)rop)osed
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for inldividluals aS well QS corl)orations, Imsed(l on 1928 income. The
-estimates given wrer:

II(I ivi_. , (Corpora-
unl1s (ill I lolls (ll
millions) miiilliols) t

I1. It. r529.9,,3.. .-.------
As i)roposcdl b)y t his sIl)bcomilitlee .- --- 7, 866

'T'otal .--.----------------- ----------------------------------------------r------------ ------------

I Not avallabllo nl tiMmo of printing.

As stftted( at tile heartings before theo sil)Cicommlittoo ofl Ap)ril 10, 1936
(pt. 4, p. 144), the selection of the year 1928 was decided uI)on b)eCause
it was consi(lered( to "most nearly represent industrial activity and thle
pro(lucttion of business profits conparabl)1o with a war Year, assumliing
this country sh1oul0(d bo involved( in it war within thle next 2 or 3 years."
N i'W AND RtEMSVI.fl) 1PRlOVISIONS IN SUBCO0rNI'I'TTIE, SUSI'rI'rTU'TE FOR

rPI'rl', 1B

inl vioew of the objections as present( lherein, which tho subl)conv
mit.teo has to the prol)ose(l title I of 1-1. IR. 5529, it has b)een dlcciled
legislatively exp)e(dient to draft a suIbstitute for title I. From the
Btan(ll)oint of construction it follows tho l)rovisions of existing lanv
-with resl)ect to iil(Iivi(luals and(l a(lo)ts tle p)lan for taxing corpora-
tionsIs now under consideratiion ill ti, p)ro)osC(l Revenue Act of 1,936.
As a result of the subcommittee's dletermillation as to the existcnCe of
special T)roblonlis inci(lent to war con(litions and thle, necessity for
Spe)Cial statutory COnsi(lderation therefor, there havo been inclu(le(l ill
tlhe sus1)Lit lute draft several new pro visions. Certainly other provisions

-have-1)(J revised. Tlhe matters included consist of l)rO\viSionl relat-
ing to:

1. T1'aix rates and(l exem.)tion1s--ini(livi(lals..
2. TI'ax r tes3 -Orl)Orat 10115,
3. Carry-over GJovern men t cofl tracts.
4. Loss i inventory b)y vir't¢ue of price decline (lime to war cessation.
5. D)epletCion.
(6. Amnortization of war facilities.
7. 'ax (loterminiation ill firlt return un(ler two different laws.
8. Filillng of bon(l inci(lent to apl)eal.

1. TAX IRATEfS AND EXlEMlPTIONS-INI)IVIDAJkLS
Exemeyntion.-The l)ersonal exempl)tions have b)eenm set at $800 and

$1,60() ill the case of single andinarried(l persons, respectively. In
the ense of (lepe(lend ts the credit is fixed at $250 (sec. 24(h)). Tle
subcommittee fully rCcognizes that (lullrinlg a wNlar p)eriodl the cost of
living may be sulbstuntially increased over peacetime. TPhe urgent
11C¢(I for rvenec however, makes it advisable to place the oxemp-
tion at such a point as will leave free of tax all aniount that approx-
ilmliates the cost of the necessities of life.

Rates of tax.-Section II of the i)rop)ose(d sul)stitute provides for a
norniul tax of 10 percent. Section 12 includes a schedule of surtax
ratos l)eginning with 6 percent, ol the fIrSt thousandloller'ss ill excess
-of the exemption andl $1,000, andi reaching at maximnin of 80 percent

12
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on surtax net income in excess of $50,000. Tple rates applicable to
each surtax bracket, the tax resulting from the aIppliCation of these
rates to the incomec falling within the brackets, and the total surtax
onl incomes.- reaching the maximum of each bracket is as follows:

Surtax not inconi Ht Bracket Toetal(Surtax) (Surtax)

On flfst $1,000------------------------------- 0 0 0
$1,000 to $2,000------------------------------- (30 60
$2,000 to $3,000----------------------------9 00 I150
$3,000to$4,000------------------------------- 12 120 270
$4,000 te $6,000------------------------------- 15 300 570
$6,0)0 to $8,000------------------------------- 18 3(30 930
$8,000 to $10,000------------------------------ 21 20 1, 350
$I0,0(X) to $14,000------------------------------ 25 1,000 2,3,50
$14,WO to$1S,C00------------------------------ 30 1, 20(X 3,550O
$18,00Oto$24,M00-4----------------------------0 2,100 5,050
$24,000 to $30,000------------------------------ 50 3,000 8,050
$~30,000 to $10,000------------------------------ 0 6),000 14,0950
$10,00O to V),(00 ------------------------------ 70 7,000 21,9054
Over $-P9,000-------------------------------- 80-----------

'fle comparative tax load and percentage of net incom-re taken in
tax under the propol)sed substitute ais comparedl with title 1,I-T. R. 5529,
and the. present lawNN arce as follows:

Married person, no diependeints

I 'f~~~ax IPercentage of tax to nest incomo

Net Income
r S Titlte I, Pevnue f),,,,,,4, Tile
S11SI' I11. It. Rovo ;me th.) 'ti-if i Reventue
lute~~~~~ Act, 1935 tue 52 At, 1935

$2,000------------------- 4o 60( 0 0. 2 3.00.-----
$2,0------------------- 90 90 0 3.11 3.1140.-----
$3--------------------- 161 1120 8 5. 4 1.09( 0.03
$3,50------------------- 2.1.1 150r 26 11.9 4. 2- .07
$4,000------------------- 336 1SO0 I1 S. 4 4.5,0 1. 0
$1,500-------------------- 131 2W3 62 9.507 5. 77 1.40
$5,000--------------------- 3l 340 30 10.76 6.80 I. 00
$6,000------------------- 770 500 116 12. 83 8.33 1. 90
$7,000-------------------1,02o 800 172 14. 57 12. 28 2.50(
$8,000--------------------1,232 1, 320) 248 161.02 1(3. 50 3. 10
$9,W --- --- --- --- -- 1, ',1 1,880 329 17.06 20). 3 3. 70

$10,000------------------- 1,851'- 2, G10 415 18.54( 26.40 4. 20
$12,000-------------------2, 490 4, 160 6-02 20. 75 34. CA 5.00
$14,000-------------------3, 190 .5, 60 FMA 22.78 40. 57 5.80
$16,000-------------------3, 910 7, 200 1,041 '21.43 415.00 6.510
$18,000------------------ 4,710 8,720 1,I2Wt 26.16 43. 44 7. 20
$20,tX0------------------ 5, 530 10, 240 1, 589 27.6.5 51. 20 7.90
$2.5,000-------------------8,050 14,960o 2,699 32.20 59. 81 10.90o
$30,000------------------ 10, 990 19,910 3,569 36.063 64.36 1L.s0
$40,000-------------------17,8830 29),810 5,979 44. 57 74.562 14. V
$50,0-------------------2.5,670 39,710 8,869 51.34 79. 42 17.170
$60,000-------------------31, 510 49, 610 12, 329 57.51I 82.62 20.50
$70,000-------------------43,6510 59,510 16,549 62.15 F.5. 01 23. r0
$MOW--------------- ---.52,510 69,410 21,269 05.6.3 PA6.76 213. 6)
$100,000------------------70,6510 89,210 32,469 70. 51 89. 21 32. 50
$203,000------------------1%60,10 183,210 95, 341I 80.2.5 91. 10 47. 70
Mow---------------- ------ 4,30, 510 48., 210 304, 141 81. 10 97. 04 01. so

$i,oCoo-80,00-----------------&A510 9 J210 679,044 8-. OJ tS.02 67.90

Th'le i-evise(1 rate structure as framed by this subcommittee is
declined to achieve the following broad ol)jectives:

1. T1o impose a maximunui tax loadl without hiowever- seriously inter-
fering with the continued existence of the profit, motive,

2. Thle application to the lower income b)racket~s of effective tax
rates having a rclat~ion to, but somewhat lower thain British rates in
corre~spondling brackets.

9.869604064
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3. Establish a smooth tax curve free, as far as possible, from sharp
(lifferencos in rates as between various brackets,

Thle first ol)jective, it is believed, is in harmony with the expressed
view of thle Finance Cormmnittee that the profit motive should not b)e
destroyed (Subcommittee Hearings, pt. 3, 1). 73).

In the case of nonresi(lent alien individluals, a flat r-ate of 10 plerCent
is roposed(l by 111. R. 12395, which r'ato is increased to 20 percent in
the sul)conllnittee revise(1 rate structure. 'rhe l)plSOnal exemp1)tion
as to such taxpayers is a)p)licab)le only against comIpensat~ion for
personal services.

2. TAX RATES, COlRPORATIONS

Section 13 of sul)stitute title I imposes a tax oln corporations at
rates gra(l-ate(d accor(Iing to the percentage of net income retaine(l
and reaching a maxinumin of 77 percent in cases where no distribution
is rltadle. In thle interest of simlIplicity the Sub1)colnllittee had ad(oI)te(l
a single rate schedule applicable to corl)orations instead of separate
schedules for corporations of $10,000 net inc'iome or less as providledi
in 11. R. 12395. The effective rates of tax in the p)rop)osed subhsltAto
title I as comlpalre(l to 1T. R. 1,2395 in. the case of corporatiolns luivilig
net incoimie ill excess of $10,00() are xs follows:

Percont of ondlst ribu-
tdldnot Incono to md- Uinto of tllx

jtisted not, inIcomIe

if. it. Proposed IL. it. Proposed
12305 St1i)0ttuo 12:395 Suostitilto

Percent Percent lPercent Percent
5 5 2 30

10 1 41 37.5
I'll 15 a. 50
20 20) 9 05
23 23 10.8 77
30 23 15 77
:15 2:1i 20 77
,10 2.m 25 77
15 '21 :io 77
FA) 213 :35 77
55 23 40 Z77
57.6 2.3 42.5 77

A similar table of certain l)lackets coplilde from schedule II (A),
Il. It. 12395, anlld schedule I (A), of thle l)rol)ose(l substitute based(
upon thle percentage of ad(ljulste(l net income which has been (listril)buted
as dividends, shIows tihe following coIlplarison:

Etlective rnte of tax on Effectivo rnto of tax on

PcrceOntage which d1v1 net. 1fle Porcntage which dlvi- adjusted not income
dond1 Is of d(IjulStedI (1011(1 Is of aidIjusted(_
not 1InCOme10 llet IIIoCIio

t1.1t. 123t Ihr.t' 1 It. 123952 Proposed Proposed

recentt Perceid Percent Percent
6 percent-40---- 1 073 60 percent-. 17. 6 39. 2.3
10 poerment.-.--- -- 37.65 09 GO percent-- 13.125 33
16 percent . 35 65 70 porcont-9.376 25. 714
20 percent-- - 32. 6 61.25 80 percent--------.- 6.000 17.142
25 percent -- 30 67. r0 90 percent.- 2. 857 8. 671
30 percent-27. 5 63. 75 100 pereent. ----------- Nono Nono
40 percent-..--..-- 22. 6 40. 428
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Wherever H. R. 12395 provided for flat rates of 15 and 22Y2 percent
for corporations, the subcommittee has increased such rates to 25 and
40 1)ercent in orcler that such corporatiofls may be taxed at rates
comparal)le to thle increased rates fixed in thle case of other corpora-
tions. The rato of tax inl section 102 lhas been fixed at 25 percent.
Such a rate in addition to thle severe corporate rates otherwise imposed
constitutes su flicient safeguardsagainst, unreasonable accumulation.

3. CARRY-OVER GOVERNMENT CONTRACTS

Section 18 provides for taxing at wartime rates, nll income (leI'ived(
from G(overnment war contracts, even though the income may not be
realized until after the close of the war.

Under this provision, tlxp)ayers who (lerive such net income ill
excess of $10,000, will l) required to pay tax at, tLhe rates in sul)stitute
title I regal(lless of wheIn received. 'This, in thle opinion of the siu)-
collnnittee, is necessary in or(ler to carry through One of the l)i'incipal
Ol)jectives of Tl. R. 5529, that is, to take the profits out of war. In
order[, therefore, that such contractor should carry his just share of
the war 1)ur(len, he, should be required to return to the 'Treasury the
Wartime tax anfld not tle lower peacetime tax onl thle profit arising from
sulchl contracts. Thus, the.wwar-tax rates, follow sIclh p)rorits and the
sill)COmlmtlitee so recommlenlids.
4. 1,0LS IN INVENTORY tYvIwrTIJE mo PRICE, I)DCINE, DUE, TPO WAI

CE'4S'SATION

Subsection 23 (s) (1) of thle substitute title I l)rovides for (loeluction
in the. Iast taxal)le yenr thle WaVill Reven11uC Act is ill eflc' t;, of losses
sustained( floml ally material decline (n1ot (dIl to teml)orfary fluetna-
tions) of thle vnlllc of ilnventlory ol' flo-ml thle actual paymlenllt after the
close of suceh Laxable yeal of rbel)ltos ill I)pII'stiaiceO of COllntrcts CnteCr(l
ilto (luring such year. Il Ordler that taxj)ayers ma1ty have thll bellenfit
of this (le(luctioln,provisioll is ma1n(le for claims ill aI)tfment, condlitione(l
upoll the filit of a 1)o01(1 to assure collection of anly tax tIhat, may1)0
(1,,0 11)0o fiaiil adjustment, of tile, loss.

Subsection 23 (s) (2) further provides t,]hat if no such claim is filed,
but losses of this character ire sustainedi within I year after the (late
upon) which thle last return under, thle act is (1Il0, such losses mnay be
(deduicted fromI1 the net, income, of the last taxable Year under, this act.
The necessity for the al)ove relief provision is pl)l)ar1(1nt from tile

kIowledge that uo)011 thie termination of warl- many business organii-
zationls will find themselves wifth large inventories on hand and may
face tlhe possibility of l)'itice d(Cline. As it is (desirel to encourage
p production during the wIar, tile eventuality of having onl hland a large
amonat, of goods which will have to 1e) sold at prices lower thaln antici-
l)ate(1 is thus p)rotected(. The section as (Irafte(d will also serve the
I)l1'l)ose of naceleratLing sales (luling the war l)lerio( as theul al1Ic~lnser
kinow\ilnlg theat the sellers maly obtain a( ljustmlent Or a rebate ill thle
evenlLt of lprice decline will not Lhesitate to )uy and(l request such reblt
if at, the (enjd of wrlvlaiatiolls ill l)rices, wNtarrlalnt sample.

6. I) 1, I,,lYI0N
'lme depletion rates fixed ill Section 114 of tile subs"Atiltt dra ft,

re(luces to one-half the, allowan ces p)rovid ed in existing law. In nll
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¼CaCs where thepsct law quatlifieS that ill o10 event shll the allow-
ance exceed 50 percent of thel iet income change has been mad(e to a
percentage not to exceed 25. The depletion rates as fixc(d ill the
p)rcsent law an(l as propose(l by this sul)committee are as follows:

Percentage of gross
Income froin the
p~ropecrty

Present Proposed

Oil and gas-. 27¼I 1313
Motal mines . 15 7¼

Sulphur 2.3 11 y

'lPhe sul)committee recognizes that stimulation of the natural
resources in(lustries to increase their output (luring war is of extreme
importance. OIn the other hand, data presented during the heRrings
show conclusively that many concerns have been allowed aggregato
(le)letiofl in excess of cost or other 1nsis. It is blelieve(d that no undue
hardship will result l)y virtue of the reduc( tion of the annual allowance
to the one-half permitted under the l)resent law, especially in view
of the fact that taxpayers purchiasinig new pIopeities (luiring wartimie
may still elect to take (Iel)letion on the bfisis of cost. Furthelrmore,
it is impI)ortanlt to ad(d( that undele a wartime. act, taxpayers will be
pelrmitte(l, as the"y are, un(derC existing law, to (le(lueticurrently actual
expl)e)(itures incurred in (leveloping anlldI operating their prop)ertieS.

6. AMORTIZATION OF \VAR FACILITIES

ANeed for amnortizlation.-In title I of II. It. 5529, there is no l)rovision
fol amortizing the cost of suchl wNartime inludstrial construction and(
expansion ans may 1)0 necessary for the successful prosecution of thle
wvar. Tlle Senate AMfunitions Committee recommellede (S. Rept. No.
944, pt. 2, ). 34) tlhat no amortization of war facilities 1)0 allowed
b)ut instead that governmiental, loanls le authorized for such construc-
tion as maly b1) found necessary anI(i which c-anot otherwise b)e financed.
T'1he Munitions Comnmittee makes the further observation, however,
that if no allowance is made for the amortization of such new con-
structioi there mamny be aiticipated a consideIrable insistenIce that sulch
construction be paidi for by outright governmental sullsidy, an(l
conclu(les the subject of amortization with the following:

Xost, cxl)ansion is financed by borrowed capital andi the mnere fact that the
butler is the United Statels will not remove the de-mand for assurance against lose
of the amount invested in assets which mlty )provc valuelelss upon thle conclusion
of the war. Consequently, it muismt b rcalizedl that the reasons causing the normal
demand(l for -alleviation of governmental l)ur(dens on industry upon a return to
p)CacC * * * will make it inevitable that strong pressure will be exertetd for
the reductions, by coml)rolise or otherwise, of any Government wartime construc-
tiOn loans outstanding whell the war entis. For similar reasons it is likely that
sub)stantial amounts of anlly such loans as tire not reduced or coml)romise(l will be
(i4faulteti. F41inlly.N', it is to be noted that under either at subsidy or i loan plan
tihe lFederal governmentt will, following tile termination of the war, own extensive
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l)lants an(l equipment, the useululness and value of which as a whole will 1)e COn-
jcctural. To the extent that thise plants an(l equtilpment are ma(le up of integral
parts of various private corporations, their value will be less than the general
level of wartime construction. As to the plant and e(luil)ment which the Gov-
ernment has ac(quirecd, the choice will be between Government operation and sale
for little, if any, better than salvage prices.
A review of that portion of the above-nmentione(l report dealing

with amortization seems to indicate that the Munitions Committee
had reached the conclusion that the Government, in anly event, vould
lie obliged to bear a very large part, if not substantially all, of the
cost of such wartime construction, and that, this being the case, the
cost to the Government, probably could lie more easily and more
efliciently controlle(l through the me(liuln- of clirect loans than by the
allowance of amortization in connection with income taxes.

This subcommittee having jurisdiction only of title I, income tax,
Illaikes no colliment or r'ecoIlei(lation wvith respect to title V, war
finallce control.

W1"hile entirely syml)athetic with the objectives sought to be ac-
comlplishecl by the Munitiois Committee with respect to the handling
of this (liflicIl t (f Ucstioll, this Slt)comnmittee, after full consi(leration
an(l for thle reasons hiercinafter stated, recomnmiend that provision be
lnia1(le inl tlh wr'renlWar o )ill for the ilaortization of wartime construc-
tion which may be essential to the successful plrosecition of the war.
Experienlecs of the World W'lar supports the view that a directt loan
Jethlo(l is more e'l)elisive than provision for amortization.

Wh"lile exact figilres areo not available to ShOW the total loss in reve-
line sust ainedl by the (Goverimen t through the allowance of amorti-
zation (luring thel last wvar, it has been estimnate(l that the total anmounit
of amnortizatiomi claime(l by taxpayers was apl)roximately $1,000,000,-
(0(, against which the Government allowed approximately $600,000,-
000, or a bouit 60) peremit. Assuming a tax of approximately 70 ple-
(Cnt, the actulal cost ill rOve1nu0e by allowanIc for am-ortiZatioll Was
apl)l)roitelyt l$400,000,000, or 40 percent of the cost of wartime
conlstri'llmtion.

JUnde1r the plani proposed by the Tuinitions Committee to provide
for all such wartimIe construction Iy directt, loans or subsidies, the total
cost would( be the starting point from1 which to determine the Govern-
meIt's ultimate loss. Settlement of canceled contracts andi the loss
sustaile(l by the (Gooverninenut fromt thel sale of surplus prol)erty at
the close of the Wrorld Wamx seems to in(licate a mnuch greater loss
to the GornmClillilent, by the direct-loan or subsidy pllan thial. by pro-
vision for amortization. Asi(le fromn the percentage of loss on amouilnts
loaned, the urge to get industry on a war basis will tenld to result in
theo grlanting of many unwise loans extending over a broader field of
industrial activity than would result from provision for amortization.
apart fromt being undesirable as a fiscal policy, the (lirect-loan imetoid
WvOUld require tho outlay by the Government of vast suims of money
which the tax structure would not then have provided and which
wvolIl(l be immediately available only by l)ond issues, muich of which
would, of course, lie absorbed by the industries whose plants were to
be expanded. It would thus appear that the direct-loan nethtod
wVould telnl to further increase inflation, the avoidance of Which is
one of the l)rimary objectives of this bill.
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A reasonable degree of certainty as to the outcome is generall
essential to the employment of private capital in any venture. Yt
scoms likely that industries will be loath to risk their private caIoital
for Wartin,)' construction, due to the uncertainty as to thle probable
duratiOu--of thle war an(l thle peacetime value of tie l)lant or equip-
imllnt, if there is no assurlllce given that thle cost, of Such Construction
nav bce amortized.

PiFurther, the direct-loall Inmetllod alone will tend to retard( wa1lI' pel'6)-
aratiolls. Experiences of the Wanr Finance Corporation, the National
Industrial lRecovery Administration, thle Reconstruction Finianco
Corporation, and other governmental agencies of a similar character
indicate money cannot be mlladeavailable for wlr plants without con-
Siderl'eb (lelay. InIWarl', tilmeO COsleSlUC in getting 1111r(1e wNay is far
more important, thain loss iii revenue that might result front possible
abuse of administration.

Thlis slubcommuittee is of the opinion that a large part, of the (cost of
wartime construction call anld ill 1)C finaltce(l by thle, ind(lust'ies il-
volve(l without (lelay if they are assured(, with a1 restonal)ble degrLee of
certainty, that they will 1)G enabled(1 to recover their cost through thle
allowvance of amortization in connection with their taxes all( that, this
method will resullt in less loss to the CloverIm'lIt ttnl un(lder the
direct-loan J)lan.
There wNaslspreselted to tle Slll)COlllllittCetheGIfllft"ll 1)1'01)10)II1 al'iS-

inig und1(1er tile 1918 and 1921 acts, sonie of which appeal to have illfll-
encc( tile Munllitiosls Committee ii itsdecisionn onl this sul)ject. Theo
sulbcollnlittce has written all enti'ely new provisioll based 111)011 thle,
experiences of tleo wl earvellnue acts, Cll)o(lyiug such ad((litional
features as will reasonlal)ly assure at p)ractical and worliable plan.

PrlolMol3ioimof am~nortkmhioOl section, section 23 (mn).-TIhlis siibsect ion
pio-vides for tile allowalnce oft reasoIla)le(ded(lilction foI' alloirtizatiotl
oftilecost 1)orl11 h)y tile taxpayers of 1uil(lings,mllaclinery, eq u1i)llelnt,
orother (lde)recia)le facilities only wenIl contracted( for anl(l coll-
structed, erecte(d, istalle(l b)y the tax)ayel'onl or after tell eeOffeative
(lato of tle act, for the pro(luetion of artieles essential totdle p)ros(ell-
tion of tlce war, anl(l of vesselsContr'acted for 51(l colnstr'ucte0(1 by Or'
for the taxlnayer after the effective (late of tlCe act fortHie tralsl)oil-ta-
tion of articlesor m11n essenitial totle pr'osceutioni of tle warl. IF'aii-
tiescontlacte(d for prior to thle eflectieo (late ofteo act are eliminated.
'Plhe allowance is illulusive of ill(lel)reciatioluringg tile1niortizltion
1)10io(d Oill)1'oc)rtY subject toflllortizatliol, but is exclusive' of other
allowances i comluijting ioet income.

Inor(lerthatL, businessilmay he assured ofspecial reatienit before
ailingeXI)ll(itures all(l to simplify admilistlation, thel'mPesident is

required to designate llagency which shall authorizepro)jeets coining
within tile scope of thisl)rovisio. 'This subsection hIasb)eell stlrieted(
to facilitieswNhlich are dle)m-ciabl)e in character.

T'11 provision is alsolimited to taxl)ayers who aecluire facilities for
prodlucllng articles essential to thle prosecution of the war, and)c tile
(letermiation ofcoml)pliance withl this requiremlient is)ia(e(d in tile
hands of sulhl agency astlhe Presi(enlt designiates. Ill oIrler that the
taxp)ayoi' may iavei substantial h)ellefit cumiernitly, provisions is made
for anllnlual (Ie(ductions of123' percent of cost until thle aggregate
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allowances are 50 p)ecent bf the cost of the facilities or vessels after
which no further tentative allowance shall be made. Tile suibsection
also I)rovides tlhat after the act ceases to be effective t'he returns filed
during the amortization allowanceiperiod may be reexamined an(l the
tax for the year Or Years affected redetermined. The amount of any
deficiency in tax so determined may be assessed aind collected at any
time, subject to the right of apl)efll to the Board of Tax Appeals, but
without regard to the statute of limitations on assessment and- collec-
tion. Overpaiymients of-tax, if any, are to be crclited or refunded to
the taxpayer in accor(Iance with tile provisions of section 322 of the
bill. 'I'lTere is a further provision that tle d(leduction to be finally
allowe(l shall be measuredc )y the con(litions plrevailink during a
p)eriold of not m0ore than 3 years after the dnate upon which thle act
ceases to lbe effective.
Summarizing the above, it will 1)e seen that the amortization sub-

section will accomplish the following principal objectives:
(I ) To determine in advance whether anty P)rOjCct for Wartime

construction of a facility or vessel shall 1)b amortized.
(2) 'To allow amortization only ans to construction actually l)egunl

after the declaration of war for the production of articles Or com-
io(lities essential to the p)rosecultion of the war.
(3) 'o deny amortization of the, cost of construction of )rojects

either begun or con tlracte(l for prior to the (leclaration of war fifl(l
designed to meet p)eacetimie nees(l.

(4) To (bely amortization of the cost of facilities in existence pl'ior
to thec(ccltaration of war but which are thereafter transferred to new
oWners, wherel(o tilmlortizaion woll(l b)0 allowel)l0e in the al)sence of
such transfer,.

(.5) To allow amiortizetion Only in connection witih d(lJ)I'eeiable
p)rol)elty.

(6) 'I'o provide a definite perio(l of 3 years after the termination of
tdle wel' to bo1) sd(l ats at yar(lStic( in (elterillinig the faiilounlt. of
aimortization ultimately to be allowed.

Ill (oIcllIsionl, it is 1Issuin(ed , of co -rse, th at. ill the owelvt of war,
the (1 .vrminellt will (exercise Strict. colntol over all indlust rial colt-
;tructiontioad that no ma nutfactiurer will 1)0 blWe to coiistr tc. any
l)lnit or to obtain ma11terials andl sulpliesi for such construction with-
out first haNing his project, ap)l)prow(l I)y a goveriimentfld board or
cOlililS.Sion estab.lis)ed for tt, p)ur)ose'. Depend ing uipoin the
stl-rss of conditions existing at tile time of alpplicetion for permit,
Such agencl c Incivtably may aitboizltoniz an construction projects
lesigile( for tilhe p)rodIlctionl of conixitod(litics not Strictly ('sscntial to
the prosecution of tile war. If the npplicant for tile construction
permit should claim the right to amortization with respect to his
)rojeojctt, suCh} agency wNill determine that question fit, ihat time by
requirilig tIhe applicants to estal)lish to tile satisfaction of tile agency
that the. article Or commodity to be p)ro(lduce(l is e(ssential to the
proseclution of the war." The decision of suchaitgency will be Co)I-
clusive of tile question whether such )'oject, shall 1)C entitled to
allmort-iz'ftion. Theam}ioullnt of anmortization 1Itfll-ately to be allowed
will 1)0 left for (etermlnlatiol bytbOe BUreull of Internal Revenutel.
This metho(l has several district a(Iventages, oi(D of then being theat
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the Government, through the control agency, will be able to require
and obtain complete information ,with respect to the applicant's
existing facilities at the .timeo of application for permit. Under the
1918 a1nd 1921 Revenue Acts the Government was obliged to olbtain
all such information, after thle termination of thle war, when it was
to the interest of taxpayers to interpret their valuation records atnd
claims in the light of )ost-war con(litions so as to obtain a maximum
allowance of amortization.

7. TAX D)ETERMINATION IN FIRS'T IlL.TURN UND)ER TWO D)IFFERENT LAWS

Section 48 of the proposed Sulbstitute provides for computing tle
tax inl cases where the effective (late of the act does not coincide, with
the beginning of thle taxable year. Under this provision thle tax is
first conlputed(l lnder thle provisions of the act existing prior to the
effectivTe date of this act, anied theiI under the provisions of this act.
TIe final tax imposed for the period is found lby talking the sumi of thle
same p)rOp)OrtiOn of thle tax computed ti(lier thle prior act as the nilui-
ber of months of the lecountirng period prior to the effective (late, of
this act is to 12 months, and thle same proportion of thle tax coin-

uteo(l unaler this Act as tme nutml)er of mojnthls following within the
accounting period from thle oflective late of this act is to 12 months.
This provision is necessary ill order to carry out the policy of thoe
sull)comImlittee to tax t lwar rates the income, which arises (huilig thle
period of thle war.

8. F'JITjINO OF BONI) INCID)NNT TO APPEAI,
rplle present law gives thle taxpayer thle right, to have reviewed l)y

thle Unlited States Broalrd of Tax Appeals any deficiency found by thle
commissioner. Thlel Subl)comilmittee conItiillues, tlis p)olicy for thlel pro]
osM(l sul)StitultO, l)llt reqUires (section 48) that, as a cOnldition prece(lemt

to tile fililig of a petition, a lon(l hGe given, accep)tal)lo to the CommIis-
sionelr of liniternal. Revoeinie, to assure paymllenlt of the (defjiienlcy 5IS
fialIly (lOtCe'l-ilied.

'T'alX)payes plpior to the Re'venue Acket of 1924 were prohibited by the
p~rovisioiis of section 3224 of thle Revised Stahtutes from enjoilihigt
collection of tax b)y suit. Because of apparent hardship occasiol)e(l
l)y incorrect assessment, this policy was changed so as to permit review
l)y thle UInitel States Board of Tax Appeals l)efore final assessmeliJ
(House of Rlepiresentatives, 68th Cong., 1st sess., Rept. No. 179).
Because of thle urgent nee(l for revellue, the subcomimiittee recognizes
the importance of early determinations (luring a war period ani(l thle
handicaps to the Gloveriment iln attempting to collect tax ill thle period
of read(ljstlnenmit following the close of tilhe war. On1 thle other hanld,
because of the severe rates lprovi(le(l ill substitute title 1, the subcom-
inittee believes taxpayers should be fully protected from the extreme
hardships that would result fromn incorrect assessments of tax. ''hle
provision a(lol)te(l, it is l)eievei(l, continues the plresont policy of Pro-
toctinig taxl)yers fromn erroneous assessmnent, a-nd at tme same tullle,
saves thle Government from losses of revenue (IdU to thle changed
financial con(Iition subsequent to appeal. T1'he p)rovision lhfts the
adileod a(dvlltage over thle present policy in that thle filing of bond
will hiave a tendency to discourage frivolous appl)eals (lesigne( to delay
tile assessment of the tax.

20



WA REVENUIJE ACT 21

A mEN iMIENTIS TO' IITLE II

TIt'o(011111, itt e' st nIick (il Sect i( 15i 1 2o.f( itl 111 of thIe lill) iI I
I I )a1(d t W( (lc, it, i,,Ig aIlll(11(',(l, tLs i. sect ioIIs 502 an,,,,d 505. T'1it le II f
()1 t lhe I)ill deals Nvithl wli' r'eo cl'(''s conit r'ol a1nd(1 ill genellral gives the
P) residle It( w\dp(ow1I('l'S to r'egl t C a1(I o'(nlt r'oI ('coIIIIII(o it is an(d coIO -

111(l1o it exchaloges. Sect ion a, 12 )l'oV i(e(ed tt 1,t' ee('4 vtc (lite of
(is t itIt' Sh11a11 be 111011plit'(t(h(lIelatioll 1,(byCll(i('rs tIhalt I. Stltat of
warll (exlStSI)ssbetwt'( 1 th IUlite'(1 Stat(es 111(1an y foreign power andI that

t heex'.iste'lt(II vo SI I ch St atosof ,,,IIII(,ltv a tItSv;, ,,-,,.ti,,,,,,I8X1vl-rec,,
,,I UpoII2 t ,(s(IdecInrt,, ioIIb ( 'mwre Ssx fI,, ,,It ',(na v mtio>lllaI cl(8lo .,re II
has, arIi;('Ill mvi,iltot,, l,(' RIMo,,,i,(,'(f dIec(l,,,rationl ,,1 wn:,, ,, vill(r to,
tle exist 'l(u' OT a stt of' ,,, r,,)('f 't'(t ,, two f'ol'eivil p1""" I.S

''luis(omllittee feIt'l thatlthe t'('ftive(Iit' of titI' III should b(I
tl'11lhlt'11a,as t halt of f't titles (ot tli' bIill aild has ac('olmll)lisle(1e
his (',1(1 ,v sItrilkill¢r (it s(ct lll .,1'. so tHint tlwl fit (tiv( (,t(' of thlis
itle will be govei',ed bv Sect ion 81)6 wlihll provi(h( atl,:t tit' act wvill

1)(co In(I (Iflfect i veomdv 11p) II t II dv(I a~I."I~tiol II b ('onz sI tl,.,t ., st "tt e
,d,1 wa,,, ex!i4st,btweel, the I'lie,is1.t"fe s and,( ., Ihwe wzl governm,,,,)
.1111d Hin:t the (xi.,tence(( o-~l hs statt.( od,w ,(:,l(:,eha("ravc naltionls
CIII(1(II ()'V I '

.
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