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CURRENT TAX PAYMENTS ACT OF 1943

THURSDAY, MAY 0, 1943

UNITED STATES SENATE,
COMMITTEE ON FINANCE

Washington, . C.
The committee met, pursuant to call, at 10:30 a. i., in room 312

Senate Oflice Building, Senator Walter E. George (chairman) pre-
siding.

The CHAI MAN. The committee will please coine to order. The
Secretary of the 'reasury is not coining before the committee today
or at anytime, on this particular bill unless the committee should
desire his presence. Since the bill relates primarily to methods of
collecting taxes and is Dot a general tax bill Jthink it was the view of
the Treasurer that those who are on the staff and who are primarily
concerned with the methods of collection and are prepared to give the
Treasury's views should come down and lie himself will not be here.

Mr. Paul, you may make such general statement in reference to
this bill before us as will enable us to begin to understand precisely
what we have before us and what our work is.

STATEMENT OF RANDOLPH E. PAUL, GENERAL COUNSELo
TREASURY DEPARTMENT

Mr. PAUL. I have a prepared statement, Mr. Chairman, which
relates to the House bill and discusses also the other bills which were
before the House in the recent controversy there. I have also a supple-
mentary statement which deals with some details by way of improve-
mont of the collection-at-the-source mechanism in the House bill,
That supplementary statement is made up separately. The main
statement relates entirely to the House bill as it was passed, and the
other bills that were under consideration in the House. If it meets
with the pleasure of the chairman I will proceed with that statement
first.

The CHAIRMAN. Yes; that is quite all right.
You mean your general statement?
Mr. PAUL. The general statement, which I want to repeat, does not

attem t to go into any improvements which we think can be made in
the collection at the source technique and mechanism as it is contained
in the House bill. These are improvements which were suggested to
ug by representatives of various employers. Some of them were very
good, and we thought we should bring them to the attention of the
committee because they do simplify the job of the employers under
the bill.
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The House of Representatives on May 4, 1943, passed a bill provid-
ing for current ayment of the individual income tax. While some
features of the bill were the subject of extensive controversy, large
areas of agreement prevailed throughout the deliberations in the Ways
and Means Committee and in the House. The provisions of the three
leading bills-the Ways and Means Committee bill, the Ruml-Carlson
bills, and the bill adopted by the House-reflect essential agreement on
the major issue of current payment. All three bills provide for collec-
tion at source from wages and salaries starting July 1 at a rate of 20
percent above exemptions. All three bills adopted the same tech-
niques for collection of other liabilities payable currently, but not
collected at source. Only with respect to the transition io the new
system was there controversy and this was principally with respect to
the amount and distribution of tax cancelation for 1942.

Before this committee I need not dwell on the importance of placing
taxpayers on a pay-as-you-go basis and eliminating for the great mass
of taxpayers the 1-year lag which now exists in our present system
of individual income-tax payment. With rates at wartime levels,
taxpayers, especially those in the lower income groups, find it difficult
to accumulate in advance the funds needed for quarterly lump-sum
payments. They may suffer actual hardship in the case of a drop or
failure in income because of the lag in income-tax payments. It is
now universally recognized, I believe, that tax payment will be made
easier, and that hardship will be avoided, if tax liabilities are dis-
charged currently out of pay envelopes instead of waiting until the
year following the receipt of income. At the same time, current collec-
tion will more adequately protect Treasury revenue, and will guaran-
tee a more prompt and more certain flow of revenue to the Govern-
ment, than does the existing method of collection. By promptly
withdrawing purchasing power from the income stream before it can
exert an upward pressure upon prices, a pay-as-you-go system will
strengthen the Government in its critical fight against inflation.

The advantages stated accrue both to taxpayers and Government.
With overhanging income-tax debt eliminated for the great majority
of taxpayers, an(d with taxes budgeted more certainly and smoothly,
taxpayers are better prepared to meet the demands tlat may be made
on thenit by the necessities of war finance. An income-tax-payment
system putting the great majority of taxpayers on a current basis will
better prepare the income tax for'its rble in the enormous job of financ-
ing this total war. These points, I believe you will agree, settle
beyond dispute the importance of the pending legislation.

2. cOLLcrioN AT THiE SOURCE

The withholding provisions of the three major bills considered by
the House are identical. Withholding from wages and salaries at a
rate sufficient to cover the Victory tax, the normal tax, and 13 per-
cent of surtax not income is to begin on July l, 1043. In general, the
withholding system now in effect for the Victory tax, modified to take
account of personal exemptions, is utilized. The withholding rate is
17 percent on the amount of wages over the income-tax withholding
exemption and 3 percent on the wages over the Victory-tax withhold-
ing exemption. Thus, -withholding is required not on a gross basis
but only on the excess of the total wages over exemptions and an
allowance for normal deductions.
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The reduction of the Victory tax withholding rate, from 5 to 3 per-
cent is mad(e to avoid overcolleetion of the Victory tax liability which,
-after taking account of credits, more nearly approximates 3 than 5
percent. The 17-percent rate for the income tax is designed to collect
approximately the normal tax of 6 percent, plus the minimum surtax
rate of 13 percent. The withholding rate is slightly lower than the
sum of the normal tax and the first bracket surtax, in order to make
partial allowance for deductions. The rates atre thus designed to
minimize as far as possible overwithholding and the consequent nec-
essity for making refunds.

The amount of each wage or salary )ayment subject to withholding
is determined by subtracting from the gross payment the withholding
exemptions allowable. The withholding exemption for the Victory
tax is $624. The withholding exemptions for the income tax are the
regular personal exemptions of $500 for a single person, $1,200 for a
married person, and an additional $350 for each dependent, each in-
crease(d l)y 10 percent to allow for average de(lutions. These exemp-
tions are prorated according to the length of the )aiy period; that is,
weekly, seimiimoithly, monthly, or other pa perio(Is. For example,
the weekly Victory tax allowance is $12 while the weekly income-tax
allowance is $11 for a single person, $26 for a married couple, and $8
for each dependent.

To enable the employer to determine the proper amount of tax to
be withheld, the employee is required to furnish a signed withholding
exemption certificate showing whether he is single or married and the
number of his dependents. If his marital and dependency status
changes, the employee is required to file an amended certificate to take
effect for future pay periods. The employer is entitled to rely on the
exemption certificate furnished him by the employee in computing
the amount to be withheld from the employee's wages, and if the
employee fails to furnish the required certificate, no personal exemp-
tion, or del)endency credit is to be allowed. Thus, the employer is
not placed under a duty to ascertain the status of an employee, and
the responsibility in this regard fills upon the employee.

The House bill gives employers the option of either directlyy comput-
ing the amounts of tax to be withheld, or using wage bracket tables.
If the employer chooses the computation method, he subtracts the
Victory tax withholding exemption from the wage payment and
applies a rate of 3 percent to the balance, and subtracts the income
tax withholding exemption from the wage payment and applies a
rate of 17 percent to the balance- the sum of the two resulting amounts
is the amount to be withheld. If the employer uses the tables which
the House bill provides for the standard pay-roll periods, lie deter-
mines the amount to be withheld by reading it from the tables.
Knowing the person's marital status and number of dependents, the
employer needs only to locate the bracket in which the given wage
falls and to read off the corresponding amount to be withheld.

Under the House bill the employer is required to make quarterly
returns and pay over the tax withheld from his employees in each
quarter on or before the last day of the month following the close of
the quarter. He is also required to furnish each employee a written
receipt showing the wages paid during the year and the amount
withheld. If the employee's services are terminated before the close
of the calendar year, ti receipt must be furnished on the day on which
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the last payment of wages is made, except that an extension of 30
days may be granted by the Commissioner., In lieu of the present
information return with respect to wages, the employer is required
to attach to the last quarterly return for the calendar year copies of
the receipts which he gives to his employees so that they may be
checked against the returns filed by the individual wage earners,

Aftvr the close of the year, wage earters are required to file returns
showing their actual income and final liabilities for the year. The
tax withheld at source is allowed as a cre(lit against such final liability
and adjust-ments to such liability are niide by additional payments
or refunds. For the vast majority of wage earners these adjustments
will be minor ill amount.

Collection at source applies only to compensation for personal
services. [owever, certain, types of employment are excluded from
withholding under the bill: The principal types excluded are
domestic servants, meinbers of the arme(l forces, andI farmn labor.

The IHouse bill will (Iisch a rge by collection ait source substanti ally
the full tax liability for persons whose income consists of wages not
exceeding $2,700 if single and $3,500 if married, and correspoildingly
higher amounts if the employee has dependents. Seventy percent of
all taxpayers will have their entire tax liability withheld at source and
an additional 10 percent will have part of their liability withheld at
source.

Since the provisions of the House bill with respect to withholding
were drafted conferences with representatives of employers have pro-
duced several suggestions, tending to simplify the burden on employers
which is involved in the mechanics of applying the system of collection
at the source. Suggested changes of this nature will be described in a
separate statement.

8. CURRENT PAYMENT Or TAX LIABILITIES NOT COLLECTED AT SOURCE

Collection at source will discharge the tax liabilities for most tax-
payers. There are two types of cases where collection at source does
not discharge the total tax liability. One is the case where incomes
are not from wages aid salaries. The other case is where incomes
extend into brackets with rates higher than those covered by collection
at source.

With respect to incomes not subject to collection at source the basic
technique is the same for all three; bills. - This technique involves a
declaration by the taxpayer of his estimated tax liability for the
current year by March 15. This estimated tax is to be pai at quar-
terly intervals thereafter, or eayher if the taxpayer chooses, The
taxpayer may revise the declaration of the estimated tax each quarter
andratably increase or decrease remaining installments.

In the case ot tWe Ruaml-Carlson bill and the Ways and Means Com-
mittee bill this technique was also to be applied to the balance of the
tax liability on incomes subject to source collection but falling in the
higher surtax brackets, and to higher surtaxes on incomes not subject
to collection at source. It would thus achieve current collection of
the total tax liabilities of all taxpayers, except for necessary year-end
adjustments. The House bill, however, provides for current collec-
tion only of an estimated basic tax of 20 percent. Any balance of
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tax liability over this amount is payable in the year following the
receipt of income in the same maner aits t ier present law.

Declarations of estimated basic tax are required only of those
individuals who have more than $100 of income not subject to with-
holding and whose total gross income would require them to file
income tax returns at the end of the taxable year. Thus, persons
whose entire income consists of wages subject to withholding and
only a nominal amount of oth(r income are not required to file
declarations.

A special rule, common to all three bills, applies to farmers who
fulfill the requirements with respect to gross tcome. Farmers are
defined as individuals whose estimated gross income from farming
amounts to at least 80 percent of the total estimated gross income
from all sources. In their case, the declaration of the estimated tax
may be made at any time on or before the 15th of December. Farmers
are not required to pay in installments but they may voluntarily
elect to (lo so.

Under the House, bill, to prevent substantial underestimates of the
estimated basic tax, a penalty is added to the tax. The penalty is
6 percent of any amount by which 16 percent of the actual net income
less wages subject to withholding or the personal exemption, whichever
is the greater, exceeds the estimated basic tax paid during the year.
In other words, this penalty applies only if the individual underesti-
mates by more tItan 20 percent the net income on which the estimated
basic tax is computed. A special rule applicable to farmers who elect
the end of the year filing date provides a tolerance limit of 33%
percent of actual net income over wages or personal exemption,
whichever is the greater.

Additional penalties are provided to safeguard the current payment
system. In the case of a failure to file a declaration of estimated tax
within the time prescribed, the penalty is $10 or 10 percent. of the tax,
whichever is greater. In the ease of a failure to pay an installment
of the estimated tax within the time prescribed, the penalty is $2.50
or 2% percent of the tax, whichever is greater, for each installment
with respect to which such failure occurs.

This system of current payment of tax not collected at source is to
come into operation in the third quarter of 1943 to parallel the new
collection-at-source system which begins July 1, 1943. The March
and June installments of 1942 tax payable in 1943, insofar as an amount
equal to the forgiven basic liability is concerned, will be treated as
current payments of estimated basic tax for 1943. When the taxpayer
files his return in March 1944, adjustments will be made for overpay-
ment or underpayment of the 1943 liability.

4. EXTENT TO WHICH TAXPAYERS ARE ON A CURRENT BASIS UNDER THE

THREE MAJOR BILLS

The current payment features of the House bill place 90 percent
of taxpayers on, a fully current basis except for minor-year-end
adjustments. The great majority of the remaining 10 percent of
taxpayers are made substantially current. Less than 1 percent of all
taxpayers would not be at least 75 percent current, and only about
700,000 taxpayers out of nearly 44,000,000 will have a liability
exceeding $90 carried over beyond the close of the current year. The
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House bill achieves current collection for the taxpayers in the lower
brackets to whom it is most essential and falls short of fully current
collection for only the 4,000,000 taxpayers who have surtax net
incomes in excess of $2,000, that is, in exce s of the first surtax bracket.
In the case of higler-bra;k(t taxpayers, a very sul)stantial part of
the tax is d isha rge(d currently because the bill applies current col-
lection to the t)aie tax on the entire income regardless of the surtax
bracket into which it falls.

Under the Runl-Carlson bill all taxpayers would be fully current
almost imme(diately. Under the Ways ind (,Means Committe(e bill,
all taxpayers would be on a current ;asis with respect to their taxes
on current income before the end of 1943. 'lhe 7,000,000 taxpayers
who had no liability on 1)42 inome at 1941 rates and exemptions
would be current as to all liabilities, while the remaining taxl)ay(rs
would be required to pay their reduced 1942 tax concurrently 'ith
their taxes on currentt incotle during 1944, 1945, and 1946.

5. 'rRLvrMENT o1' 1942 TAX

Although all three bills before the House provided the same methods
of collection at source and current payment, the amount of forgive-
ness of 1942 taxes and the distribution of the forgiveness were a
major subject of controversy. The House bill cancels the 6 percent
normal tax and 13 percent of surtax net income on 1942 individual
incomes. No pIroblern arises on account of'the unforgiven 1942 tax.
Since only the basic liability for any year is payable currently and
since this corresponds to tli aniount of 1942 tax forgiven, there can
be no doubling-up of pawlnent.

The Rumnl-Carlon bill cancels the entire tax on 1942 income
except for certain offsets intended to prevent windfall gains to some
taxpayers. One of those antiwindfull provisions applies when 1943
inconie is less than 1942 income while the other applies when both
1942 and 1943 incomes are greater than 1940 income, the year 1940
having been substituted for the year 1941 by floor aiendirlent.
Under the Rum-Carlson bill there would in general be no doubling
up since, while the whole tax is payable currently cach year, the
entire 1942 tax is correspondingly forgiven. An exemption is pre-
sented in those cases where the second of the above antiwindfall
provisions is applicable, since the ariiount of tax not forgiven under
the antiwindfall provisions is payable in 1943, unless an extension
of time is granted by the commissioner in cases of hardship.

The bill reported by the House Ways and Means Committee re-
computes the tax on 1942 income at 1941 rates and exemptions and
the difference is canceled. Under this bill, the unforgiven 1942 tax
liabilities require special treatment. Provision is made for collecting
them in three annual installments beginning March 15, 1944. To
encourage advance payment of the later installments, provision is
made for a discount of 6 percent of the reduced 1942 tax if full pay-
ment is made by March 15, 1944, and a discount of 2 percent of such
tax if the 1944 installment is paid and the balance is paid by March
15, 1945. The Commissioner is authorized to grant an extension of
time up to 3 years in those cases where payment of any installment
would result in undue hardship.
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6. PROVISIONS RELATING TO MEMBIERS OF TIE AGREED FORCES

The House bill contains two provisions relating to members of the
varied forces. One provision exempts from income tax the service
pay of most lnlncrs of the armed forcs. The second provision
abates outstanding income-tax liability for members of the armed
forces who die while on active service. The provisions in the House
bill are identical with those contained in the Ruml-Carlson bill and
in the Ways and Means Committee bill.

LUider present law, there is provided an exclusion from gross income
in the case of personnell below the grade of commissiorled officer in
the military aid naval forces of tie (jiite(l States;. The amllouilt ex-
cluded under this provision is not to exceed $250 in the case of a
single person and $300 in the case of a married person or head of a
family and applies only to salary or compensation received for active
service in the arme( forces during the present war. These exclusions
are in addition to the personal exem tons.
The House bill proposes to amentI this provision by increasing the

oxelusion from gross income in the case of military and naval per-
sonnel, without distinction as to rank, with respect to the compensa-
tion received during arty taxable year for active service during the
present war. The amount so exclu(led is not to exceed the excess of
$3,500 over the personal exemption claimed by the member of the
military or 1avafl forces. If such mernmer of the armed forces is
married and living with his spouse on the last day of the taxable year
and his spouse is not a member of the military or naval forces, the
amount of the exclusion is not to exceed the excess of $3,500 over the
personal exemption claimed by both the spouse and the member of
the military or naval forces. rhus, under this provision, the amount
of service pay which may be excluded from gross income in the case
of a married person is the same regardless of whether joint or separate
returns are field and regardless of the property law of any State. The
amendment would apply with respect to all compensation received
after December 31, 1941, by a member of the armed forces of the
United States for active service in such forces, and is thus retroactive
to the year 1942.

Under another provision of the House bill, members of the armed
forces who (lie in active service are relieved from income taxes for the
taxable year in which falls the date of death. In addition, there is
abated all income taxes (including interest 'and additions to tax)
which are unpaid as of the (late of death. If the amount of any such
liability which was unpaid as of the date of death is collected subse-
snt to such date, provision is made that the amount so collected
snall be credited or refunded as an overpayment. This amendment
becomes effective with respect to members of the armed forces dying
in active service on or after December 7, 1941.

7. REVENUE EFFECTS UNDER THE THREE MAJOR ILLS

The 1942 tax liabilities under present law are estimated at $9,815,-
000,000 before giving effect to the special provisions relating to the
armed forces and at $9,451 000,000 after giving effect to these special
r isions. The House bill would cancel $7,238,000,000. The Ruml-

Carlson bill would cancel the entire $9,451,000,000 but would recoup
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through windfall provisions $1,133,000,000, resulting in a net cancela-
tion of $8,319,000,000 after giving effect to these special provisions.
The Ways and Means Committee bill would cancel $4,072,000,000.
Thus, of the 1.942 liabilities there would remain only $2,214,000,000
under the House bill, $1,133,000,000 under the Ruril-Carlson bill
(this entire amount being due to the special windfall provisions), and
$4 780,000,000 under the Ways and Means Committee bill.

iJUnder the 1iouse bill the tentative estimates of income tax liabilities
due in the fiscal year 1044 would not be appreciably different from the
income-tax liabilities duo under the present law. The liabilities due
in each case would amount to approximately $13,000,000,000. The
increase of over a half billion dollars in liabilities tile in the fiscal year
1944 under the house bill as a result of subjecting the higher levels of
income in 1943 and 1944 to current tax payment insofar as the basic,
liability is concerned is offsmtt for the most part by the decrease in
liabilities resulting from the relief for the armed forces.

Under the Ruml-Carlsoix bill the liabilities due in the fiscal year
1944 would amount to $15,263,000,000 and under the Ways and Means
Committee bill to $15,724,000,000 if no discounts are taken, and $18,-
623,000,000 if the maximum discounts are taken. The larger collec-
tions under the Ways and Means Committee bill and the Ruml-
Carlson bill in that particular year are due in part to a doubling up
of certain liabilities with respect to 1942 taxes and in part to a more
complete dependence of the liabilities due in the fiscal year 1944 upon
the higher level of current income than under the I-louse bill, since
under the House bill the liabilities with respect to the upper surtax
brackets are leased upon the preceding year's income.

In the fiscal years 1045 and 1946 the Ways and Means Committee
bill will continue to produce larger amounts of revenue than the other
two bills to the extent that the 1942 tax is not fully paid in 1944.
The revenue under the Ruml-Carlson bill and the House bill will be
equal in fiscal year 1945 if 1944 and 1945 incomes are at the same
level as 1943 incomes. If the trend of income continues upward the
yield under the Ruml-Carlson bill will be somewhat higher than under
the House bill since current collection applies to the whole tax in-
stead of to the basic tax, which accounts for about three-fourths of
the total. On the other hand, if income trends should turn down-
ward the yield under the Ruml-Carlson bill would, for the same
reason, be tess than the yield under the House bill.

The estimated incomie-tax liabilities due during 1943 and the
amount of 1942 taxes canceled under the Ruml-Carlson bill are
given in exhibit 5. Corresponding estimates under the House bill
and the Ways and Means Committee bill are given in exhibits 6 and 7.

8. DISTRIBUTION OF FORGIVENESS

The three plans differ not only with respect to the aggregate
amount of tax forgiven but also with respect to the distribution of
forgiveness among the various income brackets, Superficially each
of the three bills distributes its forgiveness on a uniform pattern.
The Ruml-Carlson bill forgives the whole t4x from the lowest income
to the highest income. rhe House bill forgives the normal tax and
13 percent of surtax net income uniformly from top to bottom. The
Ways and Means Committee bill shift the rates and exemptions
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from the 1942 levels to the 1941. levels for all taxpayers. Thus on
its face each bill appears to apply its forgiveness on a uniform basis
for all taxpayers.

'This apparent uniformity, however, does not mean that in actual
oT)eration each of the three bills distributes the benefits of forgiveness
in an equital)le manner. The relative distribution of forgiveness
among, difere nt income brackets differs wi(lely under the three bills.
The assumption, whieh many people make, that uniform treatment is
afforded when the same percentage of tax is forgiven to all taxpayers,
fails to take account of several very important considerations.

A usual method of comparing the fairness of tax prov' isions is to
measure the distribution of tax burdlens iml)oSed among the various
income levels. On this basis of conpill-isen, both thle [louse bill and
the Ways fmid Means Committee bill distributed the remaining 1942
tax burden in the form of progressive tax rate schedule although they
differ as to exemnptions and the pattern of the rote schedule. The
Ruiml-(arlson bill, however, leaves no burden at all on 1942 income,
except as to the antiwindfnll provisions. This pattern of burden is
obviously not equitable in a year of wartime income.

A second method of mesuring the fairness of the d istribution of tax
forgiveness is based on the amount of income which a taxpayer has
at his (lisl)osal to spen(ld or to save-not income before taxes, but income
afIt er payment of taxes. The Federl imlicomel tax has beeni in operation
for 30 years. During every year of that tine the receipt by an indi-
vidual of a (hd101111 of net income ai)ove exemptions has conleurren tly
created a tax liability which must be subtractted to reflc(;t time actual
income. It is this act nal income aft ,i tax and not the in(conle before
tax which is the proper standard for measuring the effects of tax for-
giveness on persons in different, incoine levels. Forgiveness adds
wealth to the taxpayer, or reduces his liabilities, which is in effect the
same thing. How do the amounts of the forgiveness under tie three
bills compare with respect to income remnaning after the taxes which
are prescribed for 1942 by existing law?
The ansswer to this question may be seen in the following table

showing for thw three bills the relation of the amount of the forgive-
ness to the income after tax.

That table is now set, forth, and you will notice that it is in two
parts, on(e dealing with amounts and the other dealing with percont-
ages, so that, as an instance, a $2,000 income receives $140 of forgive-
ness under the Ruml-Carlson bill, $140 of forgiveness under theouse; bill, and only $100 under the Ways and Means Committee
bill. On the other hand, a $100,000 incomo roe(ives $64,060 of
forgiveness or caneelationi 1mhider the lumnl-Carlson bill, $18,60( under
the Jlouse bill, and $11,357 under the Ways and Means Committee
bill.

Expressed in sterns of percentage this meaiis that a person receiving
an income; of $2,000, before personal exemption has forgiven 7 percent
of his income after tax under the Rnml-Carlson bil, whereas that
l)er, entage in the case of the $100,000 income is 178.2 percent. That
rise in percentage is not so extreme under the House bill, and is even
'less extreme under tbe Ways and Means Committee bill.

Semntor TAT. Mr Paul, would you mind an interruption?
Mr. PArL. No, indeed.
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Senator TAFT. Take a person. who has a $10,000 income, $5,000
from wages and $5,000 from property; under the bill that was passed
by the House, how would that be treated?. Mr. PAUL. Well, lie has his $5,000 from salary that is subjected to
withhohling.

Senator rAFT. Beginning in 1944, what does he do?
Mr. PAUL. Hie has to file an estimate because his $5,000 income

from sources other than salary is greater than $100.
Senator TAFT. YeS.
Mr. PAUL. So, therefore, he has a substantial income outside of a

salary, and he files an estimate.
Senator TAFT. At the end of 1944 he files a return for the year 1944?
Mr. PAUL. Ile files a return on March 15 which attempts to esti-

mate his income for the year. lie (toes that on March 15. Now, if
his estimate turns out to be, in his opinion, too high he revises it on
the next date, June, or September, or December, ie revises it down-
ward, or he may revise it upward. The objective is to get him to
make an estimate which is within 80 percent accurate, and if he goes
wrong by, say, 10 or 12 perCent, no penalty attaches to him.

Senator TAFT. The 20 percent of it, or whatever it is, is deducted
from the $5,000 salary during the year 1944, and is applied to what?
Is applied to his 1944 return?

Mr. PAUL. I am not sure that I understand the question.
Senator TAF'r. I do not understand how the other $5,000 works.
Mr. PAUL. He pays the basic tax on that.
Senator TAFT. For the previous year?
Mr. PAUL. No; lie is paying it for the current year. Tiiat is wny

he is estimating in March ot the current year what his whole income
will be for the entire year. That is why we have to put in provisions
for correction of that estimate which may be wrong when made as
early as March. He pays in quarterly installments the tax on an
estimated income.

Senator TAFT. Is lie on a current basis, or isn't he? That is what
1 want to know.

Mr. PAUL. He is on a current basis.
Senator TAFT. How does he get on a current basis? By paying 2

years' taxes in 1 year?
Mr. PAUL. No; not under the House bill. lie only pays the basic

liability of 20 percent. He is on a current basis if his income for the
year does not exceed the first surtax bracket. That is true of most
taxpayers.

Senator TAFT. I am taking the taxpayer above $10,000.
Mr. PAUL. He would not be on a current basis with respect to his

liability above the basic-surtax liability.
Senator TAFT. I understand the other two bills clearly enough, but

I do not understand the House bill.
Senator BARKLEY. In the case mentioned by the Senator from Ohio,

a man with net income of $10,000, $5,000 salary and $5,000 other
income, he makes his return and, of course, he estimates, we will say,
that that is his income for 1944. As far as the $5,000 salary is con-
cerned, he does not have to fool around about that because that is
going to be collected anyhow at the source.

Mr. PAUL. That is right.
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Senator BARKLEY. As far as the other $5,000 is concerned, he esti-
mates his income will be that and he pays currently on that estimate,
subject to any readjustment, 1 presume, during the balance of the year
if it turns out that he has overestimated or underestimated as far as
that $5,000 is concerned; is that correct?

Mr. PAUL. Yes. Let me go right through that situation on that
particular ease and we will perhaps get that perfectly clear. rrhis man
has a $5,000 salary that is subject to collection at the source at 20 per-
cent. ie estimates in March that lie will have a $5,000 income from
sources other than salary, he makes that estimate in March and quar-
terly through the year he pays 20 percent on that.

Senator TAFT. What happens to his previous year's tax? Is it
forgiven?

Mr. PAUL. The previous year's tax is not forgiven. It is paid right
along as under the present law. For instance, his tax for 1943, if it
is above the basic liability, will be paid in 1944, but his 1944 taxes
above the basic liability will riot be paid until 1945.

Senator TAFT. Then, in 1944, on his estimated earnings, lie does not
pay on the $5,000 that lie estimates?

Mr. PAUL. He does not pay the full tax; he pays the basic tax
on that income, and the following year he pays the adlitional over the
20 percent. In other words, the taxpayer is I year behind, as under
the present law, with respect to all his tax above his basic tax.

Senator' VANDENBJERG. You are speaking about the House bill?
1\1r. PAUL. Yes.
Senator TAFT. So, in 1944, in the first place he pays the amount

withheld; in the second place he pays 20 percent of his 1944 income
over and above the $5,000 in salaries; and in the third place lie pays
the previous year's tax on the excess over the basic surtax income.

Mr. PAUL. That is right. If he had a higher income beyond the
range of the basic surtax for the year before lie would be paying in
1944 his tax on that excess 194:3 income.

Senator TAFT. He is paying on three different calculations. The
first is paid for him through withholding, the second he is paying
part of his 1944 tax, and the third he is )aying part of his 1943 taxes;
is that right?

Mr. PAUL. That is right.
Senator BARKLEY. He does not pay it all in that year, though

It is spread over 3 years.
Mr. PAUL. Not under the House bill. Under the House bill, as

Senator Taft says, lie pays the three blocks of taxes. Assuming he
had tax liability in 1943 over the basic liability, he has a balance
of tax for that year to pay, and he pays that in 1944. He has 20
percent collected, at the source on his $5,000 salary, and he pays 20
percent on his $5,000 other income, but he does not pay in 1944 any
tax for that year ibove the basic tax liability.

Senator VANDEN ijita. Now, what happens to him under the
Ruml-Carlson bill?

Mr. PAUL. Under the Rurml-Carlson bill the principal difference
is that he would be paying the full amount of his current tax in the
current year. The Ruml-Carlson bill, subject to this windfall limita-
tion, would be forgiving entirely his 1942 tax liability, and then in
1943 and in subsequent years lie would be paying the tax collected
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at the source and he would be paying on the full $10,000, his current
liability. He does not, carry over, under the Ruml-Carlson bill, his
excess liability over the basic surtax for the following year.

Senator VANDENBERG. It is a considerably simpler computation.
Mr. PAUL. I would not rush to that conclusion.
Senator VANDENBERG. I don't want :you to rush.
Mr. PAUL. I have been rushing lately quite a good deal.
This requirement of taking taxpayers over to the next year with

respect to the amount of tax above the basic liability, applies, you
realize, only to a limited number of taxpayers. I gave the percentage.
It is 4,000,000 out of the 44,000,000 taxpayers estimated for 1943.

Senator LODGE. They are both the samie, so far as overestimates,
underestimates are concerned; both provisions are the same amount?

Mr. PAUL. That is right. The principal difference between the
Ruml-Carlson bill and the House bill is in this matter of cancelation
for 1942 and the item I just mentioned, which is whether there is any
carry-over of tax payment to the following year with respect to the
amount above the basic surtax rate.

Senator TAFT. In the House bill, in figuring your current tax, do
you have to figure according to a table of exemptions again as to
what you pay on the excess income, or do you just pay 20 percent
only on the $5,000?

Mr. PAUL. That is right. The House bill collects currently only
the basic tax of 20 percent, leaving all eXces tax over that to be
paid as under the present law the following year.

(The table referred to by Mr. Paul (Ti. p. 21), is as follows:)

Amount forgiven under-
Income tax, ..... .. .
prosent law IncomeNet Income before personal ex. (maorried oer- alter Wavs andemptlon son, no de- tax Ruml-Carl. House Means
pendeuts) son bill bill Committee

bill

$21000 ............................ $140 $1,860 $140 $140 $100
,00 324 2,676 324 324 192

ISO 746 4,254 746 691 388
$10000....................... 2,152 7,848 2,152 1,614 So

,0 . 220 15,780 0,220 4,437 2 36... 64,060 35,940 64,060 18,60 11,357
$1,00000 ........................ 854,000 146, 0RO 854,000 189,750 121,126

Amount forgiven as percent of Income
. after tax under-

Net income before personal exemption Income afte1tax Ways and
Rural-Carl- 11 Mcans

son bill House bill Committee

bill

Percent Percent Percent
2,(0. ...................... 1,860 7.5 7.5 5.4'2000 ................... ....................... 2,676 12.1 12.1 7.2

$5000 ................................... .... 4, '4 17.5 16.2 0.1
$10000 ... ................................ 7,848 27.4 20. 6 11.0

25000 ...................................... 16,780 68.4 28.1 15 2
$10000 35,940 178.2 52.0 81.6

1,00000 146,000 584,9 130.0 83.01
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Mr. PAUL. From the above table, it is clear that while all three bills
are more generous to the higher income groups than to lower income
groups, the Rumia-Carlson plan is much more extreme in this effect.
This may be perhaps clearer from the following illustrations:

A person with an income before taxes of $2,0)t0 whose actual income
after taxes is $1,860, under the Ruml-Ca,'Ison bill, would have $140
added to his $1,860, or slightly less than 4 weeks' actual income.

A person with $5,000 income before taxes whose actual income after
taxes is $4,254 would have $746 added by the Rurml-Carlson bill, or
slightly less than 9 weeks' actualrnhome.t
The person with $10,000 income before taxes whose actual income

after taxes is $7,848 would have $2,152 added, or nearly 14 weeks'
actual income.

The person with $50,000 income before taxes whose actual income
after taxes is $24,672 woulAhave $25,329 added, or a little more than
one year's actual income.
Tre -person with $100,000 income before, taxes whose actual income

af ter toes is $35,940 wpuldchave $6e4,060 aed, or aboua 20 months'
actual income.

The person with $1,00q,000 before taxes whose actual income
after taxes is $146,000 wbq)d have $854,000 added, or about 6 years'
actual income.

Thus, the Ruml-(ar'lsno'i |aIw6uld add, actual income ranging
from 4 weeks for the $2i000 man to 6yoars ror the million-dollar man.

Senator LODGE. Added to what, Mr. Pau]?
Mr.' PAUL. A4ded'to hiswealth; added to his assets.Senator LODGE. Given fro'in Whom to whom?
Mr. PAUL. I said a little whilo ago, Senator, under any plan of tax

forgiveness or cancelati6ffl; whichever oe it, i, when a tax is forgiven
or canceled.the persofiiwah that vauch added to his wealth, and I say
that in thesw terms he does n6t, cWe that money, ha does not owe the
money he foitierly owed. Remission of a debt is just as much
addition to wealth-4s any other type of addition-to wealth.

Senator LODGE. Row doyou figure tho,dbt "is remitted?
Mr. PAUL. It is under all thme plank."" A certain amount is remitted

or canceled. I am now addressing myself only to the question of how
much is remitted and the relationship that bears to the income after
taxes in the year of remission.

Senator LODGE. It is a question of philosophy. After the First
World War there was a program for reducing taxes, a legislative
program. Would that have constituted remission in your judgment?

Mr. PAUL. As I remember, that was in 1924.
'Senator LODGE. Yes.
Mr. PAUL. It related to the year previous to the year of enactment.

I suppose that would be a remission comparable to what we have now.
Senator LODGE. Any legislative change in tax legislation, unless it is

an upward change, is a remission of debt; is that it?
Mr. PAUL. If you are applying it to a year where the income has

been earned and the tax hallity has therefore accrued.
Senator LODGE, That does not explain the construction on the

thing.
Mr. PAUL. It would not be remission if you reduced the taxes next

year, because nothing has accrued yet.
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Senator BARKLEY. Is not the theory of all these bills that the
remission goes out entirely, that is, after you get over the hump for
1942 taxes, you gct on a current basis and there isn't any further
remission.

Mr. PAUL. That is right. The remission is related to 1 year, 1942.
Senator BAIKLEY. When you get rid of that then there is not any

further remission through the years that are to come.
Mr. PAUL. That is right.
Senator CLARK. It all depends on what is the remission period.
Mr. PAUL. That is right. The whole controversy related to remis-

sion for 1 year. The rest stayed the same, for all purposes of dis-
cussion here. The rest which stayed the same would apply to the
income of the current year instead of being collected on the basis of a
previous year's income. We are not talking about anything more than
1 year's cancelation of all or a part of the liability for that year. It is
all a matter of remission, as you see.

Senator VANDENBERG. When you speak of these remissions adding
to wealth, you are talking about bookkeeping wealth, you are not
talking about expendable wealth?

Mr. PAUL. I am talking about very real expendable wealth, Senator
Vandenberg.

Senator VANDENBERG. I do not see how.
Senator CONNALLY. What you mean is the tax has already accrued

as an asset to the Government, and if you forgive it it transfers the
asset over to the taxpayer.

Mr. PAUL. That is taking it in the real sense of the term, Senator.
You can call it an asset or not call it an asset in the bookkeeping sense.
In the bookkeeping sense, it is not on the Government's books until
March 15, but I agree with you in every real sense it has completely
accrued. When you remit all or a portion of that asset, or cancel
that asset, it is not a bookkeeping transaction, it is a very real trans-
action, and the person who receives the remission has that much
money added to his wealth.

Senator CONNALLY. If a man owes me $100 and I tell him he need
not pay it, that adds to his wealth, and it is comparable with the
situation we have here?

Mr. PAUL. Yes.
Senator VANDENBERG. I do not think that is comparable. I am

paying so much in taxes this year, and this year I have not done
anything, so what good is that wealth that you have added?

Mr. PAUL. It is true on a receipts basis or cash basis you are
going to pay your next year's taxes and you will take just as much
money out of your pocket and pay it to the Government, I agree with
you completely there; but if you talk about how much money you
have, how mich wealth you have, you are better off, Senator Van-
denberg, to the extent that you have been relieved of a tax liability
which otherwise you would have to pay.

I want to make this point clear in addition: This is a very real
point. If you reserve the taxes, as a great many people do, and
unfortunately not all people (1o, then you can take that money that
you have in the bank with which to pay the taxes and you can spend
it, you can do anything you please with it.
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Senator TAFT. You need it next year just the same as you need it
now, even if you put it on a current basis. I never save for next
year's taxes anyway, but any man who did save for next year's taxes
would still have to save for the current year's taxes.

Mr. PAUL. He would have the money, as he went along, with which
to pay the current year's taxes.

Senator TA FT. Not one l)it more than he does today.
Senator VANDENBERG. It looks to me like the only satisfaction I

am going to get in surveying the increased wealth you will give me
is to read your speech, because I don't find it any place else.

Senator TAFT. If you did not pay and you died, would your estate
be liable for it?

Mr. PAUL. There is not any question about that. You do not pay
that money in the form of estate taxes, that is, all of it. The estate
tax does not recoup all of it.

Senator BARKLEY. None of us want to (lie in order to increase our
wealth.

Senator TAFT. Why don't you pay it in the estate tax?
Mr. PAUL. Becaus'e) the estate tax is very much lower.
Senator TAFT. Yes, but you pay a substantial part in increased

estate taxes.
Mr. PAUL. I think the word "increased" there is a pretty sub-

stantial word, Senator Taft. Yor estate tax rates, when you get to
very high estates, may recoup a substantial part, but by no means all
of it.

A great many people's taxes would never be recouped at all; they
would have a $60,000 exemption, and, in addition, a great many people
will not have that money at the time they die.

Senator TAFT. The very people that are held up here as examples
are paying the higher estate taxes.

Mr. PAUL. Those rates are not anywhere near adequate.
Senator rfTAFT. It is not all, but it is a substantial part of it.
Mr. PAUL. Of course, they have the opportunity between now and

their death to make gifts and remove that property from their estate.
Senator VANDENfi3EG. Are you going to indicate before you get

through, Mr. Paul, which one of these three plans the Treasury De-
partment recommends?

Mr. PAUL. Yes; 1 think so, at the very end.
Senator VANDENBERG. All iight; I don't want to rush you.
Mr. PAUL. That is very kind of you, after working the way I have

lately.
A third measure of the fairness of tax forgiveness is the comparison

of the amounts of forgiveness with the amounts of tax increases which
have been imposed to finance the defense and war efforts. These in-
creases were contained in the Revenue Acts of 1940, 1941, and 1942.
They were intended to impose fair and equitable wartime tax increases
according to the judgment of Congress. What portion of these in-
creases would be wiped out by tax forgiveness under the three bills at
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various levels of income? The answer to this question is seen in the
following table for a few income levels:

Tax Increases Amount forgiven as percent of tax
under acts of Increases under--1940, 1541 -- _______

Net Income before personal exemption 1 and 1941 for IW y and
married person, Ruml IOuse Mean s Com-

no dependents plan bill mitre bill

$2,000 ........................................... $182 76.9 76.9 95.0
V 030 ............................................. 469 69.1 69.1 40.9

0000 ........................................... 991 75.3 69.7 39.2
$10,000 ...............- ........... ......... 2,740 78.5 68.9 31.4
$25,000 .........-................................ 12, 460 74,0 35.6 19.2.
$100,000 ..............................---- ...... 62, 833 102.0 29. 7 18.1
$1,0-0-000 ................-...................... 267,006 319.8 71.1 15.4

From the above table, it is seen that in terms of taxes imposed for
the war effort, the Ruml-Carlson bill would wipe out the whole increase
as of January 1, 1943, for taxpayers with incomes of over $100,000,
and at the $1,000,000 level would confer additional benefits amounting
to nearly $600,000. The other two bills avoid canceling a greater
amount than the wartime tax increases, with respect to all taxpayers.

A fourth measure of the fairness of distributing forgiveness relates
to the problem of increased taxes to finance the war. In the January
1943 Budget message, the President asked for,"not less than $16,000,-
000,000 of additional funds by taxation, savings, or both." In
whatever form additional taxes are imposed, it is inevitable that by
and large the increases will fall proportionately most heavily on the
lower and middle incomes since it is not feasible to raise the rates on
the higher incomes proportionally. The increased taxes will apply to
periods subsequent to 1942. If 1942 taxes are to be forgiven for the
purpose of getting the great mass of our taxpayers on a pay-as-you-go
basis, it would seem obvious justice that insofar as possible those who
benefit by the forgiveness should be subject at least to an equal
amount of additional burdens. It would be grossly inequitable to
forgive taxes to income groups on whom future tax increases cannot
be imposed and then to impose heavy tax increases on other income
groups.

With respect to the possibility of reimposing the canceled taxes on
the same income levels, the following table shows the effective rates
of tax increase which would have to be applied to selected net incomes
under each plan to recoup over a 3-year period the tax forgiven on
those amounts of income:

leiyeetive
rates of Effective tax rate Increase necessary to

Inenme and recoup canceled taxes at same income
net Victory levels over a 3-year period

Net Income before personal exemption tax liability -------- .......... [
present law Ways and
for married itumi-carI. ],Ose bill Means Conm-
p0 

o no 5nbill mttee bill
ependents

Percent PercentI Percent .Percent
$2,000 ................................. .. 9.4 , 2,3 2.3 1.7
$3:000 ..........................-..-.-. .. 13., 3.6 3.6 2.1
$K,00 ................................ ... 17.9 6.0 4.6 2.6
1,00 -.....-............................ .. 24.7 7.2 5,4 2.9
100,000 -............................. ...... 68.6 21.4 6,2 [ 99

$1,000,000 ...........-.................. ... 89.9 28.,5 613 4.0
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From the above table, it is apparent that the effective rates neces-
sary under the Ruml-Carlson bill necessary to offset the forgiven
taxes by rate increases applied over 3 years would excel 100 percent
for the higher income brackets. The )racket rates of tax would have
to be even higher.

Senator TAFT. The Ways and Means Committee bill, that is recom-
mended by the Treasury, did that too. There is no difference.

Mr. PAUL. That is an entirely dilferent point that you have in
mind. It is true that under the Ways and Means Committee bill,
subject to a relief measure that was considered by the committee, the
payments in any one year would arise above 100 I)er:(-int of that par-
ticular year's income, but this is an entirely different point, Senator
Taft. rFhis goes to the point of whether you can impose an increase
in taxes on the same people whose taxes are forgiven. This discussion
does not refer to payment in any particular year.

In the lightof these facts, whatever other objections xiay be brought
ttgainst the House bill and the Ways and Means Committee bill,
these bills cannot properly be criticized as distributing 1942 tax for-

veness less uniformly and less fairly among taxpayers than the
Ruml-Carlson bill. On the contrary they are much more equitable
in their distribution-of forgiveness than the Ruml-Carlson bill, which
would result in a substantial redistribution of income in the direction
,of the higher income levels.

9. SUMMARY

With respect to the collection at the source and the current tax-
payment provisions, the Treaiury believes there is little room for
choice between the three major bills. All three provide for the
fundamental change in tax-payment methods which is necessary in
-our tax law. While the House bill does not place the higher surtax
bracket incomes on a fully current 'basis, it must be recognized that
the taxpayers in these brackets are best able to provide in advance for
taxes.

Any choice between the three bills must, therefore, be based pri-
marily upon the treatment provided with respect to the 1942 tax
liability. Insofar as the distribution of forgiveness is concerned, the
Treasury Department believes that both the Ways and Means Com-
mittee bill and the House bill dialribute the cancelatioi of the 1942
tax on a reasonably equitable and fair basis. However, the smaller
amount of cancelation under the Ways and Means Committee bill
results in a substantial increase in the revenue collections in the next
few years at a time when such an increase is vitally necessary. The
Treasury therefore believes that the Ways and Means Committee bill
possesses a definite advantage over the House bill. With respect to
the Ruml-Caflson bill, as has already been ipdicated, the distribution
of forgiveness is thoroughly inequitable and unfair. While this bill
would, produce sonIC additional revenue in the fiscal year 1944, this
aspect is more than offset by the factor of inequitable treatment of the
1942 tax. The Treasury therefore believes that the Rural-Carlson
bill is definitely inferior to both the Ways and Means Committee
bill and the House bill.

Finally, I should like to emphasize an aspect of which your com-
mittee is fully aware, as indicated by the promptness with which these
hearings have been commenced. This is the importance of prompt
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action in order to permit current collection to start by July I of this
year. The Bureau of Internal Revenue has already token prelimi-
nary steps to prepare for speedy inauguration of the current collec-
tion system should the Congress complete its action by May 15. I
think it is vitally imi)ortant both from the standpoint of the taxpayer
and the standpoint of the Government to have collection at source
under way by July 1. I therefore hope that the poinmittee will take
action on this bill in time to permit accomplishment of this objective.

(The exhibits submitted by Mr. Paul are as follows:)

EXHIBIT 1.-Amounts of individual net income tax and effective rates of tax for 1942
under (1) present law, (2) Rund-Carlson bill, (3) House bill, and (4) Ways and
Means Committee bill, at selected levels of net income

MARRIED PERSON--NO DEPENDENTS

Tax on 1042 income Effective rates

Net income before Ways 1n(! Waina-
personal exemption' Present Ruml- ,Means resentt Rurl-

law Carlson bill house bill co ttce '-law' Carlson louso Means

bill bill bill Commit-tee bill

1,200 .Percent Percent Percent Percent1,500 ................. ... --- ----------- ----------- ----'-'--" ... --------3.2 ....... --------
$1,500--------------- 103--8------------ ---------- $2 .--------- ---------1-. 2$1,800 ................ 103 ....................... $22 61.7 ..:..... ......... -----

$2,000 ............... 140 ----------.----------- 40 7.0 -------- -------- 2.0$2,00 ............... 232 .. ........ ---------- 80 0.3 ----------------- 3.4$3,000 ................ 324 ------------ ----------- 132 10.8 -------- ------- 4.4$4,000 ................ 32 ------------ $25 23 .3 --------- 0.6 6.9$5,000 --------------- 740 ........... 56 308 14.9 ------- 1.1 7.2$6,000 ----------- 2.... 92 --------------- 117 005 -------- 2.0 8.4$8,00 0--------------- 1,532- ............ 289 801 1.2 --------- 3.0 10.8$10,000 -------------- 2,152 ............ 538 1,212 21.5 ........-5.4 12.9$1 0,00 --------------- 4- 40 ............ 1,313 2,705 27.0 - 1------ 10.1 18.0
$20,000 ............... 6,452 ------------ 2,063 4,581 32.3 ........ 14.8 22.9$25,000 -------------- 0 9.220 ............ 4,783 6,824 36.9 ........ 191 27.3$60,000------------ 25,328 ------------ 16,143 20,393 30.7 ........ 32.3 40.8

,m -o---....... 6400 ------------ 45, 370 52.703 04.1 ........ 45.4 52.7,00- ----------- 414000 ------------ 319,2C0 340,394 82.8 ........ 63.9 69.1$I,000,000 ----------- 8 54, 0) ------------ 04 , 20 7.12 874 85.4 --.. 0.. .4 73.3$5,000,000 ----------- 4,374,000 ............ 3,423,030 3,932,844 87.68 ........ . 78.6

3 Maximum earned net Income assumed.
Treasury Department, Division of Tax Research.
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EXIIBIT 2.-Amounts and perceits of 1942 tax canceled under Rural-Carlson
bill, House bill, and Ways and Means Committee bill at selected levels of net
income

MARRIED PERSON-NO DEPENDENTS

Net income before personal 1942 income
exenlption I tax

$1,200 ........... . .....$1,510 ....... . .....$1, 00 .....................

$2,00 ..................
$2,500 ......................
$3,000 .....................
$1,010 ........................
$5,1)0 . . .........
$6,000 - -- -
$i,000 ...................
$111,010 ..............
$15,1(1 ....................
$20,000 ........
$25,000 ...............
$5011000 ................... _
$100,000 ....................
$O00,000 . . . ......

00,000 -----------100,OOO0 .................

$48
103
140
232
324
932
740
992

1,532
2,152
4,052
6,452
9,220

25, 328
64,006

414, 00
854,000

4,374,000

Amount of 1942 tax canceled

Rumra-Carl-
son bill

$48

103
140
232
324
932
740
992

1,932
2,152
4,052
6,452
9,220

25,328
64,060

414,000
854,000

4,374,000

House
bill

$49
103
140
232
324
507
601
875

1,243
1, (1I
2,530
3,49
4,437
9,185

18,690
04, 710

189,750
050,070

Ways and
Means

Committee

$48
81

100
146
192
296
388
487
671
860

1,347
1,871
2,396
4,935

11,357
6,.606

121,126
451,156

Percent of 1942 tax canceled

um-I use
Clrloon bilill il

.Pcrcent

100.0
100.0
1011 ()
100.0
100.0
11(0.0
1(10109.11
100.0
100,0
100.0

100,0
100.0
100.0
100.0
100.0

Percent

100.1
100.0
100.0
100.0
100l. 01
95.3
02.6
88.2
81.1
75.0
62.7
54. 1
48.140. 1
36.3
29.2
22.9
22.2
21.7

Ways and
Means

Commit.
tee bill

1'ercent

78. 6
71.4
62. 9
59.3
5A. 6
62, 0
49.1
43. 8
40, 0
33. 229.0
26.0
19.5
17.7
16.6
14.2
10.3

I Maximum earned net income assumed.

Treasury Department, Division of Tax Research.

EvITenh 3.-Inome and net Victory tax payments due in calendar year 1944f, and
effective rates under the Ruml-Carlson bill, House bill, and W ays and Means
Committee bill at selected levels of net income I

MARRIED PERSON-NO DEPENDENTS

TAX PAYMENTS DUE

Net income before personal exemption 3

1,200 .........................-- ---- _------------------
1,600 ........................................................
1,800 ------------------------------------------ ------- _---
2,00------------------------------------------------

6W 2,000...................
,000 .........................................................

5,060.................................................

,000 ........................................................
000 ........................................................

10,000.. . . . . . . . . ..----------------------------------------
129,000. . . . . . . . . ..----------------------------------------250,00---------------------------------- -------------I-": 2006---------------- --------- ------- ---
20,000 .... -.................. .------- .....-

106,0-----------------------------------------
$ ooo.................................................. ..

0,000....................................................

$5,00,000 .....................................................

Under both
the Ruml-
Carlson bill

and the
House bill

$21
79

144
188
297
405
647
894

1,173
1,780
2,467
4,533
7,100

10,035
27,075
8, 984

440, 747
48 99,000

4, 49,00

Under the Ways and Means
Committee bill

if no discount If 6.percentI nd discount Isis taken taken

$21
79

151
201
320
449
726

1,013
1,341
2,067
2, 898
5,435
8,627

12,310
33,873
80,152
55,878

1,143,291
5,800,015

$21
79
165
226
378
529
869

1,231
1,648
2.589
3, 681
7,078

11,406
18,410
46, 244

118.125
765,417

1,5879012
8,180,473

I Not income for 1942,1943, and 1944 assumed to be same. For Victory tax purposes, gross income assumed
to be ten.ninths of not income. Net Victory tax is used on assumption that taxpayer receives current benefit
of post-war credit.

I Maximum earned net income assumed.
I Under the Ways and Means Committee bill a discount of 6 percent is allowed if the entire amount of the

reduced tax for 1942 is paid on or before March 15, 1944.
4 Taking into account maximum effective rate limitation of 90 percent on combined net

income and Victory tax.
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ExHIIT 3.-Income and net Victory tax payments due in calendar year 194, and
effective rates under the Ruml-Carlson bill, House bill, and Ways and Means

committeee bill at selected levels of net income-Conitinted

OFrFECTZVE RATES

Lender the Ways and Means
Under both Committee bill
tho l -1011

Not inconio before personal exemption Carlson bill
and the If 6-percent

House bill is disount is
taken

Percent Percent Percent
$1,200. .................... .. ................ 1.8 1.8 1.8
$1,00 ................. -....... ................. -. 5. 3 5. 3 5.3
$1,800 ...........---....... .- -.........----------- 8.0 8.4 0.2
$2,(0(- - -...............-.-------------.....--...... 9.4 10.1 11.3
$2,00 ...... ... ................ I ....... -... -- -......... 11.0 13.0 15. 1
$3,0- ............... ------------------------------ -13.5 15.0 17.0
$8,M)-- -................ .. ......- -.................. 10.2 18.2 21.7

0,00 .......... . ................... ................. 17.0 20,3 24.6
,- ............ -1-...... ............ ...--............... 19, 6 22.4 27.5
(W0 ............ ...-............-...............---........... 22,3 25.8 32.4

10,000 ............_-....... . ..............-............... 24.7 20.0 36.8
1,000 ................................... ,------ 30.2 36.2 47.2

$20,500-----------------------------------------------30.0 43.1 57.0
$2,0-0 . . .. 40. 49----------------------------------------------- 411 40.2 65.8
100,000 ........................... ....... ........... . 54.2 67.7 02.6

100,000 -----. .2 1........................................ ........... 8.6 8,2 1180500,000--------------------------------------............... 88.1 1 11.2 103,1

1,000,000 ...............................---...- - -............... 4890 114.3 158.8
$5,000,000 .................... ......................... 40,0 116.1 103.7

Treasury Department, Division of 'ax Research. May 6, 1943.
4 Taking Into account maximum effective rate limitation of90 percent on combined not Income and Victory

EXHIBIT 4.-Approximate distribution of income recipients by percentage of total
liabilities discharged currently under the House bill

(Calendar year 1043]

Number Percent - Cumula- Maximum
of taxable age of all tIve per- amount

Percentage of total liability discharged currently income re- taxable centago of axotcipints ncoe re al taxbleof tax not
all taxable dischargedciPients inonloro- income ro-

(mailliono) lpicnt ciplients currently

100- . ............................................. 38.7 88.8 88.8 0
0 to 100 ...................... -------- ----------- 4.2 9.6 98.4 00
75 to 90 .............................................. .3 .7 00.1 850
60 to 75. ............. -.... ...................... ._ .3 .7 90.8 4,200
25 t0o 0 ...... ......... ............................ . 1 .2 100.0 115,000
Les than 25 .......................................... .002 .004 100.0 ............

Total ............................................ 43.6 100.0 .....................

ExnUBIT 5

Estimated income-tax liabilities due under the Carlson amendment, as amended,
to H. R. 2570 as voted on in the House of Representatives May 4, 1943, which
would-

(1) Remit to all taxpayers the net income-tax liabilities on calendar year 1942
income as modified in provision (2).

(2) Allow any member of the armed forces in active service an exclusion from
base pay received after December 31, 1941, equal to the excess of $3,500 over the
personal exemj)tion claimed by such member (and by his spouse if such member is
married and living with his spouse on the last day of the taxable year, and such
spouse is not entitled to the beneft of this allowance).

(3) By June 15 1943, r6quire payment of at least one-half of proposed net
Income-tax liabilities on income of the calendar year 1942, to be treated as pay-
ments toward income-tax liabilities on calendar year 1943 income.
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(4) Withhold after June 30, 1943, from salaries and wages in excess of the with-
holding allowance (110 percent of the personal exemption and dependent credit)
at a rate of 17 percent; and in addition, withhold from salaries and wages in excess
of an annual race of $624 at a rate of 3 percent, in lieu of the 5-percent Victory tax
now withheld on salaries and wages.

(5) For those taxpayers whose calendar year 1942 and calendar year 1943 surtax
net incomes exceed calendar year 1940 surtax net income by more than $5,000,
compute an additional calendar year 1943 tax liability as follows: From the smaller
of the surtax net incoe of the calendar years 1942 and 1943, deduct the sum of
$5,000 plus the calendar year 1940 surtax net income. The additional tax is the
sum of 6 percent of ,u.hl difference plus the surtax computed on such difference at
present law rates, acd is duc by December 15, 1943.

(6) For those taxlmaycrs whose present-law calendar year 1942 net income-tax
liability is both greater than $1,050 and greater than the calendar year 1)43 tax
liability, add to l)resent-law calendar year 1943 net income-tax liabilities the smaller
of the excesses of present -law calendar year 1942 net income-tax liabilities over
(a) $1,050 or (b) present-law calendar year 1913 net income-tax liabilities. This
additional tax is due by Decencber 15, 1943.

(7) l equire that total proposed tax liabilities (comprising the proposed net
Victory tax and the proposed net income tax but excluding the two additional
taxes described in provisions (5) and (6)) on incomes of the calendar years 1943
and subsequent yetirs tce paid currently. Quarterly payments are required on
September 15 and Iecember 15, 1943, to discharge such part of the proposed tax
liabilities on income of the calendar year 1943 required to be paid currently as is
not withheld dining the calendar year 1943 or discharged by payments prior to
June 15, 1943. Quarterly payments are required in subsequent years in such
amounts that, together with the amounts withheld, tax liabilities will be paid
currently.

Estimated income tax liabilities due: I Afillion dollars
Last 6 months of fiscal year 1943 ----------------------------- 5, 277. 7
First 6 months of fiscal year 1944 --------------------------- 8, 383. 3
Last 6 months of fiscal year 1944 ----------------------------- 6, 879. 8

Total, 18 months, Jan. 1, 1943, to June 30, 1944 ------------- 20, 540. 8
Calendar year 1943 ---------------------------------------- 13, 661.0
Fiscal year 1944 ------------------------------------------ 15, 263. 1

Reconciliation of total proposed income tax liabilities, 18 months,
Jan. 1, 1943, to June 30, 1944, with total tax liabilities under present
law on incomes of the calendar years 1942, 1943, and 1944:

Total income tax liabilities, 18-mnonth period, Jan. 1, 1943, to June
30,1944 ------------------------------------------------- 20,540.8

Amount withheld but not received until after June 30, 1944 (3
months' withholding) ------------------------------------- 1,462. 6

Proposed net income tax and Victory tax liabilities through Dec. 31,
1944, not withheld or paid through June 30, 1944 ------------- 6, 957.0

Reduction proposed in tax liabilities of the armed forces on income,3
of the calendar years 1942, 1943, and 1944 2 --------------- 1, 967. 7

Proposed net income tax liabilities remitted in addition to the
special exclusion allowed to the armed forces -.....----- 9, 451. 3

Elimination of additions to 1943 nt income-tax liabilities-
"Windfall provision ----------------------------------- -455. 9
"Excess-profits tax" ------------------------------------- 676. 9

Total tax liabilities under present law on income of the cal-
endar years 1942, 1943, and 1944 ------------ _-------- 39, 246. 6

Total tax liabilities under Carlson proposal on income of the
calendar years 1942, 1943, and 1944 ------------------ 28, 960. 4

3 Total taxable income for a calendar year Is assumed to be distributed equally among the 4 quarters of
the year. Calendar year 1944 income has not been forecast, but has boen assumed to be the samie as forecast
for calendar:Fear 1943.The loss with respect to tax liabilities on Income of the calendar year 1944 should be somewhat greater,
but has been assumed to be the same as on Income of the calendar year 1943. Calendaryear 1942 and calen-
dar year 1943 net income tax liabilities are reduced by $363.9 millions and $670.1 millions, respectively.
Calendar 1943 net Victory tax liabilities are reduced by $131,8 millions.

NOTE.-Flgures are rounded and will not necessarily add to totals.
Saur.,: Treasury Department, Division of Research and Statistics, May 5, 1943.
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EXHIBITT 0

Estimated incon.e-tax liabilities I due under 11. I. 2570 as passed by the House
of Representatives on May 4, 1043: The estimates assume that If. I 2570 would:

(1) Remit the basic tax liabilities on income of the calendar year 1942 (normal
tax plus 13 percent of entire surtax net income).

2

(2) Allow any member of the armed forces in active. service an exclusion from
base pay received after December 31, 1941, equal to the excess of $3,500 over the
personal exemption claimed by such member (and by his spouse if such member is
married and living with his spouse on the last day of the taxable year, and such
spouse is not entitld to the benefit of this allowance).

(3) By June 15, lq43, require payment of at least one-half of proposed net income
tax liabilities (prior k; remission of basic tax liabilities) on income of the calendar
year 1942.

(4) Withhold after June 30, 1943, from salaries andi wages in excess of the with-
holding allowance (110 percent of the personal exemption and dependent credit)
at a rate of 17 percent; and in addition withhold from salaries and wages in excess
of an annual rate of $624 at a rate of 3 percent, in lieu of the 5 percent Victory
tax now withheld on salaries and wages.

(5) In case gross income from sources other than salaries and wages can reason-
ably be expected to exceed $100 for the current calendar year, require certain cur-
rent payments to be applied toward basic tax liabilities and net Victory tax liabil-
ities not withheld at source.

2 
Such current payments are equal to 20 percent of

the excess of estimated net income over the larger of (a) estimated salaries and
wages or (b) personal exemption plus dependent credit.

(6) Require that any basic tax liabilities or net Victory tax liabilities not paid
currently be paid by March 15 of the following year.

2

(7) Require payments of "balance tax liabilities" (the excess of total not income
tax liabilities over liabilities for basic tax 2 equal to normal tax plus 13 percent
of entire surtax net income) to be collected as under present law; namely, in the
year following the calendar year in which the taxable income is received.
Estimated income-tax liabilities due: Million dollars

Last 6 months of fiscal year 1943 -------------------------- 5, 277. 7
First 6 months of fiscal year 1944 ---------------------------- 5,102. 5
Last 6 months of fiscal year 1944 ----------------------------- 7, 920. 3

Total, 18 months, Jan. 1, 1943, to June 30, 1944 ------------- 18, 300. 5
Calendar year 1943 --------------------------------- :"------ 10, 380. 2
Fiscal year 1944 ------------------------------------------- 13, 022. 8

1 Total taxable Income for a calendar year is aesumed to b distributed equally among the four quarters
of the year. Calendar year 1044 income has not been forecast, but bas been assumed to be the swme as fore-
cast for calendar year 111,13.

2 The bill inludes the nt Victory taX liability of the Clendar year 1943 and subsequent years s a part
of basic tax liability. For convenience in estimating, net Victory tax liabilities are treated separately,
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Reconciliation of total income-tax liabilities, 18 months, Jan. 1, 1943,
to June 30, 1944, with total income-tax liabilities under present law
on incomes of the calendar years 1942, 1943, and 1944: lllon

Tota tax liabilities, 18 months )eriod, Jan. 1, 1943, to June 30, dollars
1944 ------------ f- ..-.-----------------.-.--------------- 18,300.5

Amount withheld but not received until after June 30, 1944 (3
months' withholding) ---------------- ----------------- 1,462. 6

Proposed tax liabilities through Dec. 31, 1944, not with-
held or paid through Juno 30, 1944:

Calendar year 1943 liabilities -------------------- 1,375. 6
Calendar year 1944 liabilities --------------------- 8, 902. 3

Total ---------.---------------------------------------- 10, 277. 9
Reduction proposed in tax liabilities of the armed forces on incomes

of the calendar years 1942, 1943, and 1944 .................. 1,967. 7
Proposed calendar year 1942 basic tax liabilities remitted in addi-

tion to the special exclusion allowed to the armed forces - 7, 237. 9

Total tax liabilities under present law on income of the 36-month
period, Jan. 1, 1942, to ,)ec. 31, 1944 ------------------- 39, 246. 6

Total tax liabili-des under it. R. 2577 on income of the 36-month
period, Jan. 1, 1942, to Dee, 31, 1944 ---------------- ------ 30, 041.0

8 The loss witn respect to tay liabilities on income of the calendar year 1944 should be somewhat greater,
but las bcen assuined to be the s inie as on incme of the cal'sdar Year 1943i. (ielondnr year 11)42 asld calen-
dar yoer 1143 net Income tax liabil tes are reduced by 313.9 mIllions dollrs and 670.1 million dollars,
respectively. Calenduar y r 1043 net Victory tax labilitios are reduced by 131.8 inlilion dollars.

NoM.-Fgures are rounded and will not neceosirily add to tothis.
Source: 'Treasucy Department, Division of Research and Statistics, May 5, 1943,

EXHIBIT 7

Estimated income tax liabilities I due under H. R. 2570 as reported by the
Comnirttee on Ways and Means, April 24, 1943, whici

. 
would:

(1) Reidt to all taxpayers the difference lsetween the iIot income tax liabilities
on calendar year 1942 incomes as modified in provision (2) and such liabilities
computed under a rate schedule applied to calendar year 1942 tax liabilities which
approximates the yield derived by using the lower tax rates aid the larger personal
exemptions and dependent credit of the Revenue Act of 1941.

(2) Allow any mneiber of the armed forces in active service an exclusion from
base pay received after )ecember 31, 1941, equal to he excess of $3,500 over txe
personal exemption claimed by such member (and by his spouse if such member
is married and living with his spouse on the last (lay of the taxable year and such
spouse is not enti,,led to the benefit of this allowance).

(3) By June 15, 1943, require payment of at leasi one-half of proposed net
income-tax liabili'tes on income of the calendar year 1942.

(4) Withhold af-er June 30, 1943, from salaries and wages in excess sf the
witlliolding allowance (110 percent of tile personal exemistion and dependent
credit) at a rate of 17 percent; and in addition withhold front salaries and wages
in excess of an annual rate of $624 at a rao, of 3 percent, in lien of the 5 percent
Victory tax now withheld on salaries and wages.

(5) Require the unremitted 1942 tax liabilities to be paid over a period of
3 years one-third being due by March 15 of each of the years 1944, 11)45, and 1946.

(6) Allow a discount of 6 percent of the unrelnitted tax if paid in full by March
15, 1944, and a discount of 2 percent if paid in full by March 15, 11)45.

(7) Require that total proposed tax hiabiliiies includingg the net Victory tax)
on incomes of the alendar years 1943 and subsequent years be paid currently.
Quarterly payments are required on September 15 and December 15, 1913, to
discharge such part of the proposed tax liabilities on income of the calendar year
1943 as is not witlshheld during calendar year 1943 or discharged by payments
prior to Juno 15, 1943. Quarterly payments are required in subsequent years
in such alnounts that, together-wisih the amounts withhold, tax liabilities will be
paid currently.

, Ttaxable income for a eonlerdar'year is sumed to be distributed equally among tle four quarters
of the year. Calendar year 1944 Income has not been forecast, but bas bcm a Utietd to be the same as
forecast for calendar year 1943.
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MIfaximum dlx. Yo illscounts
counts takes taken

Est(lriateil Incolle-tax liablltot9:
1(1lst 61 liiiithillo ((sc-il yoe 1 0 13..... ........... $5, 277, 7010, 000 $5, 277, 7110, 000
First 0 mlonths" of1 fleil yeari 1944 ----- .............. 7, 250, 0),(1(1 7, 2W9,300, 000
Last 0 ins of f(seal year 1914-.......... 11,1372,Slit,00 81,473, 1(0(,000

Toli, 18 inoithlls, Jan, 1, 1943, to Jane 30, 1 044,---------------... 1, 01, 00%1000 21,011, 3010, 000)
Cal-wlne yin! 1013- .. _._--------- ---------------------- 12, 528, 200,1100 12, 5128, 2001,1000
1FIii i iv 10111- ----------- ---------------------- _118, 023, 300, 001 10, 723, (1(1)1, 0111

lteceiiilli (itll of a tax Ilalile(, 18 iiitti, Jai. 1, 1943, to Juno 30,
iIf. %v 1ftli t iilel-tax hallll Los7 iniiei preC!4vlit llk'', Oil iicoiiies of tho 1511-
ciclar yeiors 19,12, 19,13 11, Oil (1-

'fetal fax f~lilllis, 19 nionf Is period, Jan. 1 x, 10,13, t11 lio 311, 1914 24,10M1, (01,000 21,1001,30o~, O(0O
Alitl(Ilit Withhjeld l, 11i0t cccQ11V l l ri it aftil Juine 311, 1944 (31 ironthis

vilihlidlg) ------------------ - --------- 1,-i462,.600,00 1, 462, (WO, 000
Proedi i ts- ax llalilifles thrulief D ec, 3t, 1041, noit withhold or pald

tfieiei'1 Jumne, 311, 114-_--- ---------------------- 6,957,0011,009 10, 141,0500,000
1(exf l on fieifiisi In lax IliIttles ill (ho is med foces oil incomes
,of tile cahlifar yies 19112, 1043, wiiif11 2 1-1,8117, 700, 001 1,007,700,000
liiiipiseil calenldar v-ear 10(42 net iu-oii-tax fiillItleq retlItted~ it nil

IfItlot to theL feclul1l eOXcIUlol allowed to tho iirsaei forces ---- 4,0671,000, 000 4,0671,6100,000
IS~i-,lllit fliiwiil fori piiiyniienit of unreiilti-i ta% lialit~ies on

cilenllillr yia 10J-12 Ine1oie--------------------....------- ---- 2110, 800, 000......... ....(iestl tax labil tlis lix(' Iiel(ilt latw onl floomo of tWie calendar
y-ears 10(12, 194-3, emil 19411-------------- 30, 210,710, 1(00 20.,2111.709. (111

'Total tax labilities under Ui. It, 25711 on Incomie of the calendar years
10-42, 11(43, mid 10U1-1------------------------------------...... 32,020,003,6(00 ' 12,807, 400, 000

I '111,o loss Nvltli ri'Mflct to tax liablifti's oxI Incomne of tho enlentir year 11111 should hie aomewhiat (getor,
but liii bicon iisuimi to bo the samei its 0on incomei of the cal.ildar year W1.43,

NeOT.- FiLMurco are roniilded anil will not liecogsiirllv oddf to tot-ill.-
Source: Treasuary D.epartet , Dilvision ot Research and Statistics.

Elln313'I 8.-Eimiteel income tax liabilities due under present low

[In millions or dollars)

Las$ 0 First a Last 0 Totsl 18
niontlis of monthlyl of n lrihl f tliont"esliio
ftIscl 1943 fisc-al 1044 fiscal 11144 1, 11943 toIi 3011 1044

Net Incomne tax lfiaility, cialenar year 1942, in, ejUar-
terly Paynients.................

Net Iiicoiic tax liability, calendar year 1043, inh msar-
lorly paiiy ne its . .. . .. .. .. . . . . . . . .

Present law withholilng.........................
Macl 1944 ixijiistTnl'mt:

Net Victory tax liability, calendar year
(043 1...............--------- - _ 2,720.8

'Total wi111holdIngs..----------.2,2011.0
'Wil hldinfs lIn exesos of net

Victory tax liability .... 740.0

Wlthlxoldlng 011901 against net Victory
tax liability...-.-................----1,48.0

Net Victory tax liability of calendar year
19431 not paid In calendar year )943-- 1,208.5

Payment in firat 0 months of cailendaIr year 1944 of
f-i of net Victory tax Ifal-111ty ofcailenulor year 1943
1101 paid in ciilomiilir year 1943 . .......

Rtefund to these having excess of Victory tamx with-
hioldingps over sum oft net incomea tlax p1111 net
Victory tax liability_ -_ ..........

Hxcess of witlbellinug over net Victory tax liai.
bility which is offaet against not income taxli11-
bility on Inacome of calenadar year 11(43....._

Total receipts .............................

4,007.0

.... .. ..

4,007.0

1,104.0

- 175.0'

-105.0

0, 815, 2

2,700.0

023.

-175.0

-805,0

I. 8, 451X6, 0j ,011,(51! G, 0.9 1 18, 419.t

I Total taxable Income for a caledsr yeor is asaulned to bme dlstributeoI qully among (he fur quarvtss
of the year. Calendar year 1044 income has not been forecast, but has bean aassurnd to hbhe nme M -
forecast for calendare year 1943.
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EXHIBIT 8.-Estimated income tax liabilities due under present law-Continued

Last 6 First 6 Last A Total 18
montlsof monthsof months of onths Jan.
fiscal 1043 fiscal 1944 fiscal 1944 1, 1043, to)runc30,1944

Reconciliation of total recelryts, 18 months, fan. 1, 1943,
toJune 30,1944, with total tax liabilities under present
law on income of the calendar years 1942, 1043, and
1044:

Victory tax withheld but not received in the first
6 months of calendar year 1944 -............. _ . . . ........ ............ ............ rA2. 0

Victory tax which will be withhold In lat e months
or calendar yeor 1944 .............. ........ ............ ......................... 1,104.0

Victory tax withholdincv in excess of not Victory1
tax liability for calendar year 1044 ................................................ -740.0

Calendar year 1943 Victory tax liability not re.
celved before July 1, 1144 ......................... .............................. 029.3

Calendar year 1044 Victory tax Ilabtlity not dib
unt1 1945 ..................... .-............-............ -............ 28.5

Net income tax liability on calendar 1943 in-
come not received before July 1,1944 . ........... ........................ 6,994.6

Not income tax liability on calendar year 1944 in-
coe not due until 1945 ........................... ........... ............ ............. 11,089.2

Total tax liabilities under presentlaw on income
of the calendar years 1942,1043, and 1944 .......... ....... .. ............ ,39 24. 7

source: Treasury Department, DLvision of Researh and Statistls.

Senator VANDENBERG, What is the dead line for legislation mechani-
cally? Around the 15th of May?

Mr. PAUL. It is around the 15th. I would hate to say if you pass
the bill on the 16th we could not do it; there is a little flexibility, but
the 15th is going, to make it a pretty hard job.

The CHAIRMAN. Are there any questions, gentlemen, that the
members of the committee wish to ask?

Senator BA LEY. I would like to ask one question: Taking the
three bills over the period of 3 years, we will say, from now, which one
of them would result in the largest amount of revenue being brought
into the Treasury?

Mr. PAUL. The Ways and Means Committee bill by a considerable
amount. The Ways and Means Committee bill would leave unfor-
given $4,780 000,000. That is shown in exhibits 5, 6, and 7, Senator
Barkley. Tie total tax liability under the Carlson proposal on
income of the calendar years 1942, 1943, and 1944, shown in exhibit 5,
is $28,960,400,000, or virtually $29,000,000,000. Exhibit 6 shows
the corresponding figure for H. R. 2570 as passed by the House. The
figure is $30,041,000,000.

Senator BARKLEY. You have answered the question.
Mr. PAUL. The first figure under the Ruml-Carlson bill over that

period would be practically $29,000,000,000; under the House bill a
little over $30,000,000,000, and under the committee bill, $32,607,-
400,000. So there is a difference of about $3,600,000,000 over the
Ruml-Carlson bill.

Senator BARKLEY. In percentages of forgiveness, roughly speaking,
the Ways and Means Committee bill forgave approximately 50 percent
of the 1942 taxes; the House bill as it passed, about 75 percent, and the
Ruml plan 100 percent. Is that right, roughly?

Mr. PAUL. Those are rough figures, and those are percentages of
aggregat,,tax liabilities of all taxpayers. It dues not affect the
question of distribution.
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Senator BARKLEY. Yes; I understand.
Senator LA FOLLETTEL. I was just going to say, Mr. Paul, that'your

statement, without criticizing it, seems to me to be somewhat in a
vacuum. I mean, you have made this whole statement without
making any reference to the possibility and the probability of an
increase in taxes. Does not that alter the situation, and is not that a
factor which must be taken into consideration? As a matter of fact,
have not we about reached the saturation point on the upper brackets?,
Isn't it pretty clear that the impact of increased taxes is bound to
fall on the people in the middle and lower brackets?

Mr. PAUL. Well, I made that point, Senator La Follette. You
may have stepped out. It is on page 12 of my statement. 1 made that
point as hard as I could. I do not know whether you were in the
room at that time.

Senator LA FOLLETTH. Perhaps I was not.
Mr. PAUL. I quite agree with you. That is one of the principal

tests of what should be forgiven and how the forgiveness should be
distributed, because it certainly is perfectly clear you cannot raise
the upper bracket, raise it appreciably over what it is now. You can
raise rates appreciably only in the middle and lower income brackets.

Senator LA FOLLETTE. Whether you raise it by increased income
taxes or wheth r you raise it by consumption taxes?

Mr. PAUL. That is immaterial.
Senator LA FOLLIETTE. However you do it, it, is pretty clear is it

not, that increased tax burdens are going to fall not only on the,
people that we have come to think of as in the lower brackets, but it
is going to fall on the people in the middle brackets as well?

Mr. PAUL. It is very true that the middle brackets will suffer by
the adoption of the Ruml-Carlson plan, not only the lower but the
middle brackets, for the reason that no substantial additional taxes
can be imposed in the higher brackets, but substantial additional'
taxes can he imposed in the middle brackets.

Senator LA FOLLETT. If they are not raised by income taxes they
will be taken out in the form of consumption or other taxes?

Mr. PAUL. Yes. For the purpose of this discussion, it is perfectly
immaterial whether you impose sales taxes to get additional revenue
or an income-tax increase. The impact will be on the individual, and
it will be principally in those brackets,

Senator LA FOLLETTE. The Treasury has been talking about
$16,000,000,000 of additional revenue, has it not?

Mr. PAUL. Well, the President's words were 16 billions. I will'
quote the President exactly:

Not less than $16 000 000 000 of additional funds by taxation, savings, or
both, during the fiscal year 1944.

Senator LA FOLLETTE. $16,000,000,000 more to be taken out of the
income stream in some way or another.

Mr. PAUL. You are right.
Senator LA FOLLETTE. That is one thing that seemed to me to be a

factor that has not apparently gone over to the taxpayers. Here we
are faced with at least an Executive request for $16,000,000,000 more
to be fried out of the taxpayers, and we are quarreling over how much
we are going to give away'of the 1942 liability. If we go in any direc-
tion towards reaching that goal in a substantial way, are not we going
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to knock these so-called current taxpayers back in their baskets
again? Are not they going to be made uncurrent?

Mr. PAux,. They are going to have to pay substantial additional
funds into the Treasury.

What you say leads me to recall a statement I made in my state-
inent before the Ways and Means Connittee oH February 2. If
you assume that most of the $16,000,000,000 requested 1)y the Presi-
lent will have to come from individuals--and 1 think that is a fair
assuniption--and you contrast that figure with $13,000,000,000 of
revenue for the fiscal year 1944 under existing income taxes from indi-
viduals, you immediately see that the collection of $16,000,000,000
additional means more t]an the doubling of taxes.

Senator LA FOLLETTE. Well, if that happens, nrc the taxpayers go-
ing to be current?

Mr. PAUL. If you once adopt a current collection system, then all
the increases would go along with the other taxes and the taxpayers
would be current, l)ut the number of dollars taken out of their pockets
would be greater.

Senator TAFT. Unless they had to borrow money to pay the taxes,
then they would not be current.

Mr. PAUL. They are current as far as the Government is con-
cornecd.

The CHAIRMAN. If you are to get $16,000,000,000 more money out
of the taxpayers, take it out of the stream of earnings or of income,
you have got to get the most of the taxpayers current or they cannot
stand it.

Mr. PAUL. I agree with you.
Senator JOHNSON. May I ask a question, Mr. Chairman?
The CHAIRMAN. Certainly.
Senator JOHNSON. On page 13 in paragraph 9 I note you say:
All three provide for the fundamental change in tax payment methods which is

necessary in our tax law.
Do I understand from that, Mr. Paul, that some change must be

made in your opinion?
Mr. PAUL. In my opinion, the wartime rates of tax require the

institution of current tax collection as distinguished from our present
system. I am really saying over again what I said in response to the
chairman's question. In my opinion, we have got to have a current-
tax-collection system if we are going to run along even with our
present tax structure, not to mention increasing our taxes sub-
stantially.

Senator JOHNSON. Then, do I understand that your order of prefer-
ence would be something like this: Your first preference would be the
Ways and Means Committee bill; your second preference, the House
bill; your third preference would be the Rurnl plan, and your fourth
preference would be no change whatsoever in the current tax system?

Mr. PAUL. Yes; that is substantially right, but I do not now want
to make a statement on whether I prefer the Ruml plan to no plan at
all.

Senator JOHNSON. Tfhat is the order?
Mr. PAUL. That is my order, with the exception indicated.
Senator JOHNSON. In other words, you would prefer the RumI plan

to no change at all?
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Senator BARKLEY. You mean the Rum plan in the raw, or as it has
been modified?

Mr. PAUL. The Ruml plan in the raw is certainly less desirable
than the modifications which were instituted by a succession of
amendments in the House.

Senator LoDoE. Mr. Chairman, 1 would like to ask Mr. Paul a
question.

The CHAIrMAN. Yes; Senator Lodge.
Senator LODGE. Mr. Paul if 1 may have your attention, I think it

is very desirable to use words that accurately express our thought in
this whole subject.

Mr. PAUL. So (10 I.
Senator LoDGE. I am interested in this word "forgive" that is

being used all the time. I would like to be enlightened on it, because
the dictionary defines "forgive" as follows:
to give claim to requital from offender; to pardon, as one's enemies; to give up
resentment or claim to requital on account of an offense; to forgive a wrong,

Surely the American people, through the Government, can change
the taxes every year if they want. They cannot forgive themselves
or penalize themselves. It is a change they can make every year.
I knew this was expressed, that they are making a change favorable to
the tvxpiyer, they are not forgiving anything, they are making a
change favorable to the taxpayer. Why isn't it better to call it that?

Mr. PAUL. I agree with you, Senator Lodge. We ought to try to
get across our thought. I am not so much interested in the words.
The word "forgiveness," whatever may be said in the dictionary
about it, is constantly used with respect to the cancelation of indebted-
ness. It is used by the Supreme Court in that connection, and
various other courts. You notice I did not always use the word
"forgive,"P sometimics I used the word "cancel," and sometimes I
think I used the word "remit." I was not so much interested in the
words as the idea that a certain tax liability is wiped out or eliminated
by this process. You can call it by any word you want.

Senator TAFT. If you cancel the last year's taxes and you impose
new taxes that you pay in 1943, that you never had to pay before, it
is a cancelation of that forgiveness.

Mr. PAUL. You cannot do it on the same basis, that is my point.
If you could do that, if you could redistribute the tax load in exactly
the same way you had forgiven it, I would not care about the forgive-
ness for one moment.

Senator TAFT. Senator Lodge raised a question that I would like
to touch on, if I may. You say the Ways and Means bill would bring
in two and one half to three billion dollars more revenue; is that right?

Mr. PAUL. Yes.
Senator TAFT. Now, I suggest that that is not really more revenue,

that is a capital levy, under your own interpretation that this is an
increase in the estate, and so forth. What you are doing is making
those people pay out of capital this past tax. They will pay it out
of capital and therefore you have thrown on the market two or three
billion dollars of securities or property, which will reduce the amount
to be put into bonds. In other words, this additional revenue, so-
called, under the Ways .and Means Committee bill is not additional
income revenue, it is a capital levy, in effect, and that will be ita
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effect, and it reduces the amount of money available for financing
the war from bond issues.

Mr. PAUL. Your question really has two parts. In the first place,
it would be problematical how many bonds would be thrown on the
market, and that sort of thing. That is the latter part of the question.

On the question whether the Ways and Means Committee bill is
a capital levy, it seems very clear to me it is not, or it is not contem-
plated to be a capital levy because the amount paid would be paid
with respect to the 2 years' income, not 1 year's income.

Senator TAFT. That may be, but the fact is that anybody with
an income over $200,000 under the Ways and Means Coimittee
bill has to pay more than 100 percent of his income for 3 years in
succession, anl it seems to me obvious whether he had to pay all of
it or not, the rate is already so high that any duplication of a back
year's tax is going to be paid out of capital. You pointed out the
effect of this is to increase the estate, so lie can afford to pay it out of
capital. It seems to me the additional revenue is not "additional
income, it is really a capital levy and decreases the amount of capital
available to finance, the war.

Mr. PAUL. I differ with you. It seems to me the source of tax
payment, whether it is out of income or capital, is irrelevant. A
man who has only to pay 10 percent of his income in taxes, at the time
he comes to pay the tax may have nothing but capital left. lie
may have to sell some securities, but that does not make it a capital
levy.

Senator TAn-,. 1 think it is inherent in your whole theory of presen-
tation. You say it increases his property $800,000 and therefore he
can afford to take that money and pay it to the Government but he
can only pay it out of capital.

Mr PAUL. You are thinking always, it seems to me, in your ques-
tions there, in terms of the source of his payment, whereas the ques-
tion seems to me to be whether he has to pay more than 100 percent
tax on a year's income, which would make it a capital levy.

Senator TAFT. Not only that, he is necessarily assuming an obli-
gation. Incomes are already cut to a point where everybody in
every walk of life is squeezed down, he can just live on what is left.
Now, then, if le is going to have to pay 2 years' taxes in 1, he is going
to pay it out of capital. I do not think in that case you can claim
that this is an increased income tax that we are collecting under the
Ways and Means Committee bill.

Mr. PAUL. It is not a tax on capital. It may be a tax that par-
ticular taxpayers have to pay out of capital funds, but that is an
entirely different matter.

Senator TAFT. I am satisfied with your definition of it. That is
what I was trying to show.

Mr. PAUL. I also think a great many of these taxpayers will not
be so hard hit in that' respect, because the habit of most big tax-
payers, as I have discovered it in a good many years of practice, is
to accrue a reserve for taxes.

Senator TAFT. They will have to use the reserve to pay the current
year's taxes.

Mr. PAUL. They have their present income out of which to pay
the present year's taxes.

8(180-43 ....
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The CHAIRMAN. What Senator Taft means to say is that you
cannot, out of current earnings, live right up to the Ways and Means
Committee bill and pay your current taxes.

Senator TAFT. I am disputing the fact that, in substance, there is
any real increase derived from the Ways and Means Committee bill.

The CHAIRMAN. As I get Mr. Paul's argument on that point, the
whole difference is that some people make more money than others,
and of course they get, therefore, greater savings.

Mr. PAUL. I would like to clear up that point, Senator George, if
there is any misunderstanding about it.

The CHAIRMAN. Your whole statement seems to me to come down
to that when you show the benefits to be derived. The inequality
of the savings to the taxpayers depends entirely on what taxpayer
you are talking about, and it depends entirely, therefore, on whether
he has made more or is capable of making more.

Mr. PAUL. Certainly, the more income a man has made the more
tax he has and the greater benefit he has.

The CHAIRMAN. That is the only trouble with it. If they all made
the same income, of course you would not have any inequality under
either one of these bills.

Mr. PAUL. That is right.
The CHAIRMAN. You would treat them all alike. The inequality

comes because you have got an inequality in earning capacity, and
we always have had it and probably always will, until we are reduced
to one level.

I think we might come back, Mr. Paul, at 3 o'clock.
Is it convenient for you to conic back at 3 o'clock this afternoon?
Mr. PAUL. Entirely.
The CHAIRMAN. I would like very much for you to go into this

supplementary statement.
Mr. PAUL. I want to do it, because I think a great many people in

the country would be glad to know that some improvements have
been worked out.

The CHAIRMAN. Based upon objections already brought in, and
the suggestions and recommendations made, we may relieve the com-
mittee of quite some work, because some of them may not wish to
be heard.

Mr. PAUL. I hope so, and I am quite confident that these additional
suggestions we have will very considerably improve the withholding
provisions of the bill.

I would like to call your attention finally, just before you adjourn,
to the fact I have not discussed in my statement a previous
Ways and Means Committee bill, the first bill which was reported
out and referred back to the committee. If I were making any con-
parisons as to what we would do with and without forgiveness, and
so on, I would want to include that bill. I do not think those points
are very material in what we have before us., We have before us the
House bill. I think it is very clear that we ought to change from the
present tax system. I do not like to make comparisons that are
more or less academic.

Senator VANDENBERG. If you are going to expand the number of
bills you better lengthen. that May 15 date.

Mr. PAUL. I was explaining that I had not brought in that bill.
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The CHAIRMAN. I think we have before us the real question of
whether we are going to make any change in the present method, and
if so, how much we are going to pay for it, all or part, and what part.

Mr. PAUL. That is light.
The CHAIRMAN. That is the exact issue.
Senator VANDENBERG. I do not think I got clearly the answer to

Senator Johnson's question.
Mr. PAUL. Senator Johnson was ranking the various bills.
Senator VANDENBERG. le WaS asking you whether you would

rather leave the law as it is or take the Rual-Carlson plan.
Mr. PAUL. I would prefer not to answer that question without

giving some further thought to it, because I haven t ever had that
issue presented to me. One would have to go into the whole equation
if you want to get into those refinements, the former committee bill
as well as all the other alternatives.

The CHAIRMAN. The committee will recess until 3.
(Whereupon, at 12 in., the committee recessed to 3 p. m. of the same

day.)
AFTERNOON SESSION

(The committee reconvened at 3 o'clock, pursuant to recess).
The CHAIRMAN. The committee will come to order,'please.
Mr. Paul, suppose you give us this supplementary statement.or

make such explanation" regarding it as you may wish.

STATEMENT OF RANDOLPH E. PAUL (RESUMED) ACCOMPANIED
BY MESSRS. SURREY AND O'DONNELL OF THE TREASURY
DEPARTMENT

Mr. PAUL. Well, the first point in the supplementary statement,
has to do with a formula for remitting 1942 tax liabilities under the
11ouse bill, a deficiency in the bill from the standpoint of administra-
tion as the bill was passed by the House.

The rest of the memorandum has to do with the withholding and
collection at the source technical provisions.

Going to the first point, the effect of section 5 (b) of the House bill
is to require an exact computation of the amount of 1942 tax which
is to be canceled. In order to facilitate the determination of this
amount, it is recommended that it be computed in accordance with a
schedule designed to achieve a close approximation at all tax levels
of the result which would be reached under the precise computation
method. This schedule is contained in exhibit A.

Senator VANDENBERG. You don't need that if we take the Ruml-
Carlson plan?

Mr. PAUL. Yes; but I had to prepare this on the assumption that
I didn't know how the committee would act.

Senator VANDENBERG. Well, I am just letting you in on a secret.
[Laughter.]

Mr. PAUL. However, we will continue--
The CHAIRMAN. Proceed on the theory that you-
Senator BARKLEY (interposing). Still don't know. [Laughter.]
Mr. PAUL. I usually proceed on that theory, !Senator Barkley.
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This schedule is in exhibit A and you will notice that it provides a
ready way of determining, from the amount of the 1942 tax, what
amount the tax under the House bill will be. That obviates the
necessity of looking at every return and getting out the actual returns
and making a recomputation. It is the application of the formula
method to the amount of tax shown on the collector's records.

For instance, if the 1942 tax is ±,x.,)re than zero but not more than
$350, there will be no tax. From $350 to $800 it will be 14 percent
of the amount of the tax over $350, and so on up that schedule. It is
just a matter of administrative convenience.

The CHAIRMAN, If you were to take a flat percentage of the tax,
of everybody's tax, reduce everybody's tax by a percentage, this
formula wouldn't be necessary then, would it?

Mr. PAUL. That is right.
The CHAIRMAN. That is what we did in 1924; that is my recollec-

tion.
Mr. PAUI. We were talking about that this morning. 1 wasn't

sure whether it was 1924 or 1925.
The CHAIRMAN. I think it was 1924. The first year I came on this

committee I think we reduced all individual income taxes by a flat
25 percent and made it retroactive to 1923; I think we applied it to the
year 1923.

Mr. PAUL. I think you are right, that refreshes my recollection. I
know it was a flat 25,pt'i ent but I am not sure of the year and I think
it was done in 1924 with respect to 1923 income.

Senator VANDENniRG. That is really what I was seriously trying to
get at when I asked my other question. Do we disregard this par-
ticular point you are making except as we take the House bill?

Mr. )jAUL. That is right. It is only half a page more, Senator.
It is really only for the collectors, not for the tax payers, it is a matter
of enabling them to determine how much the reduced tax is.

Senator VANDENno. And apples only to the House bill?
Mr. PAuL. That is right. It would apply to the Ways and Means

bill but I think that was a different formula and I think it is in the bill.
The CHAIRMAN. Yes; I guess that is correct.
Mr. PAUL. By using this schedule, collectors of internal revenue

will be able to compute the forgiven amounts directly from the tax
liability entered on the 1942 assessment lists. It will not be necessary
for them to reexamine the income tax return of each 1942 taxpayer.
This will not only greatly ease the burden on the collectors, but will
permit the taxpayers to be notified of the amounts to be abated. In
the event that this or some similar method of computing the canceled
tax is not adopted, it will be physically impossible to complete in time
a recomputation based on each taxpayer's 1942 return.

Now we come to the part of this statement referring to the new
techniques of collection at the source.

Senator VANDENimnG. This applies under any plan?
Mr. PAUL. Yes; because all the plans were similar in that regard.
I may as well say right here that it may be that if you go into

executive session we would have one or two further simplifications to
suggest. For instance we are having a conference tomorrow morning
early with some people and it may be--a telegram has been sent to
us and if we understand it correctly it may be that there is something
in that point. So I don't want the committee to think that this is an
all-inclusive list, necessarily.
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The CHAIRMAN. We understand that it is not exhaustive of your
recommendations, but these are certain conclusions that you lave
reached?

Mr. PAUIL. Yes; we have reached these conclusions since the House
bill was drafted.

As I say here, we have been continuously analyzing the provisions
and requirements which would be common to any system of current
collection of individual income tax, Because of the need for further
study, certain matters which we have been analyzing could not be
presented to the House for its consideration. I believe that some of
these are of sufficient importance to justify their presentation to you
at the present time. Rese suggestions would be applicable to the
provisions of all of the three major bills considered by the House.

First. In order to simplify the work of employers in computing the
amounts to be withheld and to adapt the method of computation more
closely to their accounting and pay-roll systems, it is recommended
that, the method for computing the tax to be withheld be modified in
two respects.

The first suggestion is that the present withholding exemption of
$552 for single persons be changed to $624; the present withholding
exemption of $1,320 for married persons be changed to $1,248; and the
present withholding exemption for dependents be changed from $408
to $312. Withholding would then be applied at the single rate of 20
percent on all amounts paid in excess of these exemptions, but in no
case would the tax to be withheld be less than 3 percent of the amount
paid in excess of $624. It should be noted that these changes in the
amounts of the exemptions would be applicable only for withholding
purposes, and not for the purpose of computing the final tax liability
of the individual taxpayer.

The second suggestion, which is contingent upon the first, is that 5
comprehensive withholding tables be substituted for the 25 tables
now contained in the bill.
The first of these two suggested changes is embodied in exhibitB.

Exhibit B shows the effect of the now exemptions, the proposed
revised withholding exemptions, in terms of weekly, biweekly, and
monthly amounts of pay. They are not very different from the pre-
vious exemptions but they make it, mathematically, very much easier
to work out a single rather than a double withholding arrangement.

The CHAIRMAN. I think that that is a very fine conclusion, a good
conclusion, you have reached there, because you really are applying
the same principle that we did in the Victory tax and we thought of
graduating that at one time.

Mr. PAUL. That is true. You will notice each amount there-
it is $624, which is half of $1,248-

The CHAIRMAN (interposing). And twice the $312.
Mr. PAUL. That is right.
If the first recommendation is adopted, the amounts withheld in all

cases will be almost the same as under the House bill and will of course
be credited against tax liability in the same manner. By replacing
the dual exemptions and rates of the House bill with a single rate and
exemption for each employee, the proposal would greatly simplify
the computations made by employers not using the wage bracket
tables and would permit the reduction in the number of those tables
from 25 to 5. For employers computing taxes with the aid of ma-
chines, the proposed schedule of withholding exemptions and rates
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is particularly advantageous since it reduces the number of variables
which must be taken into account.

The advantages of this change may be illustrated in this manner:
Under the House bill an employer who does not find it advantageous
to use the table method must first subtract from the amount of the
wage the exemption applicable to the Victory tax and compute 3 per-
-oent on the remainder. Ie must then subtract from the wage the
exemption applicable to the income tax and compute 17 percent on
that remainder. These two amounts must then be added in order to
arrive at the amount of tax to be withheld. Under the suggested
change the employer would subtract one amount of withholding ex-
emption from the wage and compute 20 percent on the remainder.
This single amount would represent the tax to be withheld. Thus,
only one subtraction and the application of a single flat percentage
rate would be required rather than two subtractions, the application
of two separate percentage rates, and the subsequent addition of the
amounts thus obtaiiied, all of which is required under the House bill.

The provision that the tax to be withheld shall in no event be less
than 3 percent of the amount in excess of the $624 Victory-tax exemp-
tion, is necessary in order to insure withholding for Victory-tax pur-
poses in the case of married persons with incomes between $624 and
the applicable exemption under the 20-percent withholding, which
ranges upward from $1,248 depending upon the number of dependents.
The specific wage levels at which only the 3-percent rate is applicable
are readily ascertainable, and the regulations can furnish a list of those

'levels so that employers will not need to make computations in order
to determine whether the 3-percent or full 20-percent rate is appliable.
For example, a married person With one dependent who claims all of
the personal exemption for withholding and who receives less than
$33.18 a week, will be subject only to a withholding tax of 3 percent
on the amount received in excess of the $624 Victory-tax exemption.
For all such persons receiving a weekly wage of $33.18 or over, the rate
of withholding will be 20 percent on the amount in excess of the appli-
able exemption.

The second suggested change would consolidate into one with-
holding table the live wage bracket tables which the House bill pro-
vides for each payroll period. An illustrative table appears in exb bit
C. By alining the exemptions in accordance with the first reccm-
mendation, the proper amount of tax to be withheld in each wage
bracket for each employee could be shown on one table regardless of
his marital and dependency status. Redesigning the tables as sug-
gested will substantially simplify the employer's task and the amounts
withheld will very closely approximate the amounts which would be
withheld under the more numerous tables of the House bill.

Second. The bill is so drawn that estates, trusts, and certain non-
resident alien individuals are not included within the system of cur-
rent payment of the estimated basic tax. Upon analysis of certain
technical problems which we felt should bo explored'in connection
with the application of that system to these groups of taxpayers, we
have concluded that the current payment system could readily be
made applicable to them.

Third. An appreciable number of refunds will result from the
requirements of withholding and of payment of estimated basic tax
It is essential that these refunds be made as expeditiously as possible.
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Our study has shown that the adoption of two provisions would con-
siderably assist the Commissioner in making prompt refunds. The
first is a provision which would allow interest on refunds resulting
from overwithholding or from overestimating the basic tax, even
though the taxpayer had no tax liability for the taxable year. Under
the present state'of the law the allowance of interest in such case is
involved in some uncertainty, and refunds would be expedited if such
a definite rule were adopted. The second provision would allow the
Commissioner, under regulations approved by the Secretary, to dele-
gate to the collectors authority to make refunds up to a designated
amount, say $500. This would eliminate certain steps in the refund
process, such as the transmittal of the necessary refund documents
from the collectors' offices to Washington, and then back to the col-
lectors' offices.

Fourth. Withholding at source involves a very considerable amount
of tax moneys. Under the present procedure, employers would remit
these moneys to the collectors on a quarterly basis. 'Many employers
have requested that a method be devised by which they could pay
over these moneys more often that quarterly. The employers point
out that the moneys are not their own funds and that they should
be relieved of the responsibility of holding them for a period of 4
months. In addition, it would obviously be to the advantage of the
Government to secure these funds more currently than quarterly.
A study is now being made of the methods by which a more current
remittance of these moneys could be accomplished. The develop-
ment of any plan accomplishing this objective will necessitate con-
sideration of the accounting problems involved in the Bureau of
Internal Revenue and other parts of the Treasury, together with the
practical problems involved in arranging for the current deposit of
these funds with designated depositories. As the details will probably
not be fully worked out in time, it would be desirable to insert in this
bill a provision, similar to that contained in the social security tax,
requiring payment of the withheld taxes in such manner as the Com-
missioner, with the approval of the Secretary, may prescribe. The
exact method could then be prescribed by regulations after thorough
discussion with the employers and all others concerned, so that a
mutually satisfactory arrangement may be arrived at without any
difficulty.

Fifth. Changes in several of the minor details of the withholding
procedure appear desirable to facilitate the work of the employers.
In brief these changes are as follows: The Commissioner should be
authorized in meritorious cases to extend the time for the filing of
withholding returns by the employer. A like authority should be
given to the Commissioner to extend the time by which the employer
must furnish year-end receipts showing the amount of wages paid and
the amount of tax withheld on those wages. Also, a limitation should
be placed upon the number of times during each year that the em-
ployer would have to give effect to a change in the status of any one
employee for the purpose of determining his withholding exemption.
It is believed that this could be accomplished by requiring that a
change in status during any one quarter need be given effect only at
the commencement of the next quarter (beginning 30 days after the
notification of the change) rather than at the expiration of a 30-day
period as under the present bill.
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The CHAIRMAN. On the face of it I would like to say, Mr. Paul,
that every one of those recommendations seems to me to be greatly
in the interests of simplicity, and since you are withholding approxi-
mately the amount that would be held under a nice and definite
calculation, there can be no real hardship on the taxpayer, and then
it isn't an absolute tax, it is only a method of collecting, and you can
make your final adjustment anyway.

Mr. PAUL. I think that is true, Senator George. Mr. Surrey,
would you like to say just a word about that one change which we
discussed this noon.

The CHAIRMAN (interposing). I would like to ask you this question.
You are sure that estates and trusts aid certain nonresident alien
individuals and so forth can be subjected to the basic withholding tax?

Mr. PAUL. Yes. Do you want to elaborate on that, Mr. Surrey?
Mr. SUaiEY. That is with respect to the current payment system,

not the withholding system. Estates, trusts, and nonresident aliens
are of course all subject to the individual income tox, and we felt,
if the individual income tax is placed on a current basis--

Senator DANAHER (inter)osing). Will I disrupt your thoughts, sir,
if I interrupt you?

Mr. PAUL. Not at all.
Senator DANAUElI. On page 2 you make a statement which I wish

you would clarify for me. In the middle of the page appears this
sentence:

It should be noted that these changes in the amounts of the exemptions would
be applicable only for withholding purposes, and not for the purpose of computing
the final tax liability of the individ ual taxpayer.

Mr. PAUL. Under the withholding systems embodied in, all three
bills considered by the House, there is a final adjustment of tax
liability on the March following the current year. For purposes of
that final adjustment we contemplated here no change in the personal
exemption and credit for dependents now established by the law,
$500 for a single person, $1,200 for a married couple without depend-
ents, and $350 for each dependent.

But in working out the withholding procedure and determining
how much would-be withheld each week or each month or each pay-
roll period from the pay of the particular employee, these other
figures, for purposes of exemption, are more convenient mathemati-
cally, and so by that sentence I mean to say that we are not suggesting
any change in tax liability when we make a suggested change of those
tentative exemptions for withholding purposes, but merely a change
in the tentative withholding collection, which is all adjusted at the
end of the year.

Senator DANAHIER. So that really it is a change in the basis of com-
putation only?

Mr. PAUL. The computation of the amount withheld.
Senator DANAHER. Yes.
Mr. PAUL. But not the computation of the final tax for the year.
Senator DANAHER. Thank you.
The CHAIRMAN. Does Mr. Surrey wish to make any statement?
Mr. PAUL. Suppose you give that, Mr. Surrey?
Mr. SURREY. (tax legislative counsel, Treasury Department).

We are considering a suggestion that has been made by some of the
employers that would permit them to withhold amounts under a
schedule which they would work out, which would not in any instance
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produce a result that would vary more than 10 percent from the
amount that would be obtained if the percentage method in the
bill were used.

Iere are two methods in the bill. One is the percentage method
where you apply 20 percent to the employee's wage above the par-
ticular deduction. The other method is to use a table. Now the
table varies fiom the precise method in some cases by slightly over 10
percent , and it may be tlat the employers could levise other tables
which would suit their machine equipment or their businesss a little
better than the tables in the bill and yet wouldn't produce variations
any greater than the tables in the bill.

So we are considering whether it would be feasible to reconunend
to you that employers be permitted to use aiy system of tables pro-
vided that their ttibles did not depart more than 10 percent from the
amount that would be obtained under precise percentage calculation.

We feel that we may 1)e a)le to give you a definite statement on
that tomorrow after we confer with some employers of very large
numbers of employees who are interested in such a system, and after
we are able to go over it with them more thoroughly. I believe we
can make a recommendation to you tomorrow that would further
simplify the withholding procedure for a number of employers.

The CHAIHMAN. The tables to be used by the employers would, of
course, be subject to the appIoval of the Commissioner'?

Mr. SUuMEY. That would be correct, sir. You can't authorize an
employer to use any table he cares to, and we would have to work out
some particular standard, and we would like a little nore time on that.

The CHAIRMAN. Thank you very much. Are there any questions?
Senator BAU LEY. Mr. Chairman, I would like to ask Mr. Paul a

question regarding a phase of this whole pay-as-you-go plan that has
bothered me from the start.

I have always been able to understand how you could make it
apply to a salaried man or to a wage earner because his pay is based
and comes at regular intervals; but with reference to the professional
man, the lawyer, the doctor, the dentist or the corner groceryman,
or any other individual businessman who doesn't draw his pay by
the month, who receives his gross income as his clients or his cus-
tomers pay him, 1 don't understand that so well.

Now all these bills, as 1 understand, undertake to reach that
situation by requiring an advance estimate of the income of each
individual who is not on a salary?

Mr. PAUL. That is right.
Senator BARKLEY. Suppose none of his income is salary, it is all

more or less indefinite by reason of the character of his business.
Mr. PAUL. Yes.
Senator BARKLEY. You require all of those people in advance, or

by the 15th of March,. to make up an estimate of tbeir income?
Mr. PAUL. That is right.
Senator BARKLEY. They can base it upon whatever they see fit, I

suppose, preliminarily, or base it upon last year's income?
Mr. PAUL. That is true.
Senator BARKLEY. So long as that estimate is unchanged, he

continues them during that year to pay taxes on that estimate?
Mr. PAUL. He pays taxes on that estimate. Under the House bill

he pays the basic tax on that estimate.
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Senator BARKLEY. But anyway that is the method by which you
reach the professional, nonsalaried businessman or other man who
has an income?

Mr. PAUL. That is right. One point of that method is that it
avoids discrimination between the salaried man and the man not
receiving a salary.

Senator BARKLEY. Yes; that is the thing that was quite annoying
to me when this pay-as-you-go plan was first suggested here.

Now if he sees fit, by reason of change up or down of his income,
he can revise his estimate in June or in September or even as late as
December?

Mr. PAUL. That is right. He has perfect freedom within the limits
of the penalty provisions which are aimed at approximations more
than 20 percent incorrect, in the case of others than farmers.

Senator BARKLEY. Now do these methods provide that notwith-
standing any changes that may be made in that estimate in Decem-
ber or September or June, that at the end of the year there can still
be an adjustment so as to arrive at the man's actual income for the
year, upon which he would pay the tax?

Mr. PAUL. Well, his last estimate for the year would be December
15.

Senator BARKLEY. Yes.
Mr. PAUL. And if by that time he has been unable to estimate

correctly, lie only has 2 weeks left of work.
Senator BARKLEY. In other words; practically speaking that last

estimate in Decemb~er would be binding upon him so far as the amount
of tax for the year was concerned?

Mr. PAUL. With respect to the penalty provisions it would be
binding, yes, but if his estimate was too high, for instance, it would
be corrected the following March.

Senator BARKLEY. That is what I was going to say; that notwith-
standing that lie makes his final estimate in the middle of December,
which is practically the end of the year if it turns out before the 15th
of March that his estimate is too high, ,)r even too low, there still
can be an adjustment whichever way it goes.

Mr. PAUL. Oh yes; ii the estimate is too high, then lie has paid
too much tax and the final adjustment will be by way of a refund in
March. On the other hand, if he is too low, and not more than 20
percent too low, lie will just pay up t6e balance the following Mareh.
If lie should be more than 20 percent too low, the penalty provisions
apply.

Senator BARKLEY. He would be penalized for getting it more than
20 percent wrong?

Mr. PAUL. That is right.
The CHAIRMAN. Unless he is a farmer, and then he gets a 33%

percent allowance for error.
Mr. PAUL. Yes; and we put that in because of the great difficulty

of estimating farm income.
Senator BARKLEY. That seems to me to be a very ingenious way of

reaching a large number of people who couldn't be reached as salaried
people or wage earners, and yet it seemed to me to be a discrimination
that required a man whose salary is known month by month to pay
his taxes currently, and leave millions of people who are in the pro-
fessions and in business without any way' to apply it to them?
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Mr. PAUL. There are 10,000,000 people in that category and there
would be an element of discrimination there. Not only that, but also
I think our collection system, from the Government standpoint, is
definitely improved by having it applicable to all these people that
don't receive salaries or wages.

Senator BARKLEY. It seems to me that that is the only way to
reach it, although it may' be imperfect.

Mr. PAUL. It has a good many similarities particularly as to farmers,
to the Canadian system.

Senator RADCLIFFE. Suppose between December 31 and January
31 he makes a very substantial addition to his income knowledge of
which lie might not reasonably be expected to have?

Mr. PAUL. Do you mean between December 15 and December 31?
Senator RADCLIFFE. Yes.
Mr. PAUL. Well, if he had an oil well come in on December 16 on

a farm, that might be a case where he would be pretty far wrong
and these penalty provisions would have to be administered in such
a way that there would be no unreasonable penalties where a man
actually had no way of knowing what was going to happen in those
last 2 weeks of the year.

Senator RADCLIFFE. There would be considerable discretionary
power, then, is that right?

Mr. PAUL. I don't think appreciably more than now. Penalties
are constantly being remitted now in meritorious cases. Those cases
would be rather rare cases.

Senator BARKLEY. It would involve almost completely, wouldn't
it, wholly unexpected increases in income?

Mr. PAUL. That is right.
Senator BARKLEY. That might take place within the last couple

of weeks, that couldn't be anticipated?
Mr. PAUL. That is right.
The CHAIRMAN. Are there any additional questions, gentlemen?

Mr. Paul, is there any further statement you wish to make this
afternoon?

Senator BUTLER. This may be all written out here in perfectly
plain English, but I haven't seen it. Take one whose business is
seasonal and all of whose income for the year may perhaps come at a
certain period of the year, say at the end of the calendar year is
there any provision made for that individual paying his tax at that
time, rather than quarterly?

Mr. PAUL. Well, the man who has a seasonal income would be able
to protect himself under the quarterly system arrangement, because,
for instance, if his season for getting income were in the middle of
the summer, lie would scale his payments to that, and if he was too
high in the early part lie could cut it down later, or he could cut down
in December. He might report nothing in June. It is entirely
flexible in that he would get his income in, say in the summer, and
adljust his return in the September estimate.

Senator BUTLER. Take a farmer who was in the feeding game and
he might merchandise his products in December for the whole year.
Would he estimate and pay portion of it in the preceding quarters,
or all of it in the final quarters?

Mr. PAUL. Would he be a farmer? I am not able to tell you tech-
nically whether your description would be of a farmer, but I think it
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would. In that event he would go through, estimating probably
nothing until December, and then he would bring in on December 15
an estimate based on his actual experience previous to that date,
plus his contemplated profits for the rest of the month of December.

Senator BUTLER. Then it doesn't need to be paid in quarterly
installments throughout the year?

Mr. PAUL. No; if you estimate in Mardh you continue to pay
one-fourth except as you may revise your estimates.

Senator LA FOLLETTE. A farmer can also be in error up to 33%
percent of his estimate, without penalty?

Mr. PAUL. That is right.
Senator Taft: Do you think the 20 percent deduction will kill the

pay-roll bond plan?
Mr. PAUr . I certainly hope not, and I don't think it will. In that

connection you have to remember that the 20 percent is on net, after
exemptions and deductions. It is not comparable to the 10 percent
of pay roll which is 10 percent on gross before exemptions.

Senator TAFT. Well, by the time you get up to $2,500 it amounts to
13 or 14 percent, doesn't it?

Mr. PAUL. I don't think so, but I will get that figure for you.
Offhand I hadn't realized that there was as high a percentage at that
figure, but you may be right 1 will have to check it.

Senator I'AFT. It have understood that there was quite a substantial
interference with the pay-roll plan, even with the 5 percent deduction
for Victory tax.
O'Mr. PAUL. I don't want to try to testify in detail about the pay-roll
plan, but I do know that the pay-roll plan has been going up in sales
constantly and is very much higher now in its nmnthly take than it
was before the 5 percent tax went into effect.

Senator TAFT. Of course, the total amount of wages has been
increasing steadily.

Mr. PAUL. I don't think that would account for it, I think the
pay-roll plan has increased very substantially; I could get you those
figures.

Senator TAFT. If you take this 20 percent out, how much more is
taken out by Social Security?

Mr. PAUL. Well, it is 1 percent, from the employee.
The CHAIRMAN. Mr. Paul, would you mind explaining to the com-

mittee at this time, if you are prepared to do so, the provisions for
preferential treatment or the special treatment given to the soldiers
and men in the armed forces? It is a matter which, on its face, looks
as if we would have to give some consideration to it.

Mr. PAUL. Mr. Surrey has been working particularly on that and I
think I will ask him to give the committee an explanation of that if
there is no objection.

The CHAIRMAN. The more we can get behind us, the easier it will be.
Mr. SURREY (Tax Legislative Counsel, Treasury Department). The

present law contains a special provision regarding members of the
armed forces, providing an exclusion from gross income with respect
to $250, of their compensation as members of the armed forces, if
single, and $300, if married. That provision was inserted in the law
last year and was intended to, in effect, prevent the reduction of the
personal exemptions from applying to members of the armed forces.
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The $250 and the $300 brought the total exclusions that a person
had, counting exemptions and this special exclusion, to the old
personal exemptions.

The House bill contains an increased exclusion for members of the
armed forces under which the total amount of nontaxable compensa-
tion would be the excess of $3,500 over the amount of the personal
exemption. In other words, a single person, with a personal exemption
of $500, has an exclusion from gross income of $3,000, so that $3,500
of his compensation would in effect be exempt from taxes-$500
through the personal exemption and $3,000 through this exclusion.

A married personn would have a personal exemption of $1,200 and
an exclusion of $2,300, so as to produce a total of $3,500 exempt
from income tax, made up of $2,300 base compensation for services in
the armed forces plus $1,200 of income from any source.

The result is that no soldier receiving up to $3,500 of base pay would
be subject to income tax, and that reaches to about the rank of major,
I think, on base pay. Allowances for quarters are not subject to tax.

You can see that the way the provision is in the House bill there is
in a sense a discrimination against married people in that the exclusion
from gross income is higher in the case of single people than it is in the
case of married people. The effect of this provision is to give an
exclusion of $3,000 for a single person and $2,300 for a married person;
or, stated another way, a married officer with $4,000 of income would
pay the same tax as a single officer with $4,000 of income.

The application of the exclusion as between married and single
people has a different slant than under present law, and the amount is
considerably higher than under present law.

The second provision in the bill, which is new, deals with the abate-
ment of income tax in the case of members of the armed forces who
die after December 7, 1941, while in active service.

Senator LA FOLLETTE. Before you leave that, Mr. Surrey, what is
the principle, or what is the objective, if any, for this apparent dis-
crimination against persons who are married?

The CHAIRMAN. The net effect of it is to give each member of the
armed forces a total exemption up to $3,500 of his income from the
Government.

Mr. PAUL. Service pay.
The CHAIRMAN. Yes; whether lie is married or single.
Mr. SURREY. That is correct.
The CHAIRMAN. That is the net effect.
Mr. SURREY. Yes, using up his personal exemption and whatever

additional exclusion you need to bring the person up to $3,500.
Senator BARKLEY. Is that supposed to be in the bill based upon

the service of the man in the armed services as such or based upon
his comparative need for the exclusion?

Mr. SunnuEY. No, it is based upon his service as such.. Anybody
who gets $3,500 compensation is exempt.

Senator BAIMKLEY. Then upon the basis that it is being given for
the man's service, it really doesn't matter whether lie is married or
single?

Mr. SURREY. No.
The CHAIRMAN. That must have been the theory. Was there

any consideration given, Mr. Surrey, to limiting that to services, or
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making a differential for services rendered outside of continental
United States and inside the country?

Mr. SUnREY. Not in the committee. On the floor of the House
Congressman Vinson proposed that the $3,500 total exclusion would
apply only in those cases where the person was outside the country,
and because he was outside of the country he was entitled to higher
rates of compensation arranged under the Army compensation scales.
These scales differ as to whether persons are inside or outside the
country. Congressman Vinson's proposal was that the $3,500 would
apply only to those people who were getting higher compensation due
to the fact that they were outside of the country.

Senator CLARK. The whole theory of giving a single man the same
exemption you give to a married man with children is contrary to the
whole theory of exemption. A single man drawing a major's or
lieutenant colonel's assignment is in very comfortable circumstances,
whereas if lie has two or three children at home he may be in very
-straitened circumstances, and there doesn't seem to me to be any
sense to that.

Senator TAFT. Why couldn't you just forgive the normal and first
surtax bracket, as you do in this other forgiveness, that is, add a
$2,000 bracket to the exemption and forgive it up to that?

Mr. PAUL. The question that Senator Clark introduced was as to
the differentiation between a married and a single man in the armed
forces-

Senator TAFT (interposing). Why not just forgive the first $2,000
bracket?

Mr. SURREY. That would be in between this system and what is
now in the law. The provision in the law gives an additional exclusion
for married people, $50 more than single persons.

Senator TAFT. Well, cut that out and put in the provision that you
just exempt $2,000 over the exemption. That will give married
people $3,200 or more.

Mr. SuannY. And single people $2,500.
Senator WALsH. Was the Vinson amendment adopted?
Mr. SURREY. It was defeated on a standing vote in the House.
Senator IBARKLEY. That was an amendment offered a month or so

ago when they had the first heat on this bill; it wasn't brought in at
all on this last heat.

Mr. SURREY. No amendment of that kind was considered this last
time.

Senator WALSH. If you adopted such a system, would there be any
differentiation between the person just outside of the country for a
week or so, and one who was gone for years?

Mr. SURREY. I think if such a system were adopted perhaps we
would have to say that it applied if he was outside the country at any
time as apractical matter, to facilitate administration. I would like
to consider that further.

The CHAIRMAN. I think they have gone to that in Canada.
Mr. SURREY. I believe the Canadian system is based upon such a

distinction of service inside and outside Canada.
The second provision in the House bill; which is a completely new

provision in the income tax, relieves, as I said, members of the armed
forces who die in active service from income-tax liability due at the
date of their death. The income-tax liability abated is the entire
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income-tax liability-income-tax liability of the current year, with
respect to compensation above the amount of exemptions and exclu-
sions, and incone-tax liability with respect to the past year, and in
effect income-tax liability with respect to deficiencies for any years in
the past. It also applies to income-tax liability on income not derived
from the compensation received as a member of the armed forces and
is thus a broad provision in its coverage.

Just to give you the background history of this, Congressman
Vinson-I don't believe he offered it-was considering offering a pro-
vision which would restrict the abatement of tax to earned income
and not permit the abatement with respect to unearned income or
investment income.

Senator WALSH. But the bill makes no distinction.
Mr. SURREY. The bill makes no distinction between earned and

unearned income.
Senator DANAHER. Suppose, Mr. Surrey, as will be the case with

thousands of men in the armed services, a soldier has in fact paid his
taxes for prior years, prior to his entry into the service, will lie be
entitled to a refund?

Mr. SURREY. No, lie would not be, Senator.
Senator DANAHER. Don't you put a premium then on the fellow

not paying any tax liability that lie may incur?
Mr. SunRREY. 1 think that is one of the difficulties of the provision.

In that respect please understand that these provisions in all their
aspects were not recommended by the Treasury, but were inserted
by the Ways and Means Committee.

I think the point you mention is a discrimination. It would be
possible to work out a provision which would in effect abate any tax
liability that would fall due after the (late of the man's entry into
the service, and base that upon any tax liability that would fall duo
if the man were to pay in installments. If a man decided to pay up
his tax completely in advance lie would get the same abatement as
would a man who had decided to pay in installments. If the latter
went into the service after lie had paid his first installment, the last
three installments would be forgiven if lie (lied* and likewise the man
who paid up in full would get a refund equal to the last three in-
stallments.

Senator CLARK. The fellow who didn't pay at all and happened to
get "bumped off" would get a break.

Mr. SUnREY. Under the provision in the bill.
Senator CLARK. He woul1 be better off than the man who paid his

taxes and went into the Army and got "knocked off."
Mr. SURREY. That is right.
Senator CLARK. As far as his family is concerned he would have a

distinct advantage over the man who suffered the same fate and had
already paid his taxes. I don't see any sense to such a provision.
It puts a premium on a man not paying his taxes at all.

Senator VANDENBERG. It puts a premium on a man getting "bumped
off."

Senator BARKLEY. Suppose a man who was not in the armed serv-
ices, in 1942 made $5,000 in his business or his profession or what-
ever it was; then he goes in on January 1 and makes out his estimated
income for the current year, which is $50 a month, lie goes in as a
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rivate-I understand that there are still some going in as privates-
le estimates his income at $600. What effect will the fact that he
made $5,000 last year while he was not in the Army, have upon this
exclusion for the year 1943 or any other year in which he is in the
service but still has an income for the previous year when he was not,
much greater than his compensation in the Army?

Mr. SURREY. It would work out differently with respect to the year
you chose. On the present income-tax system, that is forgetting
pay-as-you-go, people could go in the Army who had a high income for
the year previous to which they went in the Army, and would, of
course, have a liability with respect to that high income to pay. That
liability can be deferred in cases of hardship.

Senator CLARK. But when it is deferred a fellow gets out of the
Army and has to go looking for a job, and he is less able to pay it
than anybody in the world. A man just discharged from the Army,
who has a tax liability of 2 or 3 years old hanging over him, is in worse
shape to pay it than any class that I can imagine in the United States.

Mr. SURREY. I was going on to say that under the provision I had
recommended, or stated to Senator Danaher, that would be taken care
of since that would be in effect an installment falling due after he
went into the Army, and if he died that installment would be abated.

Senator CLARK. Suppose he doesn't die?
Mr. SURREY. That is a separate problem, separate and distinct

from what we are dealing with. That applies not only to income taxes
but to any debts, State taxes or any private debt, you have the same
difficulty.

On your case, Senator Barkely, on a current basis of course he
would have, under the House bill, only the higher surtax remaining
as a carry-over from the previous year, and most of the people would
be current and wouldn't have that problem, who went into the service
after this bill was adopted.

Senator DANAHER. It looks to me like a House concession to the
principle of forgiveness.

The CHAIRMAN. Are there any further questions of Mr. Surrey or
Mr. Paul. Do you have anything further to add?

Mr. PAUL. Except for one point that I suggest Mr. Surrey make in
response to a line of questions by Senator Barkley.

The CHAIRMAN. Very well.
Mr. SURREY. In your case, Senator Barkley, if the person were to

die and had this $5,000 liability not paid up, that would be abated.
Senator BARKLEY. I am not contemplating his death, I am talking

about a man who is still alive, in the Army, and he goes along and
serves at the compensation of a private, and then gets out alive.

Mr. SURREY. That, I say, is dealt with under the Soldiers and
Sailors relief provisions which were adopted by the Congress. The
Commissioner has adopted rather liberal rules in applying those
relief provisions and as I say the Commissioner will defer the tax in
cases of hardship and cases of hardship have generally been defined
to include cases where there is no current income available to pay the
existing liability. That is, the Commissioner does not require a
person to go out and sell whatever assetA he has to realize the money
to pay his back tax. So the deferment provisions are fairly liberal.

Senator BARKLEY. Take the case which I cited where a man went
into the Army before th6 15th of the month when he is supposed to
r v his first installment. Suppose he 'had then a tax liability of
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five or six hundred dollars-it would depend on his exemptions and
all that-but suppose he went into the Army between January 1
and March 15 with a tax liability of five or six hundred dollars hanging
over him. He goes in and of course he makes out his estimate for
that year. He hasn't got enough money coming to him out of his
year's income at $50 a month to pay the accumulated tax on last
year's income.

Mr. SURREY. That is correct and I think in that case, if a person
applied to the collector for relief, that tax would be deferred.

Senator BARKLEY. The bill itself does not provide for automatic
relief in that case, lie has got to make an application to the collector?

Mr. SURREY. That is under existing law passed, I think in 1940 or
1941, and has been, as I understand it, satisfactorily administered
since it was instituted.

Senator CLARK. You say they don't require them to sell their
assets. They make them list their assets and put in thcir ol second-
hand automobile and any little old assets they may have, which has'
the effect of scaring the life out of the fellow and making him dispose
of anything he may happen to have that le can realize a little cash
on. That is the actual practice, isn't it?

Mr. SURIEY. They may require him to list his assets.
Senator CLARK. And that has the effect of scaring him to death,

he doesn't want a restraint warrant on his poor little assets and he
sells them for whatever he can get.

Mr. SURREY. From what the Commissioner tells me the contrary
is true.

Senator MILLIKIN. Does the accrued liability carry interest?
Mr. SURuEY. It does not carry interest.
The CHAIRMAN. No interest until 6 months after his discharge--

that is my recollection of the provision. I think we wrote it in it 1941.
Senator THOMAS. How difficult would it be to make this plain in

the law so there wouldn't be any option with the collector as to
whether he would insist on its collection or not? How difficult would
it be to correct that?

Mr. SURREY. It is a difficult problem for this reason, Senator.
Some people are going into the Army with large amounts of unearned
income or investment income. They have rents, royalties, dividends,
or interest which are readily available to pay their tax on the pre-
ceding year's income. In those cases the Congress felt that no relief
should be granted. This is not a provision in this bill, it is a provision
that has been in the law since soon after selective service was adopted,
and the provision is somewhat the same as the treatment given for
private debts, mortgage debts, insurance debts, and so forth.

In the case of private debts, discretion is generally left up to a court.
In case of tax debts it has been left to the collectors of internal revenue,
and in some cases to the courts.

Senator THOMAS. Don't you think it would be more satisfactory
it the law was explicit as to what the officials should do?

Mr. SURREY. The law is explicit in the sense--
Senator THOMAS (interposing). Yes, in the sense that you are de-

pendent upon the mercy of the other fellow.
Mr. SxyiRnEY. No; it gives a reasonable discretion to the collector,

and it says that if a soldier's ability to pay the tax has been materially
impaired by reason of his military service, the tax shall be deferred.

80800-43--4
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Senator THOMAS. That is exactly the point I am making.
Mr. SURREY. Either you must defer no payments or every pa1i1ent,

if you want an absolute rule, and the Congress apparently fe t that
either rule was unsatisfactory. To defer every payment. would sim-
ply mean, in the case of some people, to grant them completely
unnecessary deferment.

Now the collectors have felt that the provision -should be admin-
istered liberally, and as I said have only refused deferment when there
was available current income from rents, royalties, dividends or inter-
est which could be used to pay the tax. Now, if that current income
was in effect needed for other purposes, such as the maintenance of a
business which required more funds, I believe tie collector would
grant the deferment of tax.

Senator LA FOLLETTE. And again there should be some considera-
tion, Mr. Surrey, for men who go overseas. It would seem to me that
the difficulty of men having access to their books and records and
papers-
The CHAIRMAN (interposing). There is a special provision for the

overseas service men, they are not required to make returns or pay
taxes until they return to this country.

Senator LA FOLLETTE. They are concerned about it, to my certain
knowledge.

The CHAIRMAN. They may be concerned.
Senator LA FoLLET'rt. And I know sone at least who, because they

feel that their liability is accruing, feel that they must make out their
records and make out their returns, and if possible make their pay-
ments, and I have had this matter brought to my attention that some
of them have had great difficulty in doing it because they are not ill
position to have access to all of their material and data and information.

Mr. PAUL. It is hard enough to make out a return when you are
here. I shouldn't think that it would be possible in the case of a
man overseas.

Senator Lx FomLE'rrm. Some of them have been doing it to my cer-
tain knowledge, with great difficulty, because they are apprehensive
that this liability will simply be piling up on then and staring them
in the face 90 days, I think it is, after thoir discharge from the service.

Mr. PAUL. I have no doubt some of these provisions can be im-
proved. We have just been trying to describe the provisions of the
House bill to the committee.

Senator Lx FOLLETTE. I understand and I am not criticizing you.
Mr. Sunuv. There is just one further point I would like to make.

That is, that the $3,500 exclusion given to soldiers and sailors was
made retroactive in the House bill to the year 1942. T he Com-
missioner has indicated to us that that would involve a refund of taxes
already paid, and would involve some administrative difficulties, and
wanted that pres-,, med to you for your consideration.

Senator BYRD. That only applies to payments received from the
Government?

Mr. SURRU1Y. Yes; earned income from the Government.
Senator WALsH. Are the same standards applicable on earned income

as on unearned income, with respect to a person in the armed forces?
Mr. SUmuEy. The Treasury didn't make any recommendation with

respect to that provisioft.
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Senator WiLsa. Don't you think that that is pretty important?
To my knowledge there are a large number of wealthy persons in the
armed forces here in Washington that would be exempt.

Mr. SuRaiEY. It is probably an unnecessary provision if you view
it from the aspect of hardship, in that the money is available to pay
the taxes.

Senator DANAHER. Just one other question, please. Do the
mechanics of withholding, as these sections outline the mechanics,
substantially follow supplement U of the 1912 House bill?

Mr. PAUL. You mean the mechanics in this supplemental memo-
randum?

Senatur DANAHER. In this version here of the bill, the provisions
dealing with withhoking-do they substantially follow supplement
U of the 1942 Ilouse bill?

Mr. PAUL. They do except for these new suggestions that I have
made in this supplemental memorandum; yes.

Senator WALSH. Do I understand that the Treasury is to make a
recommendation for a change in the House bill in this respect?

Mr. PAUL. If the committee wishes-we haven't made any so far.
The CHAIRMAN. I made the inquiry so we might be advised as to

what it did provide.
Senator BARKLEY. In view of the fact that it seems obvious that

some change must be made in the House bill, wouldn't it be advisable
to have the Treasury make suggestions concerning that?

Mr. PAUL. It might be possible to make a joint suggestion from the
staff--

Senator TAFT (interposing). May I ask a question?
The CHAIRMAN. And maybe you would be prepared to make such

suggestions tomorrow.
Senator TAFT. Could you explain the Rumi-Carlson bill provisions

a little more in detail than in your statement? What is this provision
about the $5,000?

Mr. PAUL. Well, that provision just came in a couple of days ago.
Senator TAFT. What is it about this windfall; how does the wind-

fall provision work?
Mr. PAUL. I would rather have Mr. Morgan explain that. I will

say this, as a basis for it, there is a certain discussion in the earlier
debate of the situation with respect to people making very large
incomes in the forgiven year, and also there was a good deal of dis-
cussion with respect to war-contract brokers and various types of
unusually large income of that sort. As a result the Carlson-Ruml
bill which was recently voted on in the House, had a good deal stricter
windfall provisions than did the earlier versions on the first debate,
and those provisions just came in the last day or so. Mr. Morgan
drew them, so I think he would be in a better position to explain them
than I would.

Senator TAFT. It is '.d right with me.
Mr. MORGAN. I might say that I explained them in the minority

report and my explanation caused great glee on the floor of the House
when the Chairman had the Clerk read them.

Senator VANDENBERG. IS that the kind of explanation you are
about to give?

Mr. MORGAN. I hope not.
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There are two so-called antiwindfall provisions in the Carlson bill.
The first one tealss with a situation where the 1942 tax is $1,050 or
over. That represents a tax on a surtax net income of about $5,000.
That first windfall provision provides that if the 1942 tax was $1,050
or more, and also more than the 1943 tax, then, although you forgive
the 1942 tax you add to the 1943 tax the difference between the two
taxes. The effect of that is to make the taxpayer pay in 1943 a tax
equal to the tax of the higher of the 2 years. That is the first anti-
windfall provision.

Senator VANDENBERG. Speaking generally, that applies to $5,000
and above, and not below?

Mr. MORGAN. That is right, it doesn't apply below at all.
The second antiwindfall provisii has a base period concept in it.

It is a kind of excess-profits-tax idea. It provides that if both the
1942 and 1943 surtax net income-that is the net income after the
personal exemptions and credit for dependents-exceeds by more
than $5,000 the surtax net income for 1940, then in addition to the
increased tax for 1943 which the taxpayer might have under the first
windfall provision, you tax that excessive portion-that is the amount
by which the 1942 or 1943 surtax net income, whichever is the lesser,
exceeds $5,000 plus the 1940 surtax net income-you tax that excess
at the regular normal and surtax rates for 1942 as if that portion itself
constituted all of the surtax net income, and also all of the net income
after exemptions and credits.

Just to give you an example, if a taxpayer had a surtax net income
for 1940 of $100,000, and lie had one for 1942 of $1,200,000, and one
for 1943 of $1,000,000, the second antiwindfall provision operates
because both his 1942 and 1943 income are substantially in excess of
his 1940 income.

So what the Carlson bill does is to take the lesser of those 2 years,
1942 or 1943, and see how much that exceeds the 1940 income plus
$5,000. In that case the 1943 surtax net income is less. So you take
the excess of that over the 1940 surtax net income plus $5,000. The
$5,000 is designed to take care of ordinary fluctuations in income.

In this case you would have the excess of $1,000,000 over $105,000,
or $895,000 as the excessive portion. Now that $895,000 is taxed at
the regular normal and surtax rates and the tax on that added to the
1943 tax.

Senator TAFT. Could it be put in the reverse, roughly speaking,
without being accurate, that if the 1940 income is less than the 1942
or 1943 income, then you are only forgiven the 1940 income and not
the 1943 and 1942 income? Is that about what it comes to except as
it is affected by changes in rates? That is the general purpose of it,
isn't it? If 1942 and 1943 both represent a tremendous increase over
1940, presumably they are both windfalls and so you are only forgiven
the 1940 tax? Isn't that the underlying theory?

Mr. MORGAN. I have not heard the underlying theory expressed
that way. I have always heard it as being this-you don't want to
have the abatement of a year's tax result in the abatement of taxes
which should be paid on war profits.

Senator TAFT. That is what I mean, that's what I am trying to say.
Senator WALSH. It is. an attempt to apply the excess profits prin,

ciple to the increased income by reason of the war?
Mr. MORGAN. That is correct.
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Senator WALSH. How would it work out in figures? Could you
give us an illustration of the taxes in that case?

Senator BYRD. Carry out the illustration you just gave about the
$1,000,000 and the $100,000--what would be the total tax you would
have to pay in 1 year under that?

Mr. MORGAN. Well, before going into that example, Senator Byrd
the amount that is added to the 1943 tax b that second antiwindfall
provision which 1 have just described, can be paid over a period of 3
years. The Carlson bill provided that.

Senator BYRD. Wouldn't the aggregate of it be more than your
income in 1 year?Mr. MORGAN. Now this example.-if he had $1,200,000 income in
1942--

Senator BYRD (interposing). What page is that on?
Mr. MORGAN. I am just looking at pa es 8 and 9 of the minority

report in the House. Let's take a case were lie had a million-dollar
income in both 1942 and 1943-I think that will be a little bit easier
to figure.

He would be forgiven the tax on 1942. That would be about
$859,000. That is under the general provisions of the Carlson bill.
Now you come to this second antiwindfall provision and you see how
much the 1942 income exceeds the 1940 income, plus $5,000. In this
case the excess is $895,000. Well, now, the normal and surtax rates
on that $895,000 will be approximately $762,740. So, not counting
the Victory tax, in 1943 lie will have to pay $859,000 on his $1,000,000
income in'1943, plus $762,740, which you might, just for purposes of
convenience, call his windfall tax, or a total of $1,621,740. Now that
does not, as I say, include the Victory tax.

Senator BYRD. Then his income for that current year is $1,000,000?
Mr. MORGAN. Yes.
Senator BYRD. So his taxes will be $621,740 more than his gross

income for that year?
Mr. MORGAN. That is correct.
Senator WALSu. But he has 3 years to pay it in.
Mr. MORGAN. The $762,740 which is added by the second windfall

provision he has 3 years to pay, but of course even with the extension
it would push him over 100 percent of his income because one-third
of that would be over $250,000.

Senator WALSH. How much would he save if we didn't change the
law at all and lie had to pay 2 years' taxes?

Mr. MORGAN. Well, out of his 1942 and 1943 income lie would have
to pay $1,719,000, plus the Victory tax, in 1943, and under this
provision he would only have to pay $1,621,740.

Senator BYRD. That is in the nature, really, of an excess-profits
tax?

Mr. MORGAN. Yes.
Mr. PAUL. Senator Byrd, in order to get it clear, just so we don't

develop any misunderstanding on account of the use of the term
"individual excess-profits tax," last year we discussed another type
,of individual excess-profits tax which was a tax on increases in income.
'This is more properly an offset to a cancelation of tax, measured by
the increase in income, and as I understand it, is designed to prevent
undue cancelation in the case of a man who had an unusually high
war income.
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Senator BYRD. In other words, you take 1940 as a normal year?
Mr. PAUL. As Mr. Stam just said, that is a sort of base year, con-

sidered 4s more or less normal.
Senator BYRD. How much is your recovery by reason of this anti-

windfall provision?
Mr. O'DONNELL [Assistant Director of Research and Statistics,

Treasury Department]. We estimate that we will receive 676.9 million
from the so-called excess profits tax provision, and 455.9 million from
the windfall provision.

Senator BYRD. Then when the taxpayer receives his bill it will be
quite a shock to those who believe they are going to be forgiven
something if lie has to pay $621,000 more in 1 year than his total
gross income actually is?

Mr. PAUL. That is true, Mr. O'Donnell's figures referred to the
aggregate effect of the antiwindfall provisions.

The CHAIRMAN. What were those?
Mr. O'DONNELL. They total 1 billion 132.8 million, and they are

made up by 676.9 million from excess profits tax provision and
455,9 million from the windfall provisions.

Senator WALSH. Both windfall provisions or the second windfall
provision?

Mr. O'D'ONNELL. The one that Mr. Morgan has just been discussing
that deals with the increase in income over that of the base year, the
calendar year 1940 is called the excess profits tax provision and is
estimated to yield 676.9 million.

Senator WALSH. That is more than the. other windfall provision
yields?

Mr. O'DONNELL. That is correct.
Mr. PAUL. Those two provisions yield 1 billion 132.8 million.
Mr. O'DONNELL. This yield is an offset to a gross difference of

9 billion 451 million that is being remitted under the Carlson plan
after you have given the special exclusion to the members of the armed
forces.

Mr. PAUL. That is what leaves the figure I gave in my statement of
8 billion 300 million of total forgiveness under the Ruml bill, with these
antiwindfall provisions in it.

Senator BYRD. When it comes down to individual cases there will
be many individuals under this that will pay more taxes in one year
than their actual receipts are in that one year?

Mr. PAUL. That is right; it is possible to have such a case and it
ha ppen very frequently.

The CHAIRMAN. Is it the pleasure of the committee for Mr. Morgan
to explain any other feature of the bill?

Senator BYRD. Are there only two antiwindfall provisions, Mr.
Morgan?

Mr. MORGAN. Yes, sir.
Senator BYRD. Explain the other one a little further.
Mr. MORGAN. There is one further provision that you might call

an antiwindfall provision but what it really amounts to is a rounding
out of the policy on the first one. As I described the first antiwindfal
provision, it provided that if your 1942, tax was $1,050 or more,.
and also more than your 1943 tax, you added to your 1943 tax the
difference.

In the absence of a rule -to meet the situation, if a millionaire died
in 1942 he would get $859,000 of forgiveness; whereas if he died on
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January 1, 1943, he might get a very small amount of foregiveness.
Hence there is another provision in the Carlson bill--I don't believe
it was considered as part of the antiwindfall provision--that if the
man died in 1942 his forgiveness was $1,050 and no more.

Senator BARKLEY. ilat difference does it make as to whether he
died before or after the 1st of January?

Mr. MORGAN. Well, let's have himn dying on the 1st of January
and assume his 1942 tax is $859,000; further assume that his 1943
tax, if he made enough money on the day he died--is a dollar. Al-
though you forgive the 1942 tax you add to the 1943 tax the excess
of $859,000 over $1, in other words you aidd $858,999 to his 1943 tax.

The CHAIRMAN. In effect that provision was intended to take the
higher of the 2 years?

Mr. MORGAN. That is right.
The CHAIRMAN. So if there had been a discrepancy between his

income tax liability in 1942 as against his income tax liability in 1943,
you would take the higher of the 2 years and make him subject to
that tax?

Mr. MORGAN. That is right.
The CHAIRMAN. That is what that was designed for; that was the

underlying reason?
Mr. MORGAN. Yes.
Senator WALSH. His estate would have to pay that tax anyway,

wouldn't they, under the present law?
Mr. MORGAN. The $859,000?
Senator WALSH. Yes.
Mr. MORGAN. Oh, surely.
Senator WALSH. They would have to pay it anyway under the

present law.
Mr. PAUL. At the estate tax rates.
Senator WALSH. They would pay the income tax, too?
Mr. PAUL. Oh, yes.
Senator WALSH. So you simply make him pay the income tax that

he or his estate would pay anyway under 1the existing law?
Mr. MORGAN. If he died in 1942 you forgive him to the extent of

$1,050 and no more-
Senator BYRD (interposing). Suppose there was a loss in 1940,

would you take that then-
Mr. MORGAN (interposing). In 1940?
Senator BYRD. Yes. Suppose the taxpayer had an actual loss in

1940?
Mr. MORGAN. His income would be zero and it would be the excess

of $1,000,000 over zero.
Senator BYRD. You took that as a base, and I thought perhaps you

would take the loss into account. To Carry that down to smaller
figures, suppose a man in 1940 had no income, and in 1942 and 1943,
for 1 year he earned $10,000 and for the other year he earned $15,000.
How much total tax would he have to pay?

Senator BARKLEY. Why do you take 1940, 1942, and 1943? Why
do you skip 1941?

Senator BYRD. That is what the Carlson bill does.
Senator BARKLEY. But not the one they passed?
Senator BYRo. No. It seems to me that under this bill there would

be a number of people, even with smaller incomes, that would have
to pay a large part of their current earnings in taxes. Before you



15 CURRErNT TAX PAYMEN
T

S ACT OF 1943

answer that, isn't this a new provision of the Carlson bill; was that
in the original bill, this antiwindfall provision?

Mr. MORC.AN. Well, it was in the bill that was offered as 'an amend-
ment when the House first considered the matter, only the figures
were different. The 1942 and 1943 incomes had to exceed the 1941
income by more than $50,000, and the tax was 25 percent on the first
$500,000 of excess and an additional 25 percent on the excess over
$500,000.

Senator WAM sH. But there were no windfall provisions in the
original Ruml plan?

Mr. PAUL. The original Rmnl plan didn't have pny but the plan
voted on in the first debate in the House did have some windfall
provisions, including the one Mr. Morgan just described. Those
windfall provisions di1 not have very much effect by way of reducing
the cancelation, 1 don't think more than $60,000,000.

Then in the second debate a totally different and more strenuous
antiwindfall provision was inserted of the type that Mr. Morgan first
described.

Senator CLARK. It is a fact that while the plan outlined by Mr. Rural
here originally didn't contain any windfall provisions, Mr. Ruml in
his testimony before the subcommittee of this committee last summer
did advocate windfall provisions, didn't he?

Mr. PAUL. He advocated not applying the cancelation to capital
gains.

Senator CLARK. He said it was very easy to draw up windfall
provisions and advocated them; so it is hardly fair to say that the
Rural plan didn't advocate any windfall provisions. 1 recall very
well his testimony before the subcommittee, and I am sure Senators
Danaher and Gerry will recall it equally well, and if not 1 have the
record down in my office.

Mr. PAUL. I remember that he did recommend not having the
forgiveness apply to capital gains, that is true, but that is only one type.

Mr. MORGAN. Answering your question, Senator Byrd, if he had
an income of zero in 1940, and in 1942 he had an income of $10,000-
this is after exemptions-and in 1943 an income of $15,000, be would
have to pay in 1943 a tax on $15,000, which is $4,052 without the
Victory tax, and he would have to pay, in addition to that, the excess
of the 1942 income over the 1940 income plus $5,000. So his total
1943 burden would be $4,052, which is his regular burden, plus
$1,050 which you might call his windfall burden, or a total of $5,102
without the Victory tax.

Senator BYRD. There would be many such instances where that
particular antiwindfall tax would increase the taxes, because there
has been quite a variation in earnings between 1940 and 1942 and
1943; isn't that the case? I mean you estimate $900,000,000 recovery,
don't you?

Mr. PAUL. A little more than that, I think it is one-billion-one
hundred-million-dollars odd.

The CHAIRMAN. If there are no further questions of Mr. Morgan
the committee will go into executive session as there are some matters
that we wish to determine. Tomorrow morning, Mr. Stair and the
representatives of the Treasury Department, we will ask you to be
back with us.

(Whereupon, at 4:30 p, in., the committee went into executive
session). i
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FRIDAY, MAY 7, 1943

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to adjournment, at 10:30 a. m., in

room 312, Senate Office Building, Senator Walter F. George (chair-
mal) presiding.

Tile CHAIRMAN. The committee will come to order, please. Has the
Treasury any further suggestions this morning?

Mr. PAUL. No, Mr. Chairman.'
The CHAIRMAN. All right, Mr. Stam, we will hear from you.

STATEMENT OF COLIN F, STAMP, CHIEF OF STAFF, JOINT
COMMITTEE ON INTERNAL-REVENUE TAXATION

Senator CONNALLY. Mr. Stam, if you would hold up a minute, I
would like to ask Mr. Paul one question.

Mr. STAM. Yes, sir.
Senator CONNALLY. As I understand your testimony yesterday,

you prefer the Ways and Means Committee bill.
Mr. PAUL. That is right.
Senator CONNALLY. Is that in such shape that if the committee

here should decide to do it we can just adopt it in lieu of the House bill
and send it to Congress?

Mr. PAUL. It is all prepared. It is drafted.
Senator CONNALLY. It is all completed?
Mr. PAUL. Yes.
Senator CONNALLY. Thank you.
The CHAIRMAN. All right, Mr. Stam, we will be glad to have your

views regarding this bill before us.
Mr. STAM. Mr. Chairman and gentlemen of the committee, we

have made quite a study of the House bill. This plan was presented
in the Ways and Means Committee and discussed somewhat at length
at that time and later, of course, it, was incorporated in the bill and
presented on the floor.

The CHAIRMAN. You refer to the bill that was adopted?
Mr. STAM. I refer t9 'the bill that was adopted. We do not feel

that this bill accomplishes the purpose which is sought.
Senator DAVIs. That is the House bill?

, Mr. STAM. That is the House bill.
Senator CONNALLY. You talk about not accomplishing the purpose

which is sought. It depends on who is seeking the purpose. If a
fellow wants the Rural plan and does not want to pay any tax in 1942
at all, of course it does not meet with his purpose, and it os not meet
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the purpose, on the other hand, of trying to get some money into the
Treasury.

Mr. STAM. It does not meet the purpose of getting the people on a
pay-as-you-go basis.

Senator CONNALLY. The Ruml plan is pay-as-you-go but it is all
"go" and no "pay." Is that about it?

Mr. STAM. The Ways and Means Committee bill and the Ruml bill
place all taxpayers on a current basis. This bill does not do that.
This bill only places taxpayers on a current basis if they are in the
first surtax bracket. The other taxpayers that are not in the first
surtax bracket, or I mean that have incomes above the first surtax
bracket rate, are not made current under this bill. They have to go
ahead each year and make two computations.

The House bill will cost almost as much as a complete forgiveness
of 1942 liabilities. Complete forgiveness of 1942 liabilities will result
in a cancelation of 9.5 billion. This House bill will result in a cancela-
tion of a liability of 7.2 billion, or 76 percent of the total 1942 liability.
Thus, there is a difference of only 2.3 billion or 24 percent between
this plan and complete forgiveness of 1942 liability.

It is argued that the amount of this forgiveness can be recaptured
by an increase in rates in 1943. To do so, will be the equivalent of
taking from the taxpayers in the fall that which was given to them in
the spring. In addition, in the case of now taxpayers, there will be a
recapture from them, although they received no forgiveness.

Under the House bill all but 4,000,000 taxpayers have 100 percent
of their 1942 liability canceled. Taxpayers above the first bracket
will not be fully current. This group above the first bracket con-
stitutes approximately 4,000,000 of the estimated taxpayers. Only
taxpayers up to the following net incomes will be fully current:

SINGLE PERSON
No dependents ------------------------------------------------ $2, 500
1 dependent --------------------------------------------------- 2, 850
2 dependents -------------------------------------------------- 3, 200

MARRIED PERSON
No dependents ------------------------------------------------- 3, 200
1 dependent --------------------------------------------------- 3, 550
2 dependents --------------------------------------------------- 3, 900
3 dependents --------------------------------------------------- 4, 250
4 dependents ...... ------------------- -------------------- ----- 4, 600
The remainder of the taxpayers will have to carry over a part of their
liability for the prior year in addition to paying their basic liability
for the current year. Thus, the taxpayer who is above first surtax
bracket will be required to go through several complicated computa-
tions in determining his tax liability. First, he will be required to
file his return for the preceding year, making adjustments therein for
his basic liability for that year. Second, lie will be required to esti-
mate his income for the current year in order to pay the basic rate
for the current year. The Bureau of Internkl Revenue indicates that
it will require three separate accounts for each taxpayer. Theso
taxpayers will resent being required to mdke computations for 2
separate years, when the Making of such computations does not put
them on a current basis. 'When it is considered that the taxpayers
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who must make these double computations year after year contribute
about 60 to 65 percent of the total individual income tax, it is believed i
that there will be some justification for such resentment.

These figures are supported by the following data, taken from
estimates furnished by the Treasury Department from the record ,.
of the public hearings, which show that persons having surtax net '
incomes above $2,000-that is, net income above $43,200 in the case
of a married person with no dependents, or above $2,500 in the case
of a single person-will account for approximately 60 to 65 percent of V
the total tax liability for the calendar year 1943.

TAuBL, 1.-Estimated tax liability under present law, at income levels estimated for
the calendar year 1943, distributed by net income classes

Cumulative distribution from-
S lm distri.

Net inombution Lowest-income Highest-incomeclass class

Amount Percent Amount Percent Amount Percent

Under $1000 ------- ----------------- $359 2.09 $359 2.99 $11,989 100.00
$1(00 to $2,000 ......... .............. 2,534 21.14 2,893 24.13 11,6.30 97.01

$2,000to $3,000 ............................... 1,395 11.64 4,288 36.77 9,096 75.87
$3,000 to $4,000 ............... ................ 1,243 10.37 5,531 40.14 7, 701 64. 23
$4,000 to $5,000 ................................. 874 7.29 0,409 53.43 6,458 53. 86
$5,000 to $10,000- .........................----- 1,233 10.28 7, 638 371 6,584 46. 57
10,000 to $26,000 .......................... 1,385 11.55 9,023 75.26 4,351 30.29

$25,000 to $100,000 ................... ..... 1,710 14.26 10,733 89.02 2,96 24.74
$100,000 to $200,000 ....................... . 570 4.75 11,303 04.27 1, 2 10. 48
$200,000 to $500,000---- ..........--------- 391 3. 30 11,698 97.67 080 5 73
$000,000 to $1,000,000 ............................ 180 1.00 11,878 99.07 291 2.43
$1,000,000 and over ............................. 111 .93 11,989 100.00 111 93

Total---- ................................ 1,980 100.00--- ....... .... .. --.

NoTE.-Figures are rounded and will not necessarily add to totals.
Source: Treasury Department, Division of Research and Statistics.

On the other hand, if such taxpayers-that is, these 4,000,000 tax-
payers that are not made current, and must carry over this old
hability-desire to become current, they will have to pay an addi-
tional amount, which tinder the plan consists of their upper-bracket
liability for the current year. In other words, they are required under
the bill to pay their back-year liability, and if they want to get current
they would have to, in addition to that, pay the upper-bracket liability
for the current year. In several instances the additional amount will
be such that it will greatly exceed the taxpayer's net income. The
total payment required of a person with $50,000 net income who
,desired to become current would be $44,215; in the case of a person
with $100,000 of net income, the total payment would have to be
$114,956.

Now, I want to make it clear at that point that this House bill
does not require the taxpayers to pay this additional amount, because
they can still stay under the old system and pay the upper part of their
liability for the prior year, but if they want to get current and be placed
on the same basis as other taxpayers, then they will have to pay this
additional amount.
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That the House bill discriminates against the taxpayers who con-
tribute most of the tax liability is shown by the following table:

TABLE II.-Single person, no dependents-amount and percent of 1942 tax forgiven
under House bill (Robertson-Forand plan)

1942 tax 1942 tax

Net income before personal exemption under under
existing law House bill

$.00.$15.40 .... . . . .
$70 ----------------------------------------------------- 43.00 ..........-$800 ---------------------------------------------------- - 52.20 --- _ ------

$ 1 , 0 00...........89. 00......
$ 1 ,2...........0 0:::: ::::L:'::' 126.8o) .....

$1,00 .................................................... 189.00 .........
$1,000 ----------------............... ---------------- 2 .0 -

12,500 .................. .......... I ..................... 236.20 ---- ----

$2,000 ------------------------------------------------- 2(.00 ......----

$,oo0---- ------------------------------------ 390.00 046'$000- ........................ -------------------------- 4 0 96
115000 .................................................... ,281. 00 3,9

$20,000 ..........................................------- 0,00
$20,000 ............................ ----------------------- 9,2. 00 5,068

26,811.00 10,490
$2I' ---------------------------------------- 04641.00 46,80
$85,000 ----------------------------------------- 14, 10, 1496

$5003-------------------------------------------- 414 2,100 395100,000 -------------------------------------------------- 04,641.00 45,820
$250,000 ---------------------------------------........... 104, 616. 00 147, 295

$5000,000 -------------------------------------------- 414,616 00 319,795
$l,W0 ,000( ------------------------------------------------- 854,6 0 664, 795

$2,000,000 ---------------------------------------------- 1,734, 010.00 1,354,795
$5,000,000------------------------------------------------ 4, 374, 610. 00 3,424,795

Percent
1942 tax of 1942
forgiven tax
tinder forgiven
House under

bill House
bill

43.00
52. 20
89.00
125.80
181.00
236.20
273.00
365.00
457.00
825.00

1,745.00
2,071.00
3, 621.00
4,671.00
9, 321.00

18,821.00
47,321,00
94,821.00

189,821.00
379,821.00
949,821.00

100.00
100.00
100.00
100.00
100.00
100.00100.00
100. 0
100.009. 82

89.07
73.01
61.18
53.13
47.49
36.1

241.1224.3
22.87
22.21
21.00
21.71

TABLE III.-Married person, no dependents-Amount and percent of 1942 tax
forgiven under House bill (RobertsonoForand plan)

Percent
1942 tax of 1942

1942 tax 1942 tax forgiven tax

Net income before personal exemption under tinder under forgiven
existing law House bill House under

bill House
bill

1.200 ......................................................... F....... ............ I ------

,6-................................................. $14.00

100 ............................ 1...................... 1403 .00
282.20

7.462.00
2 0000--------------------------------------------- 2,6.80
,30 ---------------------------------------------- 4,02.0

$0000 --------------------------------------------- ,12.00

25, 828.00
$100,000 ------------------------------------------------ 406 .00

$26f0,000---------------------------------------4..... 14, 000. 00
$ ,00 .................................................. -06.00

8 4000.00

50 -1000 ................................................ 1,734,000.00

00 .. .......... .................... 4,374,000.0

:..........'

54
640

1,114
2, 964
4,782

16,140
45,372

146,812
319, 312
664,312

1,36, 312
3,424,312

103.20
140.00
232.00
360.80
379.2
692.00

1,612.00
2,638.00
3,488.00
4,438.00
9,188.00

18,888.00
47,188.00
94. 88800

IO, 688, 00
379. 688. 00
949,688.00

OW. V0100.00
100.00
10).00
1(0. 00
09.22
f02.76
74.91
62.04
54.06
48.13
36.28
29.17
24.32
22.87
22.21
21.90
21.71
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If you will look at this table, you will see the amount and the percent
of the 1942 tax forgiven under the House bill. You will notice there
that in the case of a $500 net income befcre personal exemption there is
no tax. In the case of a $600 income, 100 percent of the tax is for-
given, and the 100 percent runs all the way up to net incomes of
$2500.

You will notice as the income increases the percentage of forgiveness
decreases, so that when you get down to the $5,000,000 man he has
only 21.71 percent of his 1942 tax canceled.

Now, in the case of a married man with no dependents, table III
shows the same picture. You will notice that up to $3,200 of net in-
come 100 percent of the 1942 liability is canceled, and that decreases
according to the size of the income, so that up at the top there is 21.71
percent forgiven of the 1942 liability.

Senator DANAHER. Question, Mr. Chairman.
The CHAIRMAN. Yes, Senator Danaher.
Senator DANAHER. On page 2, at the bottom of the page, you have

a reference to "See par. 6."
Mr. STAM. That should be page 6.
Senator DANAHER. Thank you very much.
Mr. STAM. The difficulty of carrying on the books an assessment

for 2 separate years will add undue complications to our tax laws.
If there is anything about the tax law which should be simple, it
should be the computation of the tax. Not only will these computa-
tions unduly burden the taxpayer but they will severely increase the
administrative difficulties in the collectors' offices and the Bureau
of Internal Revenue. The collector will be required to double his
posting work. Instead of four payments to post-which he has now-
he will have eight payments covering 2 years, part for the basic
liability and part for the back liability. The chances of error are
increased because of payments made sinultanecously by a taxpayer
for two separate and distlct tax-year liabilities. That is, he is
paying his tax partly for the back year and partly for the current year.
It will be necessary to list the first-bracket liability separately from
the upper-bracket liability for the entire year, instead of the entire'
tax as one amount.

Many taxpayers will send in one check in payment of their liability.
It will be necessary for the collector's office to determine what part of
the amount belongs to the current liability and what part belongs to
the back liability.

Refunds and credits will be further complicated by the splitting up
of the year. For example, a taxpayer filing his return on March 15,
1944, might show a normal tax and first surtax bracket liability of
$100. The upper-bracket liability will amount to $50. The ques-
tion would have to be determined as to whether the interest will run
on the first-bracket part which was paid currently in 1943 from the
date of payment in 1943 and as to the upper brackets from the date
of payments in 1944. In the case' of refunds, if interest should run
from the date of payment in 1944, it would appear that the taxpayer
whose income is above the first bracket will lose a year's interest on
the amount paid in 1943, that is, unless they have to separate these
amounts.

': - =: - L . L 4 ,
.
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The following taxpayers will have to pay the following additional
amounts in order to become current:

TABLE IV.-Single person; no dependents

Net Income before personal exemption Penalty Net income before personal exemption Penalty

.................................... $15 $20,000 ................................. $3,105
000 .................................... 45 $25000------------------------- -,055

$5,000--------------------------------96 $50,000-- .......................... 16,490
6,000 .................................... 165 $00,000 ............................ 3 45,820100oo ...................................... II 1 5 $o,ooo ................................ 319,111
10,000 ................................... 645 | $1,000,000--------------- - ,-654,795

$15,000 ................................. 1,695 $5,000,o .............................. 3,424,7

In the case of a single person with a net income before personal
exemption of $3,000, if he wanted to become current he would have
to pay an additional amount of $15, whereas people below that income
bracket would pay nothing. In the case of the $15,000 man, in order
to become current he would have to pay $1,695 as compared with the
$15 paid by the $3,000 man, and in th3 case of the $100,000 man, he
would have to pay $45,820 to become current, as compared with the
$5,055 of the $25,000 man. Other tables which I now insert, further
illustrate this point.

TABLH V.-Married person; no dependents

Net income before personal exemption Penalty Net income before personal exemption Penalty

'4,000: -------------------------------- $24 $25,000 .................................. $4,782
5,000 .................... ............ 54 $50,000 .................................. I ,140
6,000 .------------------------------- 116 $100,000 -..................------------- 4,372
000-----------------------....... 288 $50,000---------------------------319,312
1000-------------------------- W $1,000 ................................. 604,312

$15',000 ............................... 1,514 $5,ooo,000 ................................ 3,424,312
$20,000 ............................0- -..

TABLE VI.-Married person; 2 dependents

Net income before personal exemption Penalty Net income before personal exemption Penalty

S,000 ..............I-.................... $ 2,0 ................... ......... $4,509
, .000 -------------------------------- 3 $,000 ................................. 10,70

$6,00M ................................ - 0....... .10,00--------------- - 44,924
$9,00------------------------------- 215 $5W000 ................................. 318829

,o ........... .................. 431 l,000,0M 0....... 6 0382
$15,000 --------------------------- 1,33 $51,000,000 .......-------------- - 3,423,829
$20,0007---- ------------------ 2,733

TABLE VII.-Total burden to become current in 19/48 under Robertson plan-ingle
person, no dependents

Income Income
Net income tax plus Penalty Total Net income tax plus Penalty Tot

gross Vic- gross Vic y i
tory tax tory tax

CUM .............. $07 $15 $622 $20,000 ............. $7,8 $3,505 $11,0 1
,000- ........ . 877 45 922 $25,000 ----------- 10,984 8,055 10,039
OO -..... --------- 1,107 95 1,202 $0,000-", -- 28,558 10,400 45 048

1,470 1 1,041 70,165 45,820 115,85
,000. ...... . 2,151 3 65 2,520 $500,000..-.--- 442 363 319,795 762,158

2,914 645 3,6509 $1,000,000 9. 00,000 664,795 1,004,795
$10,000------------5,168 1,095 0,863 $5,000,000 .......... 4,00, 000 3,424,795 7,924,795
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TABLE VIII.-Married peron-no dependents

59

Income Income
Net Income ,ar Ps penalty Total Net Income tax Plls. Penalty Total

tory tax tory tax

$4,000 ............. $723 $24 $747 $25,000 ----------- $10, 578 $4,782 $15, 365)
$5,000_ ........... 993 04 1,047 $50,000--- ......... 28,075 16,140 44, 218
$6,000 .............. 1,291 116 1,410 $100,000 ........ 69, 084 45,372 114,056
$8,000 ........... 1,945 288 2,233 $500,000 ........- 441,747 319,312 761,059
$10,000- ---------- 2,676 840 3,216 $1,000,000 .......... 00, 000 66, 312 1,564,312
$18,000 ............ 4,854 1,514 6,368 $5,000,000 .......... 4,900,000 3,424,312 7,924,312
$20,000 ............. 7,532 2,964 10,496

TABLE IX.-Married person-2 dependents

Income Income
Not income tox sse Penalty Total Not income gross Vtc. Penalty Total

gross Vic aros NeVnimcaxpu
tory tax tory tax

$4,000 .............. $089 $3 $572 $2,000 ............ 10,172 4,509 14,681
$5,000 ............... 839 33 872 $90,000........... 27,592 15,76 43,382
$6,000 .............. , 112 67 1,179 $100,000...........69,003 44,0Z4 113,927
$8,000 ............. 1,735 211 1,946 $80,0 0. . 441,131 118,829 759,960
$10,000-............ 2,48 435 2,873 $100,00 . 900,000 63,829 1,563,829
$18,000............ 4,080 1,.3 ,913 $5,000,000. 4,500,000 3,423,829 7,923,829
$20,000 ............. 7,108 2,733 9,901

Table V, married person, no dependents, indicates how much those
taxpayers would have to pay in order to become current.

The main objection, as I say, to this plan, it seems to me, is that
it does not adopt a pay-as-you-go plan for all taxpayers. It is not
treating all taxpayers alike to put some taxpayers on a current basis
and others on a partially current and partially back-tax system,
particularly when the taxpayers that have to be on that partially
current and partially back-tax system, pay from 60 to 65 percent
of the total tax liability. It is for those reasons that we did not
feel that the House bill was a proper solution of this problem.

In approaching the problem, it seems to me that we should con-
sider it in direct relation to the burden We are imposing on the tax-
payer, and also in relation to our present need for revenue. It does
not seem logical to cancel a large part of an outstanding tax, which
may have to be imposed later in the form of additional taxes. To
collect at least a part of that which is outstanding at the present
time and definitely fix the tax liability of the taxpayer for this year
would, in my opinion, be much fairer than raising the rates later on.
The additional amount to be raised should depend upon a study of
the burden tables, so that we can find out how much burden we want
to impose upon taxpayers.

In our study of this subject we have prepared numerous burden
tables to cover all the various plans, and we have approached this
subject entirely from the standpoint of the need for revenue and the
burden to be imposed upon the taxpayer.

p

I
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(The tables referred to are as follows:)

1. WAYS AND MEANS COMMITTEE BILL

Applying 1941 rates and exemptions to 1942 income instead of 1942 rates and
exemptions. Loss in revenue, $4.7 billion.

TABLE I.-Total burden tables

SINGLE PERSON, NO DEPENDENTS-TOTAL CURRENT BURDEN

Current tax plus unforgiven 1942 tax

Current tax It unforgiven If unpaid bal- If one-th
Net Income before personal exemption Including gross 1942 tax Is pai anco of unter tird of

Victory tax , Il full oil or d given 1942 tax tan is |paid on

ta for Mar Isid on or torgs pion 4
before Mar. 10, before Mar 10 eact install.

144 045 i nent date

$500 .......................... ....................... ......... ................
$600 ................................... $17.53 $17.03 $17.53 $17.53
$750 .................................... 53.47 53. 47 53.47 53.47
$800 .................... 0............... 65.44 60.44 65.44 65.44
$1,000 .................................. 113.36 126.99 120.47 118.19

$1,200 -------.......................... 161.27 102.20 177.39 172.24
$1,500 ................................. 233.13 290.00 262.78 253.30
$1,800 .................................. 305.00 387.81 348.17 334.37
$2,000 ...-............................. 352.91 453.02 405.10 388.41
$2,500 ................................. 472, 0 i16. 04 547.42 523.52
$3,000 ................................. 607.47 b01.11 708.41 076.14
$5,000 .................................. 1,160.8 1,000. 86 1,302.00 1,320.58
$10,00 ................................. 2.014,36 4,287.01 3. .0 20 3,401.33
$15,000 ................................. 5.168.13 7,940.04 6,613.38 6,151, 2
$20,000 ................................ 7,895.91 12, 472.43 10,281, 5 9,518.79
$2,000 ................................. 10,083.69 17,711.07 14,490.78 11,369.46
$50,000 ................................. 28,057.58 48,112.73 38,751.22 -5. 402.03
$100,000 ................................ 70,10. 36 120.148.18 06. 220. 24 87.889.70
$250,000 ................................ 208,473.609 357,462.86 286,138.20 201,300.73
$500,000 ................................ 442, 362. 68 767,036.70 611,88.24 557,672.55
$1,000,000 ............................... 00,000. (K) 1,589,410.9 1,259,376.90 1,144,474.0
$2,000,000 ............................... 1,80,000,00 3,232,013.30 2,546,475.02 2,307,800.10
$5,000,000 ............................... 4, 500, 000. 00 8,188,006.08 0,422,471.20 6,807,803.57

1 Computed on a gross income reduced by 10 percent In arriving at specified net income.

I Assuming equal payments made in 1944 and 1045.,
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The-following table shows the total current burden in the case of a married
person with no dependents if current liability is paid and unforgiven 1942 tax is
paid in.1, 2, or 3 installments.

MARRIED PERSON, NO DEPENDENTS-TOTAL CURRENT BURDEN

Current tax plus unforgiven 1942 tax

Current tax If unforgiven If unpaid bal- If one-third of
Net income before personal exemption including gross 1942 tax I anco of unfor, unforgiven 1942

Victory tax ' in full on or given 1942 tax tax is paid on
before is paid on or each install.

1944 bforar. m nt date

$1,200 .................................. $35.47 $35.47 $35.47 $35.47

$1,500 .................................. 100.13 100.13 100.13 500. 13
,00- -................................. 172.00 192.30 182.59 179.20

$2.000 .................................. 219.91 257.51 230.51 233.24

$2.b00 ................................... 339.69 420.53 39i.83 3M8. 36
$3,200 --------------------------------- 507.38 644. 76 6581 08 557.51
$3,300 ................................... 634 33 685.76 613.27 588.03

$5.000 ................................. 092. 58 1,328.72 1,107.81 1,111.78
$10,00 ................................. 2,676.36 3,890.76 3,309.40 3,107.00
$15,000 ................................. - 4,854.13 7,30.42 6,179.37 5, 7.5565
$20,000 -------------------------------- 7,531.91 11,838.13 9,776.04 9,058.93
$25,00 ................................ 110,577.69 16,092.93 13,921.65 12,852.49
$50,000 ................................. 28, 074.58 47,243.81 38,067.05 o4,872.18
$100,000 ................................ 69, b84.36 110,124.80 95,4,8.64 87,151.89
$250,000 ................................. 207,857. 69 356,372.05 285,274.75 260,522.36
$500,000 ................................. 441,746.58 766.410.94 610, 8, 64 56,877.91
$1,000,000 ............................... 900,00 .00 1,588,901. 66 1,259,108.26 1,144,291.33

4$2,03,),000 --------------------------- 1,800,000. oo 3,231.492.16 2,546,203.36 2,307,621.33
$5,t(xX600------------------------4,500,000. 00 8,187,473.36 6, 422, 193. 56 5,807,614.67

I Computed on a gross income reduced by 10 percent in arriving at specified net Ineome.
I Assuming equal payments made in 1944 and 1945.

-86800-48- 15



TA]oLa 2.-Married person, no dependents-amount of forgiveness of 1942 tax under various percentages forgiven

Netnoe 942tax If 10per- If 20 per- It 25 er If 30 per- It 40 per- If 50per- If 60 per- If70 per- If 75 per. IceSDtr- If 0 per-
before under cent is cent is cent is cents cent is cent is cent is cent is cent is rents cent is

Personal forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgivenexemption law

$1,200 .................
$1,00 --- M.00
$1,800 .... 103. 20
$2,000 ----- 140. 3
$2,500..-. 230o
$3,200 380.80$360... 382. 20
$5,000.... 746.0

$10,000 .... 2, M. 00
$15,0M0 .... 4,052.00
$2O.000 .. 6,452.00

5,00... 9,220.00
o.000 -... 25,328.00

$100,000. 64,060.00
$2,00o0.__ 194,000.00
$190,000. 414,000.00
$1,090,000 84000.00
$2,000,000-. 1,734,000.00
$5,000,00._ 4,374, O.0 0

$4.80

10.32
1400
23.20

3.22
74.60

215.20
405.20
645.20
92100

2,532.80
6,406.00

19,400.00
41,400.00
85,400.00

173,400.00
437,400.00

$9.60
20.64
23.00
46.40
72.16
76.44

149-20
431.40
810.40

1,290.40
1,844.00
5,065.60

12, 812.00
3,800.800
82,800.00

170,800.00
346,800.00
874. 800.00

$12.00

2&.80
35.00
58.00
90.20
95.55

186.50
533. 00

1,013.00
1,-613. 00
2,305.00
6,332.00

16,015.00
48,500.00

103,500.00
213,500.00
433,500.00

1,093,500.00

$14.40

30.96
42.00
69.60
103.24
114. 6
223.80
645.60

1, 215.0
1,935.0
2,766.00
7,598.40

19,218.00
1K,200.00

124,200. 0
2M. 200 00
520,200.00

1,312,200.00

$19.20
41.28
56.00
9180

144.32
151 88
298.40
80.80

1,620.80
2, 80. 80
3, 68.00

10,131.20
25,624. 00
77,600.00

165,600.00
341,600.00
693.,00.00

1,749,600.00

$24.00
51.60
70.00

116.00
180.40
191.10
373.00

1,076.00
2,026.00
3,226.00
4,610.00

12,664.00
32,03O. 00
97, 000.00

207,000 0
427,000.00
867,000.0

2,187, 00. 00

$28.80
61.92
84.00

139.20
216.48
229.32
447.60

1,291.20
2,431.20
3,871.20
5,52.00

15,196.98
30,436.00

116.400. 0
248. -500.00
512,400.00

1, W,400.00
2,624,400.00

$33.0
72.24
98.00

162.40

257.14
522.20

1,106.40
2, 836.40
4,516.40
6,454.00

17,729.0
44.842.00

1, 80.00
259,S00.0
597,800.00

1, 213, 8M.00
3,061,M800.6

$30.00
77.40

105.00
174.00
270.60
26. 65
559.50

1,614.00
3,039. 00
4,839.00
6,915.00

18,90.0O
45,045.00

145. 500. 00
310,500.00
640,500.00

1,300.500.0
3,280,500.00

$3&.40
8156

112.00
1M5 60
28. 64
395.76
595.80

1,721.60
3,241.0
5,161.60
7, 376 00

20.262.40
51,248.00

155,200.00
331,200.00
6A. 200.00

1, 387, 200. 00
3,499,20.00

$43.20 e

r8o918 80

324.72
343-9s3
671.40

1. 939.80
3,06.80

8,2 9. 80

27920 00114. 00

372,600. 00 -768.600.00

1. 60, 600. 00
3,936,60D.90 "6



TABLE 3.-Married person, no dependents-amount of unforgiven 1942 tax under various percentages forgiven
1

Net in. I Unforgiven 1912 tax
come 1942 tax
before under ex- I if 0prpersonal isting law If10 percent If 20 percent If 2 percent If30 percent if 40 percent If 50 percent Sf60 percent If 70 percent if75 percent[ centS r- If 0 per

exemption is forgie is frie is forgiven is fogiven is forgiven is frgiv sfrie sfrie ogvn frie
rg forgiven forgiven

$1,500 - $48.00 W 44.20 $34.40 $36.00 SU4.60 $28.80 $2C.00 819.20 $14.40 $12.00 $9.60 $4.40
$1,800 8--16 103.720 9 88 825 777. 40 72. 24 6L 92 51. 60 41.28 30.96 25.80 20.64 10.32
$2,00---- 14.00 126.00 11200 105.00 9.00 84.00 70.00 14.00 4200 25.00 28.00 14.00
S2,500 ----- 32.00 204.80 185.0 174.00 162.40 139.20 11.00 92.80 69.60 58.00 4.40 23.20
$3,200 ----- 360.80 324.72 2880 4 270.60 252.56 216.48 180.40 144.32 108.24 90.20 72.16 36.08

..,.. 34220 343.98 305.76 284.65 267.54 229.32 19L10 152.88 114.66 95.55 76.44 38.22
5.00..... 746.00 67L 40 596.80 559.50 522.20 447.60 374.0 0 298.40 223.80 184 50 149.20 74. 60
1-,000-.... 2,112 00 1,934.80 1, 72L 60 1,614.00 1,b16. 40 1, 29L 2D 1,074.00 86M.80 641.60 134.00 430.40 215.20

$15.000 .... 4,052.00 3,6. 80 3,245.60 3,039.00 2, 836.40 2,431.20 2,026.00 1,620.80 1,215.60 1,013.00 810.40 405.20
$20,000.... 6, 42. 00 51,80.80 5.16L 60 4,839.00 4,51.40 "3,871.20 3,224.00 280.80 1,9560 L 61300 1,290.40 645.20

,5,00C .... 9,220.00 8,298.00 7,374.00 0,915.00 ,44.00 & 532. 1 4,610.00 3,6M 00 2,704.00 2,305.00 1,844.00 922.00
50,000 .... 25,328. 0 22,79& 20 20,262.40 13,994.00 17,729.60 15,196.80 12 664. 00 10.13L 2D 7,598.40 5,33200 5,063.60 2,532.80

$100,000.. 64,060.00 7, 4. 00 51,244.00 48,045.00 44, 84 00 3,436.00 32, 030. 00 25,621.00 19,218. 00 16,015.00 12,812.00 4,406 00
$250,00-.. 194,00.00 174,600.00 155,200.00 145,500.00 135,800.00 110,400.00 97,000.00 77,600.00 58,2 0. 00 48,500.00 38,890.00 19,400.00
$500,000... 414, 000.00 372,600.00 331,200.00 310,50. 00 289,800.00 248,480.00 207,000.00 165. 600.00 124,200.00 103,500.00 82 80.00 41,400.00
$1,000.00. 854,000.00 768,600.00 683,200.00 640,1M0.00 597,800.00 512,400.00 427,000.00 341,600.00 256,200.00 213, 5W.00 170,800.00 95,400.00
$2,000,00. 1, 734, 000. 00 L M,,600.00 1,387,200.00 1, , 380.00 1,213.800.00 1,040,400.00 867.080.00 693,600.00 520,200.00 433,500.00 346,800.00 173,400.00
$5,M.000- 4,374,000.00 3,936.600.00 3,49J,200.00 , O 061,800.00 2,624,400.00 ,187,6 03.00 1,749,00.00 1,312200.00 1,093,500.00 874,800.0 437,400

____ ___ ____ __ ____ ___ ____ __ ____ __ 1 47,44.0



TABLz 4.-Married person, no dependents-Amount of each inslallment if unforgiven 194- to is paid in -0 years

Net Income be-
fore personal
exemption

8 ,00 ......

$1,80 0 --.........
$2.000 -----------
$2,200 .......

$3,300 -----------

$l,000 --------
$10,000 ----------

$15,OO ------
$2DA ------
$25,000 ----------$80,000 .....

k410,000 -.-------

$5. 00 ---------
$ WO ----
t2 ".000 --------
$.00 -,000....

If40 percent IflOp percent If T0ec If rcent If7percen.l IfSpereent If90percent
is forgiven is forgiven s forgiven Is forgiven is forgiven I is forgiven is forgiven

I 1I

If no for- If lOpercent
giveneas Is forgiven

$200 $21.0
51.60 40.44
7.00 63-00

11. 00 104. 40
180.40 162.36
191.10 171.99
73. 00 335.70

1,076.00 968.40
,026.00 1, 40

3,22.00 ,903.40
4,610.00 4,149.00
%1664.00 11,397.60

32.030.00 28,827.00
97, 000.00 87,300.00

207,000.00 18 300.00
427,M .00 384,300.00
867,.000. 780. 300 00

1,187,0.o00 1,%% ,300.00

If20 parent If25percent IflOpercent
is forgiven is forgiven isforgiven

$19.20 $18.00 $16.80
41-28 38.70 3.12
M&.00 52.50 4900
9-80 87.00 81.20

144.32 135.30 126.28
152.88 143.33 133.77
298.40 279.75 261.10
800.80 807.00 753.20

1,620.80 1,519.50 1,418.20
2,580.80 2,419.50 ,258.20
3,688.00 3,457.50 3,227.00

30,131.20 9,498.00 8,864.80
25,624.00 24,022.50 22,421.00
77,600.00 72,750.00 67,900.00

165,600.00 155,250.00 144,900.00
341 600. 00 320,250.00 298,900.00
693,600.00 630,250.00 606,900.00

1,749,600.00 1,640,250.00 1, 530,900.00

$7.20
15.48
21.00
34.80
54.12
57.33

111.90
322.80
607. 80
967.80

1,383.00
3, 799.20
9.609.00

29,100.00
6, 00.00
28,1 00.00

260,100.00
656,100.00

12.90
17.50
29.0

47.78
93.25

269.00
506.50
806.50

1,152.50
3,166.00
8,007.50

24.250.00
51,750.00

106,750.00
216.750.00
546,750.00

$0.80

10.32
14.00
23.20
3X.08
38.22
74.60

215.20
405.20
645.20
922.00

2,532.80
6,406.00

19.400.00
41,400.00
85,400.00

173,400.00
437,400.00

$2.40
5 16
7.00

11.60 5
1& 04
19.11
37.30

107.60 >
202.60 M
322.60 .
461. 00 >

1,266.40
3,203.00
9,700.00 L

20, 700. 00
42,700.00 W
86, 70000 1D.

218,700.00

$14.40
30.96
42.00
69.60

108.24
114.66
223.80
645.60

1,215.60
1,935.60
2,766.00
7,598.40

19, 218. 00
58,200.00

124,200.00
256.200.00
520,200.00

1,312,200.00

rr--

$12.00
25-80

58.00

90.20
95.55

186.50
538.00

1,013.00
5, 613. 00
2,305.00
6,332.00

16,015.00
48.500.00

103,500.00
213,500.00
433,500.00

1,003,500.00

$9.60
2064
2R. 00

46.40
72.30

76.44
149.20
430.40
810.40

1,290.40
1,844.00
5,065.60

12, 81200
3aS0.00
82,800.00

170,800.00
346,800.00
874,800.00



TABLE .- Married person, no dependents-Amount of each installment if unforgiven 1942 taz is paid in 8 years

Net Income be- If no for- percent If20perrent Ifnt If0epercent Ifper rent If6ent Int If0pereent If75percent IfSfpercent If90percent
gienes Is forgiven is forgiven s forgiven - forgiven is forgiven is forgiven Is s forgiveIorgiven is forgiven is forgiven is forgiven

$1, 00...... $16.00 $1440 $12.80 $12.00 $11.20 $9.60 $8.00 $6.40 $4.80 $4.00 $3.20 $1.60
$1800.... 34.40 30.96 27.52 28.S0 24.08 20.64 17.20 13.76 10.32 860 6.88 3.44
$2,000 ------------ 4 &67 42.00 37.33 3.0 32.67 20.00 23.43 18.67 14.00 11.67 9.33 4.67

. ------------ 77.33 69.60 61.87 58.00 54.13 46.40 3.67 30.93 23.20 19.33 15.47 7.73
$3,200 ----------- 120.27 108.24 96.21 90.20 84.19 72.16 60.13 48.11 3608 30.07 24.05 12.03
S3,300 ----------- 127.40 314.66 101.92 95.55 89.18 76.44 63.70 60.96 3X.22 31.85 25.48 12.74
85,000 ----------- 248.67 223.80 198.93 1S6.o0 174.07 149.20- -.124.33 - 99.47 74.60 62.17 49.73 24.87
$10,00 ----------- 717.33 645.60 573.87 38.00 80213 430.40 358.67 286.93 215.20 179.33 143.47 71.73
815.000 --------- 1,350.67 1,215.60 1,080.53 1,013.00 45. 47 810.40 675.33 540.27 405.20 337.67 270.13 135.07

20,00. ---------- 2,50.67 L935.60 1,720.53 1,613.00 1,505.47 1,290.40 1,075.33 800.27 64a.20 537.67 430.13 21b.07
$25,000 ---------- 3,073.33 2,766. 00 2,458.67 2,305.00 2,151 33 1,844.00 1.536.67 1,229.33 922.00 768.33 614.67 307.33
$50,000 ---------- 8,442.67 7,59840 6,754.13 6.3200 5,909.87 5.065.0 4.221.33 3,377.07 53280 2,110.67 1,688.5 1 844.27
$10D.000 -------- 21.353.33 19.210.00 17,082.67 36,015.00 14,947.33 12.812.00 , 10,676.67 S.41.33 6,406.00 5,338-33 4.270.67 2.135.33
$250,000 6 -------- 64,66&67 58.200.00 51,733.33 48,500.00 45236.67 38.SM. 00 1 32.333.33 25.866.67 19,400.00 16.166.67 12-933.33 6.46667
$500,000 --------- 138,000.00 124.230.00 110,400.00 103,500.00 96.600.00 82,800.00 69.000.00 55.200.00 41,400.00 34,500.00 27.600.00 13,800.00
$1,000.000 ....... 284,666.67 256.200.00 227.73U33 213.50D.00 199.25.67 170.800.00 142,333.33 113.866 67 85,401.00 71.18s.e7, 5c,933.33 23.466.67
S2,000,000 ------- 578.000.00 520,230.00 462.400.00 433,50D.00 404. W. 00 34t 800.00 289.000.00 211,290. 0 173,400.00 144. O.00 115,600.00 57,800.00
$5,000,00_...... 1,416OD.00 1,31220(100 1,166,406.00 11,093,500.00 1.020,600.00 874,800.00 729,000.00 58 200.00 437,400.00 364,500.00 291,600.00 145,800.00



TABLE 6.-

Net income be- If no for-
forc personal giveness

exemption

$1,2W -------------------
$1,500 ----------- $12.00
$1201------------ 25.80
$2000 ----------- - 35.00
$,500 ------------ -3 00
$3,2 ------------ 90.20
$3,10 ----------- - 05.55
$5,000 ----------- 186.50
$10-00.......... 538.00
$15,000 ---------- 1,013.00

S$20,00 ---------- 1,613.00
5,000 ---------- 2,805.00

$30,000 .......... A 332. 00
$100,00o -------- 16,015.00
$253,000.---- 48,300.00

Mo00) - 10------ 1, 500. 00
$1,000,00 ........ 21,350. 00
$2,00,000 -------- 435 ,O00

, -. .,001,3 00

-Married person, no dependents-Amount of each installment if unforgiven 1942 tax is paid in 4 years

If l0percent If20percent Ifl percent If3Opercent If40pereent I50percent f6Opercent IIf70percent If75percent
is forgiven I is forgiven I s forgiven is forgiven is forgiven is forgiven- is forgiven is forgiven is forgiven

$10.80
23.22
31.50
52.20
81.18
86.00

167. 85
484.20
911.70

1, 451.70
2,074.50
5,698. 80

14,413.50
43. 650. 00

, 150.00
192,10.00

80,1 0.00
K 150.00

$9.60
20.64
28.00
4.40
72.16
76.44

149.20
430.40
810.40

1,290.40
1,844.00
5.003.60

12,812.00
3, 80. O
82,800.0O

874,800 00

$9.00
19.35

26.25
43.50
67.65
-71.66

139.88
403.50
759. 75

1,209.75
1,728.75
4,749.00

12,011.25
36,375.00
77,625.00
MEo, 125. 00

32, 25. 00
8M0,125. 00

$&840
18.06
24.50
40.60
63.14
00-89

130.55
37.60
709.10

1,129.10
1,613.50
4,432.40

11,210.50
33,950.00
72,450.00

149,450.00
303,450.00
765,480.00

$7.20
15.48
21.00
34.80
54.12
57.33

111.90
322.80
607.60
967.80

1,33.00
5,790.20
9,609.00

29,10.00
62,100.00

128, 10 000
260,100.00
636,100. 00

$6.00
12.0
17.50
29.00
45.10
47.78
93.25

269.00
506. 0
800.50

1,152.50
3,166.00.
S,007.50

20o20.00
51,750.00

106,750.00
216,750.00
546,7 5.00

$4.80
10.32
14.00

23.20
36.08
38.22
74.60

215.20
0 . 20
645.20
022.00

2,532.80O
6,406.00

19,400.00
41,400.00
85,400.00
17,400.00
417,400.00

--.----------
$3.60
7. 74
0. 30

17.40
27.00
28.07
33.95

161.40
303.0
483.0
691.50

1,8W60
4,804.30

14,550.00
31,050.00
64,050.00

130,030.00
328,050.00

-------------
$3.00

6.45
8.75
14.50
22.55
213.89
46.63

134.50
253.25,
403.25
276. 25

1,583.00
4,003.75

12,125.00
25, 875. 00
53,375.0

108,375.00
273,375.00

1180 percent I f90percent
is forgiven is forgiven

$2.40
5.16
7.00

IL 60
18.04
19.11
37.30

107.60
2092.60
322.60
461.00

1,208.40
3,203.00
9, 70.00

20,700.00
4Z M0.00
80, 700. 0

218,700.00

$12D
2.58
&.30
5.80
0.02
9.56
18.65
53.8010L30 ;.

161.30

230.50
633.20 I.

1,601.50
4, 83000 t_

10,350.00
21,350.00
43,350.00

10U,350.00 C

rap , M



TAzLE 7.-Married person, no dependents-Amount of each installment if unforgiven 1942 tax is paid in 5 years

Net income be- 15 no for- I fOpercemt If20percent fl5percentll3 prcenll percent Ifl0percent IfO percent If7O percent Uf75 percent IND percent Ifoeen
for pesoa I5 percnt IIf 0 pnct

8 einpt i n is forgiven is forgiven is forgiven I is forgiven is forgiven is forgiven is forgiven is forgiven is forgiven is forgiven is forgiven

$1,200 ----------- $-.- - -
$15M0------------ $9.60
$1, ------------ 20.64
$2,O00 -------- 28.00
$ -- -,0 - -- 40.40
$3,0----------- -72.16
$3,300 ----------- 76.44
$5,000 ----------- 142.20
$10,0 ---------- 430. 40
$15,0W} ---------- 810.40)

$20,6000---------- 1,290.40
$25,000 ---------- 1,844.00$1,000 ---------- ,65.60
$105,000 ------------ 810.40$100,000 -..... 12,812 0

$250,000 --.. . ,800.00
$S",000 - 8------- 2,8 .00
$1,0, .- 170 ,800.00
$2,000,00 - 34-- 8 ,800.00
$5,000,(00......874,010. 0

$8.64
18.58
25.20
41.76
64.94
68.80

134.28
387.36
729.36

1,161.36
1,659.60
4 59.04

1,530.68
34,920.00
74,52-.00

153,720.00
312,120.00
787,320.00

$7.6G8
16.51
2.40
37.12
57. 73
61.15

119.34
344.32
648.32

1, C32. 32
1, 475.20
4.05248

10.249.60
31,040.00
6, 240. 00

136,640.00
277.440.00
699,840. O0

.......----
$7.20
15.48
21.00
34.80
54.12
67.33

111.90
32280

607. 80
967.80

1,383.00
3,799.20
9,609.00

29, 100._ 0
62,100.00

12,100. 00
260,105.00
08 00.00

---. ------$6.72
14. 4V
19.60
32.48
50.51
53.51

104.44
301.28
567.28
902.28

1,290.80
3,545.92
8, 963.40

27,160.00
57,460.60

119,560.00
242,760.00
612,360.00

$2.76
12.38
16.80
27.84
Q.30
45.86
89.52

258.24
486.24
774.24

1,106 40
3,030.36
7,687. 20

23,20. CO
49,680.00

109,480.00
202,OSO.00
524,880.00

$4.80
10.32
14.00
23.20
36.00
3F22
74.60

215.20
40.20
645.20
92200

2,53280
6,406.00

12,400.00
41,400.00
85,400.00

173,405.00
437,400.00

&26
11.20
18.56
28.86
30.58
59.68

172.16
324.16
516.16
737.60

2,026.24
5, 124.80

15,520.00
33,120.00
68,3M.00

138,720.00
349,920. 00

$2-- -

6.19
8.40

13.92
21.65
22.93
44.76

129.12
243.12
387.12
553.20

1, 519 68
3,843.60

11,640.00
24.810. 00
51,240.00

104040. 00
262,440.00

$2.40 1 $1.92
4.13
5.60
9.28

14.43
15.29
29.84
86.08

162.08
258.08
368.80

L 013.12
2,58240
7,760.00

16,5 e.00
34,160.00
69,366.00

174,960.00

.16
7.00

11.60
18.04
19.11
37.30

107.60
202.60
32 60
461.00

1,266.40
3,203.00
9,780.00

20,700.00
4Z,700.00
88, 70.00

218,700.00

$0.96
2.06
2.80 _
4.64

7.22
7.64

14.92
81.04

506.18 *'

1,L21. 2
3, 880.00 8
8,28D.00 .

17,0S0.00
, .00

87,480.00



TABLi 8.-Married person, no dependents--Total current burden if unforgiven 194-2 tax is paid in 2 years

Net Income Current tax Current tax plus unforgiven 1942 tax under various percentages forgiven

bfore persna including .
,exemto n ...... . I f. nor- If0%.is f 20% I i f 25%Is I3 , f40 is t5 .i0% 1s . If 70% Is If 7, is f80% is . . wstory taxIl giveness forgiven forgiven forgiven fogvn forgiven forgiven fo 7'ive forgive forgiven forgiven forgiven

$120------ ~ $3.4 35.471 $35.471 $35.47 $35.47j $35.471 31 47 $35.47 $35.47~ 335.47 $54! $5.7 54

$1,5------0 100.13, VAe.13~ 12L.731 119.33 118.131 11.931 114.53 112.13 19.73 107.33 1 06.3:.7 $0.35.4 102.53$1,800 ---------- 172.00 ,,.96. 218.44, 213.28 210.70 208.12 202.96 19780 192.64, 187.48 m0 13 182.32i  177.16

$2,00 ).----- 219.91 289.91 282.91 2725.891 272.41 268.S1 201.91 254.911 247 911 24.1 237.41 M3. S01 269$2,500 --------- 339.69 455.69 444.09 432.49 425.69 420-89 409.29 37. 691 386.091 374.49 368.69 362.891 351.29
$3,200_. ------------ ,50.8 687.78 669. 74[ 6ol.70 W.68] 633.66 615.62 597. 579.54 56L 552.48' 573.46 525.42
3300-......534.33 725.43 708.32 697.21 677.66 668.10 64. 99 82988 1 .7 59. 5 II 57.5 534

ooo0 -------------- 992.58t 1,365. 58 1,3M.28, 1, 290. 581 1,272.33 1,253.681 1,216.38 L 179.08 1,141.78 1,104.48i 1,085.83 1,067.18 1,029.88
O ---------- %,676. 36t 3,7523 6 3,644.76 3,537.13 3,483.361 3, ,. 56] 3,32.96 3,214.36 3,106.76 2,9W.16 2,945.3 , %891.56 4 783.96

$20.000 ......... 7,531.91 10,757.91 10,435.31 10,112.71 9,951.41 9,790.11 9,467.51 9,144 .9 8,822 311 8,499 7"1 8,338.411 8,177.11 7,854.51 ..
$25,000 ..--....-- 10,577.69 15,187.4 1,720.0 14,265.69 14,035.19 13,804.69 13,343.69 12,882.69 12,421.619! 11, 08.69! 11,730.191 11,49969 11,038M.69
$50,000.------ 28,074858 40.738.,8 39,472.181. 8,205.731 37,572.18 36.939838 35,672081 3446 8 31011 3,7.8 1.240.588 306.38 29,340.98 M~
$100,00 .... 69,184.36 101,t14.36 98.411.36 95.208.36 93.806 881 92.005.361 88.802.36 85.599.36, 82,398.361 7, 193.361 77,591.861 75.990.361 7,787.36
$, -0. . 207,87.69, 304. 857.69 29517.69 285451.00 2,60,bWi09 271.75?6 .057-0 2A 35-, 691 246.57.69 236,957.691 232,107.691 227,257.69 217,557.69 P

-500,000-.... 441,746.58 648,746.58 62 8.046.8 607,34.58 596.9(6.88 58,646- 58! 565,946.58 545,246.58 524,546.58. 5o)s.3.5| 4S3,496-58 483,146.58 462.446.58"$,0, .. .. . 32I8-0.74602 5 . 15.eOO .OO .02.0001 .06 1. sO 955,400.001 042,700.00 c

$1,00,000-- --- 90 ,00.0 8.37,00(0.0,24,300.00249,600001420,250.0061,030 900.005 8,K200.005 1,13,000.00 iN5,37400.005 .4.0.0 ,0,50O 00.00. 4700.00$2,,000 ..... 1, 800, 000. 00 2.667, 000. !22493,600.002,450,250.0012 406.9900. ,Z 3M 000Z. 2 3,500. O 2.146.80.802, 2. 01501 7 .400.001 8 7008 .M '3$5,000,00 .300. 0000 .0 0 12.V 01 2 161000052048,750.00 9 340 4718A omp000 ------- 4,500,00.00 6,687, . 00 6,468,300. ODi6, 249 600. 006,140,250 00 6,030,9. 005, 812 .e0 5,593, b. 0e 5,i374,800. 005,156,100.00 5,046,750. 00.937,400. 004.71.700. 0

tComputed on a gross Income reduced by 10 percent in arriving at spec ,fted net Income,



TABE 9.-Married person, no dependents--total current burden if unforgiven 1942 tax is paid in 3 years

Current tax Current burdNet income ...
before personal including

gros Vi.e-. .
exemption grs Vi Ifno for- Iff1% is I1f20%sI12%i

gax veness forgiven fogie Ifrgvn
$,200.------------ 3. 47
$1.50 ------------ 10.13
$1, ----------- 172. O
32,60 ----------- 219.91
$2,5W ------------ M339.
$3,2O ----------- 1 07.38
$3,30 ----------- 534.33
$5,00 ...---------- 992. 58
$10,000 ---------- 2,676.36
$15,000 - 4, 854.13
$2,00 ---------- 7,531.91
$25, 000 ...- 1... 0,577.69
$50,0 ----------. 28,074.58
$100,000------ 69,184.35

- $250,000 - 267.857.69
$5,600 ------ 411,746.58
$10I ( OO ------- 900 0.00
$2,000,000 -.. 00. ,000,00). 0
$5,060,000 ....... '4, 0006000

$35.47
llM 13

2040
266.58
417.02
627.65

. 661.73
1,241.25
3,393.69
6,204.80
9,682.58

13,651.02
36,517.25
00,937.69

27Z,524.136
579, 746.58

1,184,666.67
2,371,00.00
5,958,000.0

$35.47 $35.47
114153 112.91
202.96 199.52
261.91 257.24
409.29 401.56
615.621 603.59
688. 991 636.25

3,2-58 1 1,191.51
3.321.96 3,250.23
6, 069.7"31 5,934.66
9,40.. 1 9,252.44

13,3 4.6 13,03. 36
35,672.18 34,828.71
88,802-361 86,667.03

$35.47
112.13
197.80
254.91
397.69
597. 58
629.88

1,1-9.08
3,21.36
5,8867.13
9,144.91

12,882.69
34,406.58
RS. 50.6R

Z00.41),. OU Z0,01 'U Wk n 2m l 6-j7
56,94.58 &52,146.58 545,246.58

1, 156, 200.001, 127, 733. 33 1,113,100.00
Z.320,200.00 2, 262, 400009 233,500.00
5,812,200. 00. 95, , 40.0 35,9 0,0.oo

& Computled on&a gross income reduced by 10 percent in arriving at specilled net income.
Computed on a gross income duced by 10 percent in arriving at specified net income.

den plus unforgiven 1942 tax under various percentages forgiven

If30%Is If400is If OI If60% i i f i s 7ts is I 80o i ifWi
forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven

$35.47 $35.47 $85.47 $35.471 $35-.471 *35.47 335. 47 $35.47
1 106.53 104.93 104.13 103.33 101. 73

196.08 192.64 89. 20 15.76 182.32 180.60 178.881 175.44
252.58 247.91 243.24 238.58 233.911 231 58 1 229.24 224. 58 8
393.82 386.09 378.3 370. 621 362.89 359.021 355.16 347.42
591.57 579.54 567.51 555.49 543.46 537.45i 531.43 519.41 -

623.51 610.77 598.03 585. 29 572.55 566.18 559.811 547.07
1,166.65 1,141.78 1,116.91 1,092.051 1,067.18 1,054.751 1,042.31 1,017.45
3,178.49, 3,106.76, 3,035.03 2,963.29 2,891.56 285.691 2819.83 2,748 09
5, 799.60 5,664.53, 5,529.46 5,394.40 5,259.53, 5,191.801 5,124.261 4,989.20
9,037.38 8,822.31, 8,607 24 8,392.18 8,177.11 8,069.1581 7,962.04 7,746.98 .

12,729.02 12,421 69 12,114.36, 11,807.02, 11,499.69 11,346.02 11,192.56 10,885.02
33,9i 45 33,140.18 32,295-91i 31,451.65' 30,607.351 30,185.25 29,763.11 2a,918.85
84.5.691 3 2. 61 0, .3 7,1.69 75,90-361 74,922691 73,855.03 71,719.09

.,.. 24,7.691 240.191.0Q 233,724.'1 227257.691 224,024.36 220,79L 02 214,324.3 6
538,346.58 M ,55+s, 58o 510,746.6h 456.946.58 483,146581 476,246.581 469,34.58 455,546.58

1,099,266.67 1,070,800.00 1.042,333.33- ui 8 '7 985,40.00 971,166.67 956,933.31 928,466.67 t
2,204,60.00 12 146,800.OO 089 .0000%031, 200.OO1973,400. 00 1,944,500.60 1,915,600.00 11,857,S800
5,520,600.00 5,374,00. 0015, 229 000.0015, 08 200.00 1, 937,40".004, SK 5W.'OO'4,791,600" 0 6 S



TABLr 1O.-Married person, no depenents-Total current burden if unforgiven 1942 tax is paid in 4 years -4
_____ 0

Current tax 01111 unforgiven 1912 tax wider vasisus percentages forgiven
Ne nom current tax

beoe perona including
exempt 1 t 3f/ is I Oisis f -70% is f o5% is if Slo, is it%,is

iens fogiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven

$1,2 -------- M;-47 $35.47 $35.47 $35.47 $35.47 $35. 47 447 $35.4 3547 $3& 47 $35.47 M3547 W.547 3347, .

$1,= ---------- 300. 13! 112.13 110. 4.7 109.73 109.13 108.13 107.33 106.13 104.63, 103. 73 103.13 102.531 101.33
$1,80 ......... 1 001 7 .so 195.22 103.54 rel. 35 190.06 187.48 s 8 90 1. 32' 179.74 178.45 177.161 174. 59

ooO ----------- 219.1 254.V1 251.411 247.9 1 2.41 240.91 237.41 23.9 230.2 22. .91i 23.41
$2,364 33--- 9. 69 397.691 ---.L89, 356.09 383.19 380.29 374.49 368.69 362. b91 3509 314.19 351.291 345.49
$3,3=- - 3--- 07.38 597.58 ba - 579.54 575.03 570.521 501150 552.48 5-M. 46 534.44 529.93 525.421 516.40
$13M1----------- 34.33' 029.88 62D. 33J 6iG. 77 601 99 bWl. 22J 591.66 582.15 5M2551 563.06 55822 553.44 54589 v
$1, 1-- -- L- -- 79.-- 2,158.1 1,IvO.431 1,141.781 " 132.4b 1, 123.3 1,104.48 1,OS. 833 1.067. 11 1, 04S. 53 1,039.211 1.029.SS1 ,1.3 >
$10,00- ---- -- 2.67 36 &214.36 31606 6 3,10&76 3,079.6 ,052.9b ZM. 9 6 2.94.36 2.89.56 2,837.76 Z.819. 89 ,7W3.96 230.16

4, ,8413 ,867.13 5,7 6 .83 5.it 53 ,613.58 5 ,563.23 61.63 5.36063 5,2593 5,158.03 2,107.381 5,02.73 4,955.43
.... - 7,531.91 9,144.91. &9683.61 8 822-35 8,741.08 8, 601-05 &499.71 3133641 Sl

7 7
.ll ~ 8.01.81 7,935.16 7, W51 7693.21

$256 ... - 10.577.69 12,88.2.69 12.52.191 12,421.69 12,306.44 12,191.19 I11.2 .69 11,730.19 1L499.69 11,269.19 11,153.94 11,038.69 10,808.19
$,000 .--.....- M074. 34,406.58 3&.77338- 33140.18 32.823.58 3,,36.L ,873.78' 31.240-58 30,607.38 29,974.1 S 29.657.59 29,340.8 29,707.78
$100,060------ 69.5%4.36 882,399.35, 83, 997.b61 82,396.56 81,595.61 80,7i94.86 79193.361 77 591.86 75,660.30! 74388.86 7,588.11 72,7S7.36~ 71. &8
$250 , .------ 207. 857. 61 256357,69 251,507.69 24-,657.69 244.23269 241,807.691 236,957.69 232.107.,1 227,257.69 222-407.69 219.982.,691 217.557.69 212,707.09
$W60000- -- 44L 746.58I H4&246. 58 534. 8K638, 524.546.58, 519,371.58 514.1196.58, 503, S46.58% 493490.5 492,146.58 42765 47,1.8 424058 5,9.8
$1.000 - 6 ------- oo (.001.1123,00.0 1,92, 150.00 ,0) ,)O80.0,6,125001 049450.00,1.0281) ' 1.006.750. 0 985,400.. 984,050.00 953.375.00 942-700.001 921,354.00
$2,000, ---0 186O.00. M,325M 081z21960150. 00:,1460M. 00, 2125,125. 02Z103,450. 00 Z00. 00, 2016.7500 7.0 0.0 ~ ),5.01,0 ,3700 ,,700.06 1,843.350.00 )9
$5AW00D----4,560&60.O 5.593500.00 5.4K4.50.00 53K4,800.00 2,320. 125.00'5 263,450005%,1(0.003.046.750.04.931,400.00 4.828. 050.06W4.7-23.375.00 4.718,-.700,4,609,350.0 OD

1 I -

I Curn ta ls"9rie 91 a ne aiu pretgsfrie

I Computed on a gross tnoome reduced by 10 percent in arriving at specified net income-

I



TADn.3 I -Married perosn, no dependents-Total current burdens if unforgiven 1942 tax is paid in 5 years

Net Income iCurrent tax I
before personiW including If no for- Iflo percent lflo percent If 25 percent'If 31percent If 40 percent It 50percentlf 6Dpercent If 70percentllf 75prcent If 80 percent If 90percentexemption I grosw Vic- givenes is forgiven is forgiven is forgiven is forgiven is forgiven is forgiven I is forgiven is forgiven is forgiven is forgiven is forgiven

tory taxI

$1,20 ....--------- $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47 $35.47
$1,6 0......... 100.13 109.73 108.77 107.81 107.33 106-8 105.89 104.93 103.97 103.01 102.53 102.05 101.09
$1,80....---------- 172.00 1. 64 190.58 188.51 187.48 185.45 184. 33 182.32 180.2 178. 19 177 16 176.13 174.06
$2,000 ....---------- 219.91 247.91 245.11 212.31 240.91 239.51 236.71 233.91 231.11 228.31 226.91 225.51 222.71
$2,500 --------- 339. 69 38. 09 381.45 376.81 374.49 372. 17 3W7.53 362.89 358.25 353. 61 35L 29 348.97 344.33 b
$3,200----------- 507.38 579.54 57232 565.11 561.50 57. 89 510.63! 843.46 136.24 529.03 525.42 521.81 814.0 X$330 - .------...-- 534. 33[ 610.77 603,131 595. 481 591.66 587. 84 58%.19 572. 55 564.-91 557. 53.-44 549. 62] 641. 97 1-

$5,000 ----------- 992.58 1,141.78 1,126.86 1,111.41 1.104-48 1,097.02 1,082 10 1,067.18 1,052. 261 1,037.34 1,029.88 1,022.42 1,007.50 '-3
$10,000 ---------- 2,676.36 3,10. 76 3,063.72 3,020.681 2,99.16 2,977.64 8 M1 60 2 991. 56 2,34S- 52 2,805.48 2,780.96 Z,762. 44 2,719.40
$15,000 .......... 4,85413 5,654. 53 5,583.49 5,502.451 5,461.93 5.421.41 5,340.37 5,219.33 5,178.29 5,097.25 5056.73 5,016.21 4,935.17
$20,00 ---------- 7,531.91 8,822.31 8,693.27 8,564.231 8,40.71 8,435.19 8,305.15 8,177.11 8,048.07 7,919.03 7,84.51 7,789.991 7.660.95..5-0 .00 . 10,577.69 12,421.69 12,237.29 12,052.89 1!,960.69 11,868.49 11,61409 01,49.69 1,315.29 11,130. 89 11,0,M.69 10.946.491 10,762.09 '.e
$30,M 0------ 28,074.58 33,140.181 32.63362 32,112- 06 .8 . .7 1.620.5 3, 0.7.38 30.00.82 29.594.261 29.SM.491 2,087.70 28.,81.14
$100,000 -------- 69,584.36 8Z 396.36 81,115.16 79.833.961 79.193.36 78.552.78 77,271.56 75,990.36 74,709.16 73,427.961 72.78736 72,146 76 70,865.56
$250,000.-....- 207,857.69 246,657.691 242,777.69 238,897.69i 236.1957.69 2-35,017.69 221,137.69 227,257.69 223,377.69 219.497.69 217,557.69 215617.69] 211,737.69 -
$910,000.---- 4 4 1 ,74 6-8  - 7 52,4658 516 '266 58 50796 S 03 ' 846' W1~s 49.706.51 491.4-96.58 483.148.58 47,8.8 465611 469_,446.58k 4S.306.58j 410.026.18 W
$1,000,000 - 9--- 0.w000. 00 1.,0,So0. 0011.053, 720.O0fl,036.640. 00'1101 100.001,019, 5.iOA011,002A. Uoo 985,400. 00 96, 320.0M 951,240.001 942,70MAO0 034,100.001 917 08G. 00$,000.000 -----.1,.. O. 01 146oo ,8W oo. 0 o 2,112,120 . oo 18 .0 , 2 .0 1, 100 :0- , .0 17oo
$2,000,0-........1,800,00-o 8,800,0o-0o2,112,129.o0012,077,440. 02,60,1 70.00 2, 008. (80.0 1.973,400001 ,938 720. 00 904.040.00 1,886.700.00i1.8, 360 o02.bl4. .) 00o.)
$5,060,000 ---- ,WO.~34800 ,8,2.51980 ,16100 5,112,360.00j5:01-4,88M.0W 4.937.,400.0014.849.920 00)'4. 762.440.00 4.718.700.04.674 960.00)4.137.480.00 '.6

CO



72 CURRENT TAX PAYMENTS ACT OF 1943

TABLE 12.-Estimated amounts of 1942 liability canceled under various alternatives,
and amount of liability remaining

Amount of Amount of
liability liability

Percentage of liability canceled canceled remaining
(millions (millions

of dollars) of dollars)

(a) Equal percentage of tax reduction for all tax-
payers:

0 --------------------------------------- 0 9,451
10 -------------------------------------- 945 8,500
20 -------------------------------------- 1,890 7,561
25 ------------------------------------ 2, 363 7, 088
30 --------------------------------------- 2, 835 6, 616
40 --------------------------------------- 3,780 5,671
50 --------------------------------... 4, 726 4, 726
60 -------------------------------------- 5, 671 3, 780
70 -------------------------------------- 0, 616 2,835
75 --------------------------------------- 7, 088 2, 363
80 -------------------------------------- 7,561 1,890
90 -------------- ------------------ -8, 506 45
100 ----------------------------------- 9,451 0

(b) House bill:
77 -------------------------------------- 7, 237 2, 214

(e).'Ruml-Carlson bill:
,- 88 -------------------------------------- 8,318 1,133

(d)_Ways and Means Committee bill:
49 -------------------------------- 4, 671 4, 780



T ADLE, 13.-Married person, no dependents-Comparison of tax payable on 194-2 income under Ruml-Carlson plan, and House bill with tax
payable on like incomes in prior years

$3,200...........................
$1,100 ............................
$3,800 ----------------------
$2,00.....................

$3,200 ..........................
$3,300........................
$3,300-- - - -- - - -- - - - - -
$5,000 .......................

$10,00 .........................
$15,000 ----------------------------
M3.000..........................
$W000 ...........................
$10JO.........................

$100,000 00........................
$210,000......................

$ ,000 ----------..................
$1,000000. ......................

$2,000,100 ----------------------
$5,000 OW --- ---------- ---------

Tax payable under-

Carlson House bill I1n 1941
plan

---- ---- ---- ---- ---- -- - $22.80
---- ---- --- ---- ---- --- 42.00

- 90.00
---- --- --- --- --- --- --- 157.20

---------- 8$.00 160.80
5 4.00 373.00

--------------. 540.00 1.., 3..00
-------- 1,314.00 2,739, 00
---------- 6400 4,614.00
-------- 4.78Z 00 6,804.00

10.3' .00 20,439.00
455,372.00 51 704.00

------------- 14,812.00 1 37,659.00
--------- - 319,31.00 345,084.00

0 664,312.00 7 5,o
-------------- ,34,312.00 1, 522,53.00

-------------- 3,424.312.00 3, M2,24.00

Tax payable in prior years

In 1940

-$11.00
38.72
42.68

528. 00

1.258.40
2,336.40
3,843.40

14,128. 10
43,476.40

146,863.60
330 155.60
717,583.60

1,510,565.60
3,916,517.60

In 1936
1937, 1938,
and 1939

$15.20
18.80
80.00

415. 00
924.00

1,589.00
2,48900
8,869.00

32,469.00
128,294.00
304,144.00
679,044. 00

1,449.019.00
3, 788,994. 00

In 1934
and 1935

$15.20
8.SO

80.00
415.00
921.00

1, 3-). 00
2,48'. 00
8,860.00

30, . 00
115,944.00
263,944.00
571,394.00

1, 24, 369. 00
3,091,369.00

In 1932
and 1933

$28.00
32.00

100.001
480.60

1,020.00
1,680.00

S520.00
8,600.00

30.100.00
115,600.900
263.600.00
571,100. 00

1,201,100-00
3,091,100.00

In 1918In 1921

$28.00
32.00

100.00
590.00

1,230.00
1,990.00
2,880.00
9,190.00

31,190.00
1297,190.00
303,190. 00
663,190. 00

1,393,190.00
3, 53,190. 00

In 1919
and 1920

$20.00
48.00
52.00

12.00
390.00

1,230.00
1,990.00

2,88000
9,190.00

31,190. 00
127,190.00
303,190.00
663,190.00

1.393,190.00
3,583,190.00

2
'.3

P0
2
'-4
On

l5.
0'-4

0

$30.00
72.00
78.00

180.00
830.00

1,670.00
2,630.00
3,720.00

11,030.00
35, 030. 00

137,030.00
323 ,030.00
703,030.00

1,473,030.00
3,783,030.00



T,&n 14.-Single person, no depem-ents-Comparison of tax payable on 1942 income under Ruml-Carlson plan and House bill with tax pay-
able on like incomes in prior years

st In , paable under- I Tax payable in prior years

before per- I
Sonalexemp- Rul-n Cr n ouebl I'm in 1941 In 4 IIn .6 93an In1932andn1937,138, a1921 1915 a

Plan and 11 1935 1914.1 a91d

$ . ........-..............................------------- -

---------- ------- 4520 127 $. 3. 2D $3.20 $&.00 $ 00 $1200 $4 . 00-------------

-1,8 -........ 69.00 2& 20 1t 00 14.00 2100 2.o00 30.00 o.oo

--- ...... 97.80 M008 24.80 24.8J 3200 32100 4&00 16-00

------ - - 117.0 4L.00, 3200 3200 40.00 40.00 60.00 moo - 00---..........

Sz"' -0--" - - - -- 1.50 wo 0.00 -0 60 0 90-00 30.oo ------------ ----

13 ,600---- .------ $15.00 20D..50 83.60' 1110 D 5.0 0 80-00 800 0 120-00 40-*00 ------ -----

- 5,0 - 9 9 2 --.... 00 482 50 in.0 6 140.00 140.00 160.00 160.00 240.00 120.00 $40-00 $20.00

,VA0.................- 645.00 1,49250 M0 40 60. 00 56.00 600.00 670.00 900 395.00 140.00 70.00

$i,00 .....--- ---------- 1, 695. Z 994.00 1,4740-. 1,104.00 1,104.00 1,140.00 1,30.00 1,750.00 770.00 240.00 120. 0

MM ------- --- 3,95.0o 4, 29.00 Z,6-40 ,834.00 1,834.00 1,900.o00 2070.01 % .0 1,251.00 340.00 I7.00

$25.-------- 4 00. 00 7,2C.00 4,259-60 2.8W. 00 0-504.00 .5.640.00 5.960- 00 ' 810.00 5,820. 00 490.00 270.-0'

$0,0 0------- --------- 1049000 20, 8L50 14,709.20 9.34.00 9,334.00 &,720.00 9,270.00 11,150.00 0-220.00 1.140.00 I70-00

00, 00------ --------- 482000 23.214.0 44,26.40 30,35400 31,404.00 30,220.00 11,270.00 35.150-00 16,20.00 3,940.O 0 ,520.00

=2 "..... ---------- i 147,29200 1%819L 50 147,57640 129284.00 116,684.00 115.720.00 127,270.00 137,150.00 60.720.00 15.90.00 10,020.00

45w,= .... -- --.-- 21 - 5654.00 330,933.20 305,224.00 261,344.00 263,720.00 303,270.0 323,150.00 192.72000 42,940.00 25,020.00

$1.000,0M00--- ---------- 66.720 733,339.00 71M-404. 40 680. 184.00 572124.200 571.220-00 693,270.00 753,150.00D 475,2M0.00 105.940-00 0 0,020.00

,.000 S.... ... , 079 1;523,13L50 1,511,397.20 1,450,174.00 1.200-314.00 1,211,220.00 1.39227000 1,473,150.0 1.130,220.00 237,940.00 1300200

$5,000,000 ........... 3,4,75.00 3,923,12.00 3,917,390.00 3,790,184.00 3.02,5.14.00 3,091,220.00 3.3,275.Oo 1,8."50O 3,140,22000 697,940.00 340,020.o0

__ _M__ _ _ I I, _ _ _-_ _-_ _ _ _ _ _ _



CURRENT TAX PAYMENTS ACT OF 1943, 75

TABLE 15.-Individual net income tax: Estimated number of taxpayers for the income
years 1942 and 1948, by size of surtax net income and type of income

ESTIMATED NUMBER OF TAXABLE INCOME RECIPIENTS

[In millions]

1942 1942

Type of Income Surtax not income Surtax net Income

Not over Over Not over Over

$2,000 $2000 $2,000 $2,000

Wages and salaries with not more than anominal amount of other Income -------- 28 20. 5 1.5 32 so 2

All other I ................................. 11 0.0 2.0 12 10, .

Total ............................... 39 35.5 3.5 44 4

ESTIMATE)) NUMBER OF TAXABLE RETURNS '

Wages and salaries with not more than a
nominal amount of other Income 3. 25 23.5 115 29 27 2

Another I-.............................. 10 8.0 2.0 11 0 2

Total----------------------------... 31 31.5 3.5 401 3

I Number of individuals receiving net income In excess of exemption.
I Including sources other than wages and salaries, and also wages and salaries combind with more than a

nominal amount of other income.
S Number o returns that will be filed on which a tax will be due. This is less than the number of taxable

nVOIIe recipients because of the filing of Joint returns including the income of more than I taxable income
reipient, particularly in the smaller income classes.

Source: U. S. Treasury Department; Hearings before the Ways and Means Committee, February 2,1913



TA3zz 16.- imated number of taxpayers, net income and taxes (excluding Victory taz) under present law, at income levels estimatedfor calendar
years 1942 and 1943, distributed by net income

[Money amounts in millions of dollars; number of taxpayers In thousands

TAX

Ctmulavive distribution from lowest Cumulative distribution from highest
Simple distribution income clase income class

Net income class (thousand dollars) Amount Percent Amount Percent Amount Percent

1943 1942 1943 1942 j1943~ l92 19431 1942{ 194 1942 %3 1942

juder I ------------------------------------- 319 318 2.99 & 24 359 318 2.99 3.24 11,989 9,815 100.00 10D.00

I to2 --- ------- 2,134 2,170 21.14 22.11 2,8 2,488 24.13 25.35 11,610 9,497 97.01 96-76

2to3 ---------------------------------------- 1,395 1,178 11.64 1199 4,28 3,8M4 35.77 37.34 9,096 7,327 75.87 74.65

3to4. -------------------------------------- 1,243 027 10.37 9.44 5,531 4,591 46.14 46.78 7,701 6,151 64.23 612. 66

4to5 --------------------------------------- 1874 645 7.29 6.57 6,405 5,236 53.43 53.35 6,458 5,224 53.86 53.22

5tol10 ----------------------------.........1,233 1,024 10.28 10.43 7,638 6,260 63.71 63.79 5,584 4,579 4&57 46.65

10 to 25 ................................. 1,38 5 1,193 11.55 12.15 9,023 7.453 75.26 75.93 4,351 3,555 1 36.29 36. 2

25 to 100 --------------------------......... 1 ,710 1,470 14.26 14.98 10,733 8,923 89.52 90.91 2,966 2,362 2L74 2107

100 to 200 ----------------------------------- 570 397 4.75 4.05 11,303 9,320 94.27 94.90 1,256 892 10.48 9.09

200 to 500._ ................................. 3%5 V 5 3.30 2.80 51,698 9,595 97.57 97.76 696 495 5.73 5.04

"00 to 1,000 ................................. 180 126 1.50 1.28 11.,878 9.721 99.07 99.04 291 220 2.43 1 21

1,600and over ---------------------- 1l1 9 .93 .96 11 9,815 100.00 100.00 il1 941 .93 ~ .96

.......... 9,815 100.00 10000. .- ......-.---- -
................................ _ _ _ . . . . . . . .. . . .. ._.. . . .. _ _.. . . .

NOTz.-Figures are rounded zad will not necessarily add to totals.

Source: U. S. Treasury Department; bearings before the Ways and Means Committee, Feb. 2,1943.



TA1s3T 17.-Mstimated number of taxpayers, net income and taxes (excluding Victory tax) under present law, at income levels estimated for calendar
years 1942 and 1943, distributed by net income classes

[Money amounts in millions of dollars; number of taxpayers In thousands]
NUMBER OF TAXPAYERSW

Net income clas (thousand dollars)

Under I ....................................
Ito 2............................
2to3 ............................ ------ -
3to4 ................................
4to 5 .......................................
5 to 10 ...........................
tto 25 ........................... -----

25to o100 --------..........................
100 to 200 ...................................
200 to 500 ..........................
500 to 1,000 .........................- _------
I,00 and over ..............................

Total ................................

Under I ....................................
1 to2 ......................................
2to3 ..................................3 to4 ..................................-

_-----4to5 .................................

5410--------------------------- --- I10to10....................... ......
0 to 25 ........................ - _--_-----

25 to 100 - - - - --........................ .
100 to 200 ........ ........... ........---------- _"--
200to 500 ..................................
500 to 1,000 .................................
1,0(0 and over ..............................

TotW -------------------------------

Lems than 0.005 percent.

Source: U. S. Treasury Department; Hear

I Simple distribution Cumulative distribution from lowest Cumulative distribution from highestincome class 
income class

Amout Percent Amount Percelpt Amount i PercentI 
0194

1943 1942 1943 1942 L143 1942 1943 1942 1943 1942

10,290 9.385 23.33 24.17 10,290 9,395 23.33 24.17 44.064.5 38,831.5 100.00 100.0019,042 17, 363 43.21 4. 29322 26,748 66.54 68.88 33,784.5 29.446. 5 76.67 75.837,931 6,887 18.00 17.74 37,253 33,635 84.54 86.62 14,742.5 12.003.5 33.46 31.123,616 2,697 8.21 6.95 40,868 36,332 92.75 93.75 6,811.5 5,196.5 15.46 13.381,605 1,176 3.64 3.03 42,474 37,509 96.39 96.60 3,196.5 2,499.5 7.25 6.431,145 943 2.60 2.43 43,619 38,452 98.99 99.03 1,390.5 1,322.5 3.61 340350 99 .79 . 43,969 38,751 99.78 99.80 445.5 379.5 1.01 .97
87 . 20 .19 44.056 38.826 99.98 99.99 9.5 80.5 2 .2012 (.3 '.02 .01 44062.4 38,S30.0 100.00 1000 83 .02 .01 >1.7 244, M. 1 38,83!.2 100.00 10000 .3 .0 6 (1) (1) 44,064.4 38,831.4 10000 100.00 () ().07 . f 100.00 ( 1)6 4o0...... . 5.... . 00. . ...00 . 07 .06...(. (,.

NET INCOME

7. 767 $7,335 8.41 9.34 $7. 767 7, 335 8.41 9.34 92, 395 1,520 100.00 100.0028,319 25,278 30.65 32.20 36,086 32,613 39.06 41.54 84,3 28 71.1 S5 91.59 90.6018,924 16.521 20.48 21.04 55,010 49,134 59.54 62.58 6,309 45,907 60,94 58.4612,467 9,329 13.49 11.88 67,477 58,463 . 73.03 74.46 37,3Q5 29.566 40.46 37.427,12P 5.239 7.71 6.67 74,597 63,702 80.7-4 81.13 24.918 20.057 216.0 W 25.547,470 6.178 8.08 7.87 82, C67 609,880 88.92 89.00 17,798 14,818 19-26 18.875.083 4,373 3.50 5.57 87, 10 74,253 94.32 94.57 10,328 8,640 11:18 I i.00 .3,57 3,072 3.87 3.91 99,721 77. 325 98.19 98.48 5,245 4,267 5.68 5.43 C4823 575 89 .73 91.544 77,900 99.08 99.21 1,674 1,195 1.81 1.52501 352 .54 .45 92,643 78,212 99.62 99.66 851 620 .92 79215 151 .23 .19 92. 26 05 .4 , 99.85 90.85 350 268 .38 :3413Z 117 .15 .15 92,395 78.5201 100.00 500.60 135 1171 .15 .15
9239 785201100! 100.00 ....... -....... ........ -.... ---------- ..... I ------- -..

rings before the Ways and Means Committee, Feb. Z 1943.
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Mr. STAM. Canada has recently adopted a pay-as-you-go system,
and as far as earned income was concerned' 50 percent of the 1942
liability was canceled. But even in Canada, as their tables show,
there was a certain doubling up required by virtue of going over to
that system. In other words, they did use this method to collect in
1943 some additional revenue in respect of the 1942 liability.

Senator CLARK. Mr. Stain, would you explain to the committee
something about that Canadian system? I understand that the
Canadians, in trying to go to a pay-as-you-go system, made a distinc-
tion not as to the amount of income, they treated all classes of income
alike, but they (lid make a distinction as to a carry-over between
earned income and income from capital investment. Is not that
correct?

Mr. STAM. That is right.
Senator CLARK. So as to classes of income, that is to say, sources

of income, they treated everybody alike, but they did make a dis-
tinction and permitted a carry-over of income from capital invest-
ments, or income other than earned income, to be collected, as I
understand it, at the death of the taxpayer.

Mr. STAM. It could be collected any time up to the death of the
taxpayer. What the Canadians did was they forgave or canceled 50
percent of the 1942 liability in the case of earned income. Invest-
ment income tip to $3,000 was treated as earned income. In the case
of investment income 50 percent of the 1942 liability was deferred,
and liability which was deferred could be paid by the taxpayer at
an time prior to death.

Senator CLARK. But if it was not paid prior to death it was then an
income tax to be paid by the estate and not an estate tax.

Mr. STAM. Not an estate tax.
Senator BYRD. Mr. Stan, at that point, about the 50 percent of

investment income that was deferred, did they have to pay it in full
or did they have the advantage of the insurance tables, for example?

Mr. STAM. They had the advantage of the insurance tables. They
could pay it on the basis of the mortality table if they paid it on or
before a certain date. I think I have a reference to that.

As to this deferred portion, it was provided that the taxpayer
might liquidate this liability by a system of discounts, at 2 percent,
according to mortality tables to be approved by the Minister of
Finance, if he wanted to.

Senator BYRD. That is, he could immediately discharge this de-
ferred claim against him under the actuarial tables of the insurance
companies?

MrE STAM. That is right.
Senator GERRY. Under the Canadian estate-tax law, can they de-

duct the income tax before reaching the amount of the estate tax?
MTr'. STAM. I will be glad to look that up for you. I really don't

know, Senator Gerry.
'Suantor GERRY. Well, it is not important.
Mr. STAM. The Minister of Finance, when lie explained this plan to

the Parliament in Canada, said:
There is good reason to distinguish between earned income and investment

Income in making this adjustment to the pay-as-we-earn plan. The reason for
making the change arises almost entirely from the sideof earned income. We
wish to overcome the tax difficulties of those whow earnirigs cease or are reduced
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because they retire or die, or because they enter the armed forces, or lose their
jobs. In these circumstances there are much lower earnings, or no earnings,
out of which to pay the tax due on past earnings.

In the case of investment income there is almost always capital out of which
such remaining taxes can be paid following the death of the taxpayer, or in other
circumstances.

Moreover, most investment, incomes are not so likely to decline rapidly, nor
to cease as are earned incomes. There is not such great need, therefore, to tax
investment inconle on a current basi . Indeed the question of a change would
never have arisen, I feel sure, if only investment income were concerned. It is
not practical, however, to put one t ype of income on a current basis and not the
other. Therefore w( must make the shift in the collection of taxes on investment
income even though it is not required on its own merits. In doing so, however,
we do not need to relieve the taxpayer of a tax which he or the estate is quite
able to meet out of capital if not out of income. The course of action proposed
is well in accord'with the principles of taxing on the basis of ability to pay.

I merely brought it up to show you that in Canada they do make a
distinction between earned income and investment income.

We would have some difficulty, I think, under our tax law, from the
administrative standpoint, in making any distinction between earned
and investment income with respect to the 1942 liability, because the
tax for 1942 has already been assessed. If you can look at the assessed
tax without having to reexamine the return, it will make the adminis-
trative burden much easier.

Senator BYRD. Under the Carradiln plan, Mr. Stain, what happens
to the 50 percent of the earned income that is not canceled? Vvhen
does he pay that?

Mr. STAM. The 50 percent of the earned income that is not canceled
has to be paid in the current year.

Senator BYRD. That is doubled up?
Mr. STAM. That is doubled up. Of course they have paid quite a

lot of that already , because they were almost on a current system in
1942 so the doubli'ig up would not be anything like as severe as in this
country if we are required to hold 60 percent of the tax to be paid in
the current year in addition to the current liability.

Senator WALSH. Mr. Stain?
Mr. STAM. Yes; Senator Walsh.
Senator WALSlr. If a taxpayer with a limited income died in

November or December of 1942, his estate or his executor would have
to pay an estate tax and pay an income tax for that year?

Mr. STAM. That is right.
Senator WALsH. What do yon say to a plan of putting everybody on

a current basis and having a provision that at the time of death the
taxes that have been forgiven Tor the year 1942, if that is the year,
should be paid as income taxes in addition to the estate tax? Nobody
is forgiven, everybody has to pay. Isn't it a reasonable solution of the
whole problem?

Mr. STAM. Well, the only difficulty with a proposition of that sort is,
the long time it will take before the tax is paid. In otheI7 words, the
liability may be outstanding for a long period of time.

One thought, it seems to me, that is important in connection with
this problem is that at the present time we are in years of rising
incomes, and I do not know how long we are going to be in these years
of rising incomes. It may be better, even at the risk of some cancela-
tion, totry to collect as ruich toa as we can in the next few years.
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Senator WALSH. I cannot see that objection, Mr. Stem, but on the,
program before us we ought to provide for some cancelation and for
wiping off some part of the debt of most of the taxpayers.

Mr. STAM. That is right.
Senator WALSH. This plan would wipe out no debt, it will simply

post pone the payment of it.
Mr. STAM. That is right.
Senator WALSH. Put everybody on the current basis. In time of

death, if they had a little estate the tax would be light, and if they had
a heavy estate they would pay the full tax. I want you to think of it.

Mr. STAM. 1 will be gladto.
Senator BYRD, The same provisions as apply in Canada would

apply in this country if they pay in full in accordance with the mor-
taity tables.

Mr. STAi. That is right.
Senator BYRD. That would probably bring in extra money.
Mr. STAir. That is right.
Senator BYRD. This 1942 cancellation, that only becomes effective,

in the revenue upon death, when a taxpayer ceases to earn. Isn't
that correct?

Mr. STAM. That is right. I would like to point out from the
Canadian tables how much certain individuals are required to double
up in order to get up on this current basis. This is on page 88, if
you have the Canadian report. These tables are as follows:

CANADIAN TABLES

Table showing effect of proposed adjustment of 194, tax liability on wages and
salaries (earned income)

I. SINGLE PERSONS WITHOUT DEPENDENTS

Amount deducted from wages or salary In 1042 Amount remain-
Ing to be paid,

1012Incoe (b. -. 1, e., s0 xorcent
Tax liability on of un justed
10,12 Income (be-,fulr"o

fore adjustment Person with no savings Person with full savings tax liability less
credits credits total deducted

from wages or
salary in 1042

1t42 income
1  

-

Nation. - Total Total
doPero . ing tcnaplol Nation' Income Persona]with ene o exSop* al de- withso withPr with (,, , , {tax,sep. al de- ftax. 1:d11Te-o

with no fill tember fese, tal, J number fons 1it full
Oasavings, to Do- tax pls to De- t. lu savings f

is r a bt r ne 1.. Agu to income credit 'creditscredits August tax) ut cmberta)

S70.......$0 $20 $24 $2 $211 $24 .......... $24 -$0 -$114
').......1106 as 20 2 02 29 $7 30 0 -7

l,ii0.............. 172 02 24 38 72 24 10 40 14 -3
$1,250 .............. 267 167 09 61 120 59 31 00 14 -1
$1,600 ............. 307 247 71 021 164 71 48 110 30 4
1,70 1,.............. 41 331 82 111 103 82 70 102 43 13

-2,-110..............1 01 441 94 143 227 94 07 101 6a 20
2,250 .............. 713 533 105 175 20 105 122 227 76 40

210..............820 1120 107 205 8261 117 140 206 87 47
,10. ......... 1,004 824 140 273 413 140 201 241 11 71
0,to............ 1, 04 1 ,274 187 410 ( 0 17 32 107 104 130

$0110.............128 1,72 23 01 794 233 441 074 270 100
,,010 ............ 3, 070 2,070 200 054 1,304 350 774 1,124 481 36
$11,00 ........... ,2 4, M2 467 1,378 1,841 467 1,138 1*605 711 51
10,500. . 11,020 11,029 4Ot ,238 4,171., 033 2,08 3,031 1,744 1,084

$000.....10.100 109,200 1,401 5,202 11602 2,1400 5002 1141 2,00O1 2,740
000 ....... .... 4,003 24,163 2,312 9,711 12,044 2333 9,471 11,804 , 427 8,277

Minns (-) amounts will be allowed as credits or refunds.

I It is assumed that lnoexaaw of less than $2,000 per year are paid weekly, and higher Incomes monthly for
I - 1 11 tino, (t),hiotions.



CUfl1FAN1 TAX PAYMEN'rS ACT OF 1943 81

Table showing. effect of proposed adjustment of 1942 tax liability on wage and
8alarzea (earned income) -Coxstin tid

2. MARRIED PERSONS WITHOUT OTHER DEPENDENTS

Amtount deducted from wages or salary fix 1842 Amount remain-l1
l- Ig to, be paid,

T1ax liability on 1. n., 88 percent
1842 income (be of ufliiJuisted

for adusinot Prs*ith no savings Person with (till satiImj~ taxl liabilityi less
credits credits froml wavos or

1842 Inomsoe W_________ ___________ tary fix 1842

P~fo Natl ii noeA 'on- ole'ctal tioisonta
Persons 01780 al de- Ino~e (hton do- I tx.en- (nalo- peronPwison
with no .full feiq tome fen.s0 e X~1 ebe fence fl full
Ol1in65avn tax~jarx tale ,111 rt oIi (c1 savings ngcredits creing to Dy ens rtr~o s' to De axpu reditscrdt,crdi"Atg cmbrfrloiqAug4u t cmber income crdp

I1,20..... ........ 8 '$25 $42 $4 ~$46 $42------$42 \,--$21 -230
1,3008-------- ----- 300 00 44 16 8 44 --.- 44 -9 -19
1,300-------------- $1 7 108 40 00 00 $18 00 13 -11
1,70-------------- 21 108 8 74 -1.7 127 -12,000-------------4.8.1 231 07 102 10n 0 '44 111 40 4
2,50-------------. 41 "85 1114 201 8 67 170 70 28I2,200---------------1 81 78 12 209 703 07 142 02 21
3,000-------------------84 '100 22 332 "100 142 242 110 0
4,000------------..1,304 004 $41 800 A9~8 .33 2458372 184 1(1

1 5,oo00------------.1,0872 1,378 27 8 1174 101 308 023 204 1
7,00------------..3,270' 2,820 22$ 8D8 1,148 Z (073 023 487 81

$10,000-----------...4,702 3,702 3 33 1,318 1,001 233 1,0W 1,301, 730 n20
$000------------11,279 '10,279 607 3,101 3,130 007 2,881 3,05 1,81 1,011- 1,448 27440 1,000 5,200 ; .00 1,000 4,303%2

.E$30,0 00----------...33,813 33,813 1,607 9, 402A 1, 255 1,867 0,288 #' F650 8,001 0451

Minus (-) amotunts Will be ow as credits or rofiud, s.______ __

3. MARRIED PER6QNS WITH TWO DEPENDENTS

$1,20------------
1,3(00...........
1,400 ...........

$1,800)..........
$1,70)...........

2,(00----------...
2.250 ...........

$2,00...........F 3000 ......
.00...........

E000 .--- ..
17 700.......

120,000 .....S30,000 ....
80,000-....

$32
38
42
40

105
215
325
435
004

1,148
1,602
3,0,n04
4,040

11,083
18,230
13,507

$10
18
21
28
5

107
103
217
&34
008

1, 002
2, 184
3,346
9,803

17, 030
32, 307

$16
17
20
24
32
41
48
17
73

107
140
223
307
040
073

1,040

7
20
47

78

170
308
402
842

1,UP01
3,100
8,148
9,032

20
31
02
88

120
JO8
249
415
082

1,0085
1,808
3,740
0,118

11, 172

Minus (-) amounts will be allowed as Caedits or refunds,

20
24
32
41
48
87
73

107
140
223
307
040
073

1,040

17
31
40
78

104
272
072
901

2,746
4,781
9, 172

17 -4
20 -5
24 -0
37 1
08 20
70 30

103 49
148 80
271 18
412 238
708 462

1,200 708
3,301 1,780
8,738 2,887

10,812 8,020

1 -$
-81
-10

-4
2

18
05

119
282
40)

1,040
2,707
0,388
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Table showing effects of proposed adjustmen of 1942 tax liability on investment
in comes

SINGLE PERSONS WITHOUT DEP1I)NDENTS

Tax liablt on, Adjustod liability
1942 ammoino on 1942 Ilcone; Deferred liability

(bforo adjustment) payable during duo at, dlath of
1942 and 1043 1. taxpayer

1942 incomo . . . ........ . .

Persons Persong Persoln Pcrsous Personos Persons
with no with fill with no with full with no with till'
savings savings savings savings savings savings
credits credits credits credits credits credits

$70- ....................................... $40 $20; $20 $10 ....................
$850 ..................................... 116 58 is, 29 ..................
$1,0 ..................................... 172 092 86 40 .............. .
1,250- .....................-...... 267 187 134 84...............
1,0......................-----.... 367 247- Y84 123 ....................

$1,750 ................. .................. 481 341 240 170... . .........
$2,000 .................................... 21 41 31 230...............
$2,250 ................................... 743 203 372 282 .............
$2,0 ..................................... 8 N8 6 0 3 333 ................
$3, - - -.............................. -- -1,124 884 802 442 .............r,00 ................... ............... 1, 691 1,374 847 6S7 $212 $172

...00. ....... .........-.----- 2,208 1,80 1, :14 834 454 374
$7,6o ....... " .. -.............. 3.811) 3 ,21Q 1011 1,605 1,143 0513
$10.000 ..................... ...... ,4r,2 4,62 2,721 2,326 1,90S 1,628
20,000- --------------------------- 12, 560 11, 700 6, 2.A 5,884 5,342 5,0021

N0,0-- ........-.............................. 20,336 10,631 10,168 1,7(18 0.151 8 791
50.000 .......................-- ............ ,003 36,103 18,45 18,0151 17,341 1o,1618
100,000 ................................... 2,337 81,037 41,1 08 40,768 39,933 30,545

$000,000 ......--........................ 474,301 473,60)4 237, 12 230, 752 235,729 235,331

MARRIED PERSONS, WITH 4O OTliloI DEPENDBNTS

$,2- --........................ o- - ..................----$50-
$1,300------------------- 10 508 5 25.......... ....
$1,50 ..................................... 217 100 100 84.....
$1,-0..---------- - ------------........ ... 11 33 105 8 3.... ..........
2,U00 ...................... ......... 41 251 225 125 .
2,250- ............... ............. -...... -4 2 5.........
23,58(0

M
. 8 114 044 ...............

$4,0)------------------------...... . 1 4)14 1,014 732 532 $i83 .. $3
$5,0) .................................... 2,018 3,05i I,000 75(9 404 304

7,5)0-- ..........-............-- -......... 3,,510 2,70 1,755 1,380 1, 3115 828
11,1)00 ......................- ........ - 5,102 4,11)2 2,5N1 2,051 1,786 1,430
20,00) ................. ............. 12019 1,01 6.08 8,5() ,1)8 4,1883

13,000 ............................... 19, 18, 58 8,783 0,203 8,814 8,364
$501),0 ...................... ....... 35,753 34,753 17,878 13, 37)6 16,804 16,334
100,-0- ............. ... ... ), 187 70,117 40, O3 3,5103 38,81 38,406

$500,00- -...........-....... ....... 4,11,154 40:3, 154 232,077 231,577 230,085 230,188

MARRIED PERSONS WITHO TWO DEPENDENTS

1,250 .................................... $32 $16 $18 ..................
$1,3W ...................................... 35 is 18 0 ...............
$1,4- ..................................... 42 21 21 10,,,,,,,,,,,,,,,,
11 0 .......-................-.............. 4 24 24 12 ......... .........
1,760 ............... 1...................... 115 57 67 29 ....................
2,(X)0 ..................................... 5i 117 117 59 ...... ..........
2,2) ..........----- .................. 35 177 177 89 ...............
0 ................................. - 475 237 237 1.

U,000. - --........... ................ 728 304 304 182 .. . ...........
$4,000 .................-................... 1,248 768 624 3B4 $151 $10
5,1)- .............-- -......--.......... 1,802 1,202 801 fu11 300 240

17,500 . ......... ....... 3.294 2,31)4 1,8617 1 197 988 718
V100 ..................00........ . 4,880 3,686 2,443 0,843 1,710 1,280
$20,00 ............. .............. 11,803 10,03 5,5811 r: 301 0,010 4. 506$30,000 .................................... 10,370 18,1710 ,085 8,716 8,17
.-o ...........-.......-............ . 35, 137 34.337 57,708 17,188 10,702 10, 138
,00 -..................--.......... 71, 071 78,771 38985 39, 35 38,780 38, 204

0,0m ......... ................ 4)13,038 462, 738 231, 000 231,300 230,577 221981

i This amount is 0jc:.hall the unadJasted total liability, ''lho quarterly Installments paid In respect
of this I)com in October 1042 and January 193, together with dodutlons at the source, will presumably
already have covored most of this liability. The residual, If any, must be paid during 1043.
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The $10,000 man who has no savings credit-in Canada when they
Speak about savings credits they refer to current credits like we have in
the case of the Victory tax, that is, the credits for insurance premiums,
debts, and so forth-a single person that does not have those credits
with an income of $10,000 will have to pay an additional amount of
$711; and if lie does have the full savings credit, lie will pay an addi-
tional amount of $551. In the very low brackets, 50 percent of the
1942 tax liability has been paid so there will be no doubling up.

In the higher brackets, there is a doubling up, which increases as
you go along. The $50,000 income taxpayer, if lie had no savings
credit, would pay $5,437 additional, and with savings credit, $5,277
additional.

We have prepared for the committee a pamphlet showing the burden
upon the taxpayer under various plans, and if the committee wants
to discuss these burdens I will be glad to do it, or if they want to wait
until we get into executive session and then go over these burden
tables, I will be glad to do that. I will do either, at the pleasure of
the committee.

The CITAIRMAN. There are no questions now. You might omit
that until we do go into executive session.

Mr. STAM. We have approached this problem from the standpoint
that the Government needs revenue, and also from the standpoint of
how much additional burden the taxpayer could bear at this time. It
seems to us it might be better to definitely tix the liability for the year
now instead of having to increase the burden later in the year.

I think most of the members of the Ways and Means Committee
believe that quite a mistake was made in the Revenue Act of 1942,
in passing that act so late in 1942 aind making it retroactive for the
entire 1942 year. I hope we will not be forced to impose a retroactive
individual income tax in subsequent acts, because I do think it is a
mistake. If you could determine the amount to be collected from
the taxpayers at this time, it might help a lot toward making the tax-
payer's tax liability definite and certain in the early part of the year.

The CHAIIMAN. Mr. Stain, was a )roposal considered by the 'Ways
and Means Committee to forgive some fixed percentage of the taxes
all the way through?

Mr. STAM. Yes.
The CHAIUMAN. And spread out the balance?
Mr. STAv. There was one proposal considered by the Ways and

Means Committee to cancel 50 percent of the taxpayer's tax liability
and spread the other 50 percent over a period of 5 years. The way
that proposal worked out, the total tax liability paid in the taxable
year did not exceed the taxpayer's net income.

The CHAIRMAN. In some it did, did it not, in some instances?.
Mr. STAM. In the case of the $1,000,000 income it (lid not. In the

case of the $2,000,000 income it did not, and in the case of the
$5,000,000 income it did not. Now we have this table on page 18
table No. 11, which relates to the very question you have in mind. i
thought you might be interested in that.

Senator DAVIs. Which book is that?
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Mr. STAM. That is part 2. This is table 11, married persons? no

dependents, and this gives the total current burdens if the unforgiven

1942 tax is paid in 5 years. You will notice that the current tax

liability is in the second column. Tlhat is the amount that the

taxpayer is required to pay anyway. If there is no forgiveness at all,

if we do not cancel, then, for example, the $2,500 man pays, under

existing law, $339.69. If there is no forgiveness then his total tax is

going to be $386.09. If 10 percent is forgiven it is $381.45. That is

the amount lie pays each year of those 5 years as it runs along.

The CHAIRMAN. Each year?
Mr. STAM. Each year of those 5 years. Taoe the $10,000 man, for

example, if 10 percent is forgivell he woull pay in each year of that

5-year period $3,103.72. You go along over there and you will see if

50 percent is forgiven lie would pay $2,991.56,' con)arel with $2,776.36

under existing law. Thaft is a slight increase in burden.

The CHAIRMAN. F~or 5 years?
Mr. SAMu. He does that for each year of the 5-year period. The

$100,000 manl pay Is under existing law a tax of $69,584.36. If 50

percent0is nfno.pi lie would pay $75,90.36. In other words, is

tax would be increased each year by about $6,000 in order to get on

a current basis.
Senator BYRD. For 5 years?
Mr. SAm. Each year for 5 years. Any increase of that sort would,

of course, have to be taken into consideration when you, are imposing

taxes in the future.
Now, onl page 19 of this pamphlet-
Senator VANDENBERG (interposing). Before you leave 18, what

does that staggered line at the bottom mean?

Mr. PiticE. All below that line would exceed the net income for the

year.
Senator VANDEAiII. They would owe more than they would get?

Mr. Piucer. Yes, sir.
Mr. S'rAM. You will notice if you forgive 50 percent they do not

exceed the line.
Senator WALSmH. in the case of heavy taxlayers _that is possible

under the present law, where the taxes would exceed the income for

the following year.
Mr. S AM. It might be. That is the tax for the past year.

Senator WAmSIL Yes.
Mr. STAM. On page It you will notice the estimated amounts of the

1942 liability canceled under various alternatives, and amount of

liability remaining. I would like to have Mr. Burgess explain that

table.
Mr. BuG.ss. The first section of this table, marked (a), shows

the amount of the total 1942 income tax liability canceled, and the

amount renan iT to be paid, under a scheme wiuch would cancel an

equal percentage of the tax for all taxpayers. Senator George just

asIed whether such a plan had been discussed in the Ways and Means

Committee.
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Estimated amounts of 1942 liability canceled under various alternatives, and amount
of liability remaining

Amottnt of Amomint of
Perceutago of liability canceled liability can. liability re-

c0]0d ojald~l rig

(a) Equal perevatgo of tax rodluctioni for all taxpayers:
0 .................................................. ....... 0 $9,451,000,000
10 ............................................................... $045, 000,000 8, 504),04, 0 O
20 ...................................................-- - - - - - - - - - 1, 04,4), ,4)) 7,5(11,00, 00)
25 ............................................................. 2,363, 000, 000 7, 088, 000, 00
30 _ .................................... .................... 2,8835,000,000 6, 61, (44, (440
40 - - --..- - - --..-......... ..................... ..... 3, 7S4, 000, 000 5, 67 1, (000,00
0) .-......... -................ .............- ..... .... 4, 726,001,0o 4. 72, 0.01000
60 ....... ..................... .......................... . 5, 671, O4 , O 4 3, 70 0, O( , 000
70 - -0 ... 4................. ............- ............ ...... 6, 616, 000, 000 2,830,000,00
75 ....................- ....-......... .... ............... 7, 088, 000, ( ) 2,8:,4 , 000
04-............ .................. - - 7,561,000, 000 1,890,0040,000
00 .... ....... ....... ....... . ....... ........-- - 8,001, 0 '044 0 12, 000, 000
144 .... 0 .. ........ ,151, 44044,004 0

(b) 11ose bill:
77-_ . . . . . . . . .7, 237, 00, 000 2, 214,)00, 000(c) 11114l-C4r10son 14i11:

88 - - - - - - --.......-... . ........................ . . .. 8, 318,000, 000 1,133,000,000
(d) Ways ald 34ans (ommittce bill:

49 .................................-.......................... 4, 671,01)0,000 4,780,000,000

In this table you see that if there is no forgiveness, no liability
canceled, the amount of liability remaining is, of course $9,451,000,000.
If 10 percent of the liability were canceled for al taxpayers, or
$945,000,000 in total, there would remain to be paid $8,506,000,000 of
the 1942 liability. Running down the line to 50 percent, we see that
if this amoulnt of the tax were canceled for all taxpayers, the can-
celation would amo)t to $4,726,000,000 and there would remain an
equal amount of the 1942 liability, or $4,726,000,000.

At 75 percent cancelation, the amount canceled would be $7,088,-
000,000, and the amount remaining of the 1942 liability would be
$2,3(3,000,000.

Now these percentages compare, in over-all cancelation, with the
House )ill, the Ruznl-CarlsoiL bill, and the Ways and Means Corn-
inittee bill as shown under the last three sections (b), (c), 0lid (d).
The House bill, in effect, cancels 77 percent of the total 1942 liability.
Of course tie House bill does nlot cancel an equal percentage of tax
for all persons, but considered as a whole, 77 percent of the liability, or
$7,237,000,000 is canceled, and there remains to be paid $2,214,000,000.

The Iunil-Carlson bill, as you know, cancels 100 percent of the
1942 liability, but recoups, through the windfall provisions, an
amount equivalent to 12 percent of the liability; so the amount
canceled is 88 percent cr $8,318,000,000, and there would reniiin to be
paid $1,133,000,000.

The Ways and Means Committee bill, considering all taxpayers as
a whole, cancels 49 percent of the total 1942 liability. Again, the
cancelation is distributed differently among the income tax brackets.
Of course, it is not the same pericetage for all. The cancelation
amounts to $4,671,000,000, and there would remain $4,780,000,000
under the Ways and Means Committee bill.

Mr. STAM. You will notice that under the 50 percent cancelation
for example, the amount remaining is $4,726,000,000 as compared
with $2,214,000,000 under the House bill.

Senator LucAS. Would the amount of liability remaining under the
tlouse bill be collected over the period of 5 years?
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Mr. STAM. Under the House bill the amount of liability remaining
would be collected over a period of 3 years, with certain discounts
allowed for payment in the first 2 years, and permission was given
for an extension of time lip to 3 additional years for the payment of
any installment in the case of undue hardship. That is the Ways and
Means Committee bill. Did you speak about the House bill?

Senator LUCAS. I was speaking about the House bill.
Mr. STAM. The only doubling up in the Ruml-Carlson bill was due

to the windfall provisions. The Commissioner was authorized to
grant an extension of time of 3 years in the case of the windfall
provision.

Senator VANDENBERG. That is the Rurnl-Carlson bill.
Mr. STAM. I am sorry. I will repeat again. The House bill does

not have any doubling up, so there would be no extension of time.
Senator LUCAS. Yes.
Mr. STAM. In other words, under the House bill the taxpayer is not

fully current. He is paying on the basis of the current year for his
lower level anld the back year for the upper level, so he is not really
current. But there is no doubling up, unless he wants to go oi the
current basis.

Senator CiAiK. Mr. Stam, the Ilouse bill l)uts part of the taxpayers
on the current basis and the other part it ,lees not put on a current
basis, is that true?

Mr. STAM. That is true.
Senator CLARK. As to the normal tax and the first surtax bracket it

gets everybody current?
Mr. STAM. Yes.
Senator CmAamK. As to the rest of them, as to everything above the

normal tax and the first surtax bracket, if a man wants to pursue the
present system for next year lie can still do that, under the House bill,
is that correct?

Mr. STAM. He cannot continue trader the present system under the
House bill, because he must estimate his basic liability, that is, the
current liability for the taxable year. lie pays that 'urrently, but
the upper part of his liability, that amount above the first bracket,
he does not pay until the next year.

Senator CLAI'. That is what I say. Everything above the normal
tax and the first surtax bracket he can pay next year if he wants to.
So you have part of it current and the other not current.

Mr. STAre. That is right.
Senator BYRD. When does he have to make the estimate?
Mr. STAM. He is supposed to make the estimate after the plan is in

full operation on March 15 of each year.
Senator BYRD. You mean March of that year?
Mr. STAM. March 15 of that year. He can revise this estimate in

June, September, or D:ecember: For the first year, which is 1943,
he will. be required to make an estimate onl September 15 as to his
liability for 1943 but the estimating tax paid will be at the basic rate.

Senator BYitD. Then next March hie makes it for the entire year
1944?

Mr. STAM, Next March he files a return for 1943 and he pays on
the upper part of the liability for 1943, because he did not pay that
in 1943. At the same tiie lie makes an estimate of his income for
1944 a dl pays the lower-bracket tax, on the lower liability, that is,
that which is subject to the basic rate.
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Senator BYRD. Then if he makes an error in estimating, is not lie
penalized?

Mr. STA M. If he makes an error in estimating the basic rate, which
is the only thing he has to estimate under the le use bill, it is corrected
in the following year when he files his final return.

Senator BYRD. Somebody stated here yesterday that there is a
penalty.

Mr. STAM. There is a 6 percent penalty if it is below 80 percent of
his true tax liability.

Senator JOHNSON. Mr. Staem, I notice your total, considering all
three plans, is $9,451,000,000, and the total tax, as I understand it,
is something about $23,000,000,000, so this only applies to a super-
ficial extent.

Mr. STAM. ''his is the individual incoIme-tax liability for the, year
1942.

Senator JOHNSON. And you do nothing about the corporations'
liabili ty?

Mr. STAMr. That is right.
Senator RADCLIFFE, Mr. Stan, that 6-percent penalty you referred

to, is that fixed aind rigid? Is there any discretion left with anyone
to consider special circumstances?

Nfr. STAr. That is done to force the taxpayer to declare a some-
what nearly correct estimate. Ile has a chance to revise his estimate
through the year. lie can start out and make an estimate in March,
and tien if he thinks that is too high le can revise it in June, then he
can make another revision in September, and another revision in De-
cember, and if his estimate is less than 80 pereent of his correct tax
liability at this basic rate, then he is subject to the 6-percent additional
amount on that difference.

Senator liAD(LIFFE. Those provisions would take care of all except
the unusual cases which might develop late it) the year.

Senator WALSH. Mr. Stain, what is the advantage, if any, in rela-
tion to any plan that Congress adopts, if it were operated on July 1
or January 1, noxt?

Mr. STAM. The only advantage of starting July 1 -it would be much
better to start January 1, except it will be better to start withholding
as soon as possible in order to collect currently friom the taxpayers.
July 1 was supposed to be the earliest date that the Commissioner
could get it under way, if this bill was passed somewhere near the
middle of May.

Senator LODaE. Mr. Chairman, may I ask a question?
The CHAIRMAN. Senator Lodge.
Senator Lomnim,. Mr. Stam, we are considering four plans here this

morning, the one of the joint committee, the House bill, the Runal-
Carlson bill, and the Ways and Means Committee bill. Which of
those four would yield the largest revenue?

Mr. STAi. Three plans, ti iHouse bill the Ways and Means Com-
mittee bill, and the Runal-Carlson bill. The Ways and Means
Committee bill would yield the largest revenue.

Senator LoDIm. Which of the four would make the largest number
of taxpayers current?

Mr. SrAM. Well, it depends on what you mean by the word "cur-
rent." The Ways and Means Committee bill and the Rulnl-Carlsoa
bill make the taxpayers current is to their curreilt liability, but under
the Ways and Means Committee bill they have some hang-over,
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because they have to pay part of their 1942 liability over a 3-year
period.

Senator LODGE. Which would make the largest number of taxpayers
current'?

Mr. STAM. Of course if you regard the liability that they arc paying
for 1942 as preventing them from being current, then under the Ways
and Means Committee bill they would not be fully current until the
3-year period had expired, unless they paid it up before that time.
Under the Ruml-Carlson bill, if You forgive 100 percent, the taxpayers
would be fully current the first year, except as to thewindfall provisions.

Senator LODGE. Can you state in round numbers the approximate
revenue to be derived from all four plans?

Mr. SrAM. We have the amount. Can you give that, Mr. Burgess?
Mr. BurtumEss. Under the four plans the liability remaining after

cancelation is as follows: under the House bill, $2,214,000,000.
Senator LODGE. You say the liability remaining. What do you

rmean?
Mr. BunGss. After canelation.
Senator LODGE,. I am talking about the revenue that will come into.

the Treasury from these four proposed tax bills.
Mr. BumrE.ss. That would be the figure.
Senator LODGE, That is the revenue?
Mr. BuRoEss. Yes.
Mr. STAM. Additional revenue.
Senator LODGE. All right.
The CHAIRMAN. You mean that'is the liability under the 1942 tax?
Mr. BuinoEss. That is right, that is the remainder.
Senator LODGE. I want to know how much money it will yield to

the Treasury'.
Mr. BvURGEss. The tax on 1943 incomes would yield the same

amount it would under existing law. The bills do not change the
liability for 1943 calendar year incomes, they do change the liability
for 1942 calendar year incomes. Now there would remain, after
partial cancelation of the 1942 liability, a tax liability under the Hlouso
bill of $2,214,000,000; under the Ruml-Carlson bill, $1,133,000,000;
and under the Ways and Means Committee bill, $4,780,000,000.

Senator LODGE. How does that compare with what is received under
present law?

Mr. BURGEss. Under present law, $9,451,000,000 would be received.
Senator LODGE. You are not reducing the rate but you are reducing

the revenue $7,000,000,000.
Mr. BUnEsSs. One has to consider the period over which that

revenue is to be received. This is the liability which would becollected, but at different times under the different bills.
Senator LODGE. I am not asking that. That is not the question

I am asking. I am more elementary than that. I am trying to
find out wbut revenue will be received into the Treasur within vny
given period of time that ou want to give me under any one of these
our plans. That is all I want.

Mr. B ouuss. If you are speaking of the period from now until
doomsday, that is one estimate.

Senator LODGE. No.
Mr. BURGESS. If you are referring to the coining fiscal year, or the

coming calendar year, that is another thing.
Senator LODGE,. Give it both ways.
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Mr. B GSS. I think we are in substantial agreement with the
Treasury's estimates of the revenue effects as given in Mr. Paul's
statement before the committee yesterday.

Senator LODGE. There were quite a few statements yesterday that
I did not understand, that is why I am asking these rather simple
questions this morning, so as to get it in a categorical, definite form
that is clear.

Mr. BuRtcEss. Let us look at it this way: A scheme of current
collection, completely current collection such as is envisioned under
the Ways and Means Committee bill and under the Runil-Carlson
bill, would collect more revenue inany given period than would the
House bill, so long as incomes continue to rise. The amount of that
additional revenue to be received would represent the increase in the
total uppor-bracket liability from the first full year to the next.

Senator LODGE. Well, generally speaking, with rising incomes, the
more current the taxpayers are kept, the more money the Treasury
makes?

Mr. BuRaEss. Yes; but that is merely an anticipation of revenue.
When incomes turn downward the House bill would yield more
revenue, because for part of the liability there is a lag in receipt in the
Treasury.

Senator LODGE. They tax them on the way when they are well off
and they have to pay it at a time when they are poor.

Mr. Bunmoss. That is it.
Senator LODGE. Let us assume that there isn't any change in the

trend of the revenue you get under these four different .proposals.
Mr. BunoisES. Senator Lodge, at the moment we do not have these

estimates on a collections basis, we have them only on a liability basis.
I gave you the estimates of total liability under each of the four
plans and will furnish for the record the estimates of the liability due
in the fiscal year 1944.

(The information requested is as follows:)
Estimated income-tax liabilities due in the fiscal year 1944 under various alternatives

Amount

House bill ------ -.------------------------------------- $13, 000, 000, 000
:Runrl-Carlson bill ----------------------------------------- 15, 263, 000, 000
Ways and Means Committee bill:

(a) No discounts taken ------------------------------ 15, 724, 000, 000
(b) Maximum discounts taken ------------------------ 18, 623, 000, 000

Present law -------------------------------------------- 13, 00, 000, 000
Senator LODGE. I think it is very, very pertinent to know. You

have got four tax schemes before you and it is pertinent to know which
wouldyield the most revenue.

Mr. STAM. I think you are looking at it from the standpoint of, say,
the next 2 or 3 years o)ly.

Senator LODGE. Yes.
Mr. STAM. How much additional revenue we might get by going

over to a current system in the next 2 or 3 years.
Senator LODGE. I would like to get it on three different, assumptions:

One assumption that the national income is going to go down; another
assumption that it is going up; and another assumption that it is going
to remain stable.

Senator JOHNSON. Mr' Chairman, I think I can give him the figures
from the facts given us this morning. If we can assume 1943 to be
exactly what 1942 was-

Senator LODGE. Let us assume that.
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Senator JOHNSON. Under the I-louse bill, under that assumption,
the total collection would be $11,665,000,000; under tile Carlson plani
the total would be $10,574,000,000; and under the Ways and Means
Committee bill the total would be $14,231,000,000. That is, of
course, assumling that the 1943 tax will be identical with the 1942 tax.

Senator BYRD. How does that compare with tile collections under
the present law?

Senator JOHNSON. The present law is $9,451,000,000.
Senator LODGE, No matter what you do, we get more money as we

become current.
Senator JOHNSON. Yes; we get 'more money as we become current

under either one of the plans.
Senator LODGE. Under all conditions if the national income remains

the same, and under all conditions if the national income goes up,
under those two major assumptions?

Senator JOHNSON. Yes.
Senator DANAHER. Mr. Chairman, that is not strictly accurate,

because what you are doing is confusing the amount of money that
remains to be collected with the amount you actually will collect. If
you define it as the amount of total liability, it would be different.

Senator JOHNSON. Yes.
Senator WALSH. The liability is reached, is it not, by adding the

income from the taxes inder the present law remaining for 1942 and
1943, tien you take each of these plans apil see what they yield and
deduct that from these 2 tax years.

Mr. STAM. Everybody must admit under any plan which puts you
on a current system, while the revenue goes up you will collect more
revenue. We can get you the figures over a certain time, say 2 or 3
years, on a collection basis.

Senator LODGE. I would like to get what the yield under the differ-
ent plans will be.

Senator BYRD. You say you are doirg it, but you are reducing your
tax liability.

Mr. STA M. When you collect currently on rising income you
naturally bring income sooner on a collection basis.

Senator BYRD. At the same time you are reducing your tax.
Senator VANDEN1EG, Have you any comments to make on the

windfall section of the Ru.nl-Carlson plan, as to whether it is fair,
whether it ought to be changed or iot?

Mr. STAM. There are two windfall provisions.
Senator VANDENBERG. Yes.
Mr. STAM. The first win(lfall provision certainly seems to me to be

very fair, because it makes the taxpayer pay on the larger year. In
other words, if he had a big income in 1942 and a small income in 1943,
he would have to pay on his 1942 income.

Senator VANDENBERG. That is easy. Now how about the other
windfall?
I Mr. STAM. The second windfall provision is somewhat in the
nature of an individual excess-profits tax, like we have all been talking
about for several years. In other words, the person whose income
in 1940 was less than the income in 1942 or 1943 does not get quite
as much of 1 year's liability forgiven. That is the effect of it, because
he is regarded as having made an abnormal income, in excess of the
1940 income. By having an arbitrary rule like 1940 it might work
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some hardship in certain cases, I can see; that. It is designed to regard
1940 as a normal period and tie income after that period as abnormal
if it is in excess of the income for that period .

Senator VANDENBERG. IS it fair to assess a retroactive excess-
profits tax against some portions of the tax laws?

Mr, S'rkm. It is not really a retroactive excess-profits tax. The
effect of it is it just cuts (iowia the amount of forgiveness. I mean that
is the effect.

Senator VANDENBERa. By the same token you have to pay that
much more?

Mr. STAM. That is right.
Senator DAVIs. I have just asked the expert here to give me the

item of this windfall that makes up the 12 percent. le gives me
these figures: The taxpayers pay the taxes on the high 2 years, 1942
and 1943, in the amount of $456,000,000, and on the second item here,
the additional tax on an unusual increased income over 1940 would be
$677,000,000. That makes tip this 12-percent windfall.

Mr. STAM. That is right.
The CHAIRMAN. Mr. Stam, have you any comment to make on the

suggested amendments to the withholding provisions of the bill sub-
mitted yesterday by the Treasury?

Mr. STAM. On the whole, I think they are very good amendments.
There are some amendments to the withholding provisions that are not
covered by those proposals, that we would like to bring to you a little
later.

The CHAIRMAN. In executive session?
Mr. STAM. That is right.
The CHAIRMAN. All right.
Senator WALSH. The second windfall provision is based on the

assumption that there were a considerable number of taxpayers in
1942 who have benefited by the war.

Mr. STAM. That is right.
Senator WA Lsif. And that thwir income in 1942, and a higher

income in 1943, is in part contributed by the increased business due to
war prodicetioii, aii lherefore it, is an attempt to levy a tax upon that
increase that might not, and probably would not, have developed had
we had normal conditions.

Mr. STAM. ']lhit is right. There were tabhs )resented in the
Hoiise l)y Cliairman Vinson of the Naval Affairs Comnmitte(', which
showed the large amount of fees received by brokers in connection
with wtir contracts, and there were quite a large mieber of those fees
received in 1941 by (ertain persons, anti also in 194'2.

Senator WALSH." And in sone instances it could be shown there has
been a substantiial increase in the livihends paid by corporations that
have done large governmentt work during these yeaiss

Mr. STAM. Tlhat is right.
The CHAIRMA N. Mr. Stehv, have you any (comment to make now on

the provision here with respect to the solhiers, thme nienibers of the
aimed forces, or do you wish to withhold that?

Mr. STAM. It discriminates against a married person. Only their
base pay is subject to the income tax.

Thme ('HATINTAN. It is only the base pay?
Mr. SrAM. It is only the )ase pay that goes into income. Now, in

the other countries they do figure those amounts in computing income
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tax. You might want to consider fhat phase of it when you are
taking up the whole question.

Senator BARlLEY. May I ask you a question about a situation to
which a Member of the Senate called my attention a day or two ago,
which he said existed in his State to his personal knowledge? I do
not know how many such cases there might be, but it is a situation
where last year one man made $5,000,000 out of war contracts. Well,
of course, the question arose of whether or not lie had enough money
or whether lie should continue in business for the year 1943. Ie
might decide he did not need any more money, he was not going to
make any more, be would just quit, and so he, put his $5,000,000 in
a locked box, put it into a bank, so he would not have env income at
all, so he would not have any estimated income under 'the plan of
this bill for 1943. While it has been contendd, here that nobody
gets any actual money back, in a case like that he would get his
100-percent forgiveness back, or 75 percent or 50 percent, whatever
it might be, if he had no income for 1943 to which credit could be
given for the pavment of taxes on 1942 income.

Mr. STAM. 1-e would not under the windfall provision that we have
just been talking about, because he has to pay on the higher year.

Senator BARKLEY. 1le would not pay all of it. Take the $5,000,000
case, would he pay the same tax on this $5,000,000 which lie would
have paid if we did not consider this bill at all?

Mr. STAM. He would under the Carlson pbu, because they had a
windfall provision in there which would require him to pay the tax
on the higher year, and therefore he would 'pay on that $5,000,000.
IHe would pay about $4,374,000.

Senator 3AhKLEY. Ie would have left thee about $600,000.
Mr. STAM. That is right.
Senator BARKLEY. If he pursued that course an(d even decide(l that

the reduced amount was all the money he needed, he did not desire
to make any more but just cashed out, would lie have to pay any tax
in 1943?

Mr. STAM. Ie would not pay any tax on 1943 because he did not
have any income, but he would pay on his 1942 liability.

Senator BARKLEY. That would be the same in any ease anyhow.
As long as lie chose to impound hi,; money, whatever the amount might
be, and not invest, it or get any income upoa it, lie would still pay no
taxes on it.

Senator CLARK. T hat would be true under the existing law.
Senator JOHNSON. How does the withho'[ding plan, or any of these

other plans, affect the Victory tax, if any?
Mr. STAM. How does it affect the Victory tax?
Senator JOHNSON. Yes.
Mr. STAM. It does not affect the Victory tax as such. The Victory

tax is 5 percent in excess of $624, but we only withhold 3 percent for
the Victory tax. That is what we call the net Victory tax. In order
to avoid refunds when the taxpayer files his final return at the end of
the year it was thought better to withhold on a net basis instead of
on a gross basis, so we withhold 3 percent instead of 5 percent. When
the taxpayer files his final return in March of the next year, he com-
putes his Victory tax at 5, percent and takes credit on that for the
current credit of debt, insurance, and Government bonds. Now, if
he does not have those, there will be some deficiency due to the
Government, but it is thought, from tho administrative standpoint,
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it will be much easier to collect on a net basis rather than on a, gross
basis and have the taxpayer make up the additional amount at the
end of the year.

Senator BYRD. The taxpayer still has to make a return under both
bases?

Mr. STAN. The taxpayer has to make a return under both bases.
Ie gets credit off for debt, or bond purchases that lie may make.

Senator BYRD. Why could not the Victory tax be absorbed in the
regular income tax?

Mr. STAM. Well, the Victory tax is on one basis and the income
tax is on another basis.

Senator BYRD. That is my objection to it.
Mr. STAM. The only way you could absorb it would be to lower the

exemptions and increase the rates of the income tax. There are
12,000,000 taxpayers in this group, between $624 and $1,200, that are
now paying a considerable amount to the Government (over
$350,000,000). A lot of those taxpayers would be relieved of tax,
because I do not believe you would be able to reduce the exemptions
down to anything like the limit of the Victory tax.

Senator BYRD. Don't you think this withholding of 3 percent of the
Victory tax, that has to be then credited to the 5 percent in the return
that they later make up is going to be very confusing and will not
be possible of enforcement?

Mr. STAM. I do riot believe so. We have not had any experience
under that yet, because the first returns have riot been filed on the
Victory tax. They are not due before March 15, 1944.

Senator BYtD. Understand that. I am speaking about the with-
holding tax that the taxpayer has arbitrarily taken from him.

Mr. STAM. The employer knows from the tables the exact amount
to be withheld.

Senator BYRD. The employer does, but next year he has got to
make a return, he is supposed to take 3 percent off and pay on another
tax 2 percent.

Mr. STAM. He computes his 5 percent on his Victory tax net inconie.
Against his Victory tax net income, lie gets a credit for debts, bonds,
insurance, and so forth, and then for the balance he gets credit for
the amount of tax withheld at the source, and then if there is any
excess it is applied against his regular income tax.

Senator BYRD. It changes from one to another with different rates.
Senator BARKLEY. Let ine ask one more question about the case

which I cited. Under the House bill and under the committee bill
there is no windfall provision, I believe?

Mr. STAM. That is right.
Senator BARKLEY. In that case, if that man had no income in 1943,

he .would get an actual forgiveness in money.
Mr. STAM. He would get some reduction.
Senator BAIKLEY. If he had paid his tax by March 15 of this year

he would get an actual refund in dollars and cents?
Mr. STAM. Yes, he would, if he had nothing else to credit it against.
Senator BARKLEY. If he had no income at all for this year he would

not have anything to credit it against, and therefore the Treasury
would have to return the excess money that he had paid.

Mr. STAM. Under the Ways and Means Committee bill lie would get
about 10 percent reduction of that tax. That is what it amounts to.

86890-43-7
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Senator BARKLEY. What would lie get under the House bill?
Mr. STAM. Under the I-ouse bill he would get about 19 percent.
Senator MILLIKIN. Mr. Stam, are there any windfall cases or wind-

fall circumstances that we ought to be thinking about other than those
that have been mentioned here?

Mr. STAM. I do not recall any. Of course, there is a question
whether or not 1940 is a proper year, or 1941, or some other year.

Senator MILLIKIN. Are there any circumstances that have not been
covered by discussion that might represent an inequitable windfall that
we have not thought about?

Mr. STAM. No; except some people, of course, feel that the can-
celation of the 1942 liability is a windfall.

Senator MILLIKIN. We will pass that. That goes to the basic
theory of the whole thing.

Senator LODGE1. Have you concluded, Senator?
Senator MILLIKIN. Yes.
Senator LODGE. Mr. Stam, is cancellation " a correct word? Is

"forgiveness" a correct word? Isn't it better to say "postponement"?
Mr. STAM. I think "cancelation," from a purely technical stand-

point, is a correct word, because you have got to do something about
this assessment that is on the books, you have got to remove it. It
is outstanding and you have to eliminate or cancel it.

Senator LODGE. if you just limit your vision to one year, but not
if you took a total view.

Mr. STAM. That liability is outstanding. It has been assessed for
the year 1942.

Senator LoDe. If you take the bookkeeping approach on a yearly
basis but if you go at it from the standpoint that you live by, that
you feed your children on, those things, there is no cancelation at all,
is there?

Mr. STAM. If the person hasn't saved any money to pay his taxes,
he hasn't anything to gain.

Senator LODGE. "Postpone" rather than "forgive." I looked the
word "forgive" up in the dictionary. It means to pardon a wrong.
I cannot see where the Government is in a position to pardon the
wrongs of the American people; I think it is rather the reverse, as a
matter of fact, to my mind. I am coining to the conclusion it is a
smear term. I cannot see it. Why isn't it better to say "post-
poning" instead of "forgiving"?,

Mr. STAM. YOU (10 not postpone a gift.
Senator LODE. What gift? We are postponing the payment of

the tax.
Mr. STAM. I think certainly some benefit does accrue to the tax-

payer when he dies. Everybody admits that. HIe has some ad-
vantage when his income declines or when he has saved an amount
to pay his taxes.

Senator LODGE. When he is dead he has an advantage?
Mr. STAM. I mean as far as his estate is concerned, there is an

advantage.
Senator BARKLEY. "Forego" might be better than "forgive."
Senator LA FOLLETTE. If it has accumulated as a 1942 liability he

has something tangible under his control that he can use as lie pleases.
Senator LUCAS. Mr. Chairman, may I ask Mr. Stain one question?
The CHAIRMAN. Yes, Senator.



CURRENT TAX PAYMENTS ACT OF 1943 95

Senator LucAs. Take the House bill, Mr. Stam, where you say the
amount of liability canceled is $7,237,000,000, the table on page 19,
as I understand, that $7,237,000,000 is going to be lost to the Govern-
ment over a long period of time. Am I correct in that?

Mr. STAM. I think that is certainly true; but suppose we had a
recession, the loss would be felt much sooner.

Senator LUcAS. I do not know as I follow you, but it seems to me-
and I want to be corrected if I am wrong-you say you have got to
cancel, if you got the touse bill, $7,237,000,000. That is correct; is it?

Mr. STAM. That is right.
Senator LUcAS. Now you add to the current tax bill $2,214,000,000?

You will add that much to it?
Mr. STAM. That is right.
Senator LUcAs. Everybody will continue to pay taxes as long as

they live.
Mr. STAM. That is right.
Senator LuCAs. Your $7,237,000,000 will be canceled over a long

period of time, depending on when the taxpayer dies.
Mr. STAM. It may be when his income declines, I mean when his

income goes down, and then of course the Government does not get
as much out of him as if it were collecting his liability for the prior
years.

Senator LUcAs. If the taxpayer should die in 15 years from now,
and the income was less than it was this year, then the Government
would get less?

Mr. STAM. That is right; then the loss would be felt.
Senator CLARK. Mr. Stain, coming back to this Canadian theory

that you mentioned here a minute ago, making a distinction between
earned income and income from other sources such as capital, and
applying that to our own situation, it is a fact, is it not, that in the
highest brackets, that is to say, incomes above $100,000, the amount
of income derived from sources other than earned income is very
much larger than the amount derived from earned income?

Mr. STAM. I do not think there is any question about that?
Senator CLARK. I have some. figures for 1941. I would be glad to

have you check them and tell me whether they are correct or not.
I haven't the figures available for 1942. These figures indicate for
the 44 taxpayers in 1941 who paid on incomes of over $1,000,000 only
$4 500,000 was earned income and $97,000,000 was from sources
other than earned income.

As to incomes over $100,000 and less than $150,000 the earned in-
come was $160 400,000 and the unearned income was $195,000,000.

In the case of $150,000 and under $300,000, the earned income was
$125,000,000 as against $220,000,000 of unearned income.

On $300,000 and under $500,000 the earned income was only $30,-
000,000 while the unearned income was $114,000,000.

On $500,000 and under $1,000,000 the earned income was only
$14,400,000, while the unearned income was $101,900,000, more than
7 times as much.

On incomes of $1,000,000 and over, as I say, the earned income was
$4,500,000 and the unearned income, so to speak, was $96,000,000.
So there is some logical basis for the distinction that is made in Canada.

Mr. STAM. Yes.
Senator CLARK. You treat. all the taxpayers alike, but you simply

make a difference as to the source of the income.
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Senator WALSH. W'hat figures do you begin with?
Senator CLARK. I begin with $100,000.
Senator WALSH. You do not have the figures under $100,000?
Senator CLARK. No.
Mr. STAM. When you got up into the very high incomes there

really is not so much basis for distinguishing between earned and in-
vestment income. If you recall, we have in the revenue law at the
present time a limitation on earned income. I know there was a
proposal over in the House, that was talked about but that really did
not reach a definite form, of making a distinction between earned in-
come and unearned income. In other words, in the case of earned
income they were going to abate 75 percent of the tax. In defining
the earned income everything up to $20,000 that was actually earned
was regarded as earned income, and the amounts above that were
regarded as unearned income, and with respect to unearned income
the wanted to abate only 50 percent of the tax.

Senator CLARK. I am not advocating the adoption of the Canadian
theory, but it seems to me it is a much more logical theory if any dis-
tinction is to be made. They have an arbitrary way of saying, "We
will cancel and postpone all incomes below a certain amount and soak
everybody above a certain amount." In other words, the distinc-
tion as to source it seems to me, is a much more logical distinction
than purely the distinction as to amount.

Senator CONNALLY. Mr. Stam, let me ask you a general question.
The whole motive behind all this current tax liability is supposedly
to get revenue out of a lot of taxpayers that have not been paying
taxes very largely heretofore. The theory does not carry water that
they will not be able to pay. They will pay and spend their money on
taxes rather than on other things; isn't that true?

Mr. SrAM. That is true.
Senator CONNALLY. In order to get taxes out of that group these

plans propose to relinquish about three or four times as much money
in the higher brackets, in the higher incomes, than they can possibly
get out of that whole group. Isn't that true?

Mr. SI'AN. I do not think so.
Senator CONNALLY. You give away $7,000,000.
Mr. STAM. We are looking at this thing somewhat from a long-

range point of view.
Senator CONNALLY. Yes; I know you are looking at it from a long-

range point of view. In most cases people in ordinary circumstances
have the money to pay. I do not see where it makes a particle of
difference. We might think it does, but I know it does not make a
particle of difference to me whether I pay under the present system
or whether I pay currently; I know I am going to have to pay it.
These taxpayers we have in mind are going to make changes in their
old methods and they are going to make a provision for holding out
something with which to pay, like everybody else pays it. We would
have no difficulty at all. Isn't it a pretty good way to teach people
to pay their obligations, to pay their taxes, to make them do it by
starting on this thing? We are assuming these folks are so helpless,
so ignorant so indifferent that in order to make it possible for them
to do it we have to give them something, that we will come along and
do it for them. If you could devise some method by leaving the taxes
as they are and provide a system whereby the taxes can be paid by
the month it would help a lot in this whole tax situation.
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Senator JOHNSON. The withholding of taxes, doesn't that put it on
a current basis?

Senator CONNALLY. No, no. With the exception of the modification
the withholding taxes are credited ey, their final return. It would
meet the situation much better than just handing out $7,000,000,000
or $8,000,000,000 in order to make some fellow think that he is
paying the taxes currently. That is just psychology, $7,000,000,000
wort i of psychology.

Mr. STAM. A plan along those lines was originally presented to the
House, which merely had the withholding g method oin salaries and
wages and required the amount withheld to be applied against the
taxpayer's current liability. For example, if we started this with-
holding provision on July 1, 1942, and we started collecting taxes in
.July, under that system the taxpayer would be allowed to credit the
amount withheld at the source against the installments of his 1942
taxes, which are due in September and December of this year, and
any excess would be applied against their 1943 taxes.

Senator CONNALLY. If you had that kind of system you would avoid
all this business about estimating ahead. Nobody knows what his
income actually is going to be. If lie makes a mistake lie is penalized,
and all that sort of business. I hope somebody can work out a plan
along that line.

Senator BARKLEY. Let me ask you this: Do you agree with the
statement made yesterday, I think by Mr. Paul, that to the extent to
which the Treasury loses money under any of these plans, if we make
it up at all we have got to make it up out of the middle- and lower-
income brackets. Do you agree that so far as the high-income
brackets are concerned we have gone pretty well as far as we can go,
and not only that but we have to make up a deficit of three or four or
seven billions, whatever it is, because of any of these plans, and in
addition to that try to raise $16,000,000,0C0 more, or any part of it,
and that we have got to largely try to raise it from people who belong
to the ordinary walks of life and in the middle and lower brackets?

Mr. STAM. I think that is true. Of course, we have got a ceiling
now on incomes of 90 percent. The tax in no case can exceed 90
percent of the income. Those in the upper brackets, unless we were
to raise the ceiling, we could not get any more out of.

Senator BARKLiEY. That is a pretty effective ceiling, 90 percent.
Mr. STAM. Yes.
Senator LODGE. Mr. Chairman, I am advised that during the fiscal

year 1944 the yield from these various alternatives would be as follows:
the House bill $13,000,000,000; the present law $13,000,000 000 the
Ruml-Carlson bill $15,263,000,000. Those figures would lead' the
average man to the conclusion that the Ruml-Carlson bill will get us
the largest amount of revenue for the Government and put the largest
number of taxpayers current in the shortest space of time. Is not
that correct, Mr. Stain?

Mr. STAM. For that particular year. Of course ' ou have not the
figures for the Ways and Means Committee bill. That bill would
yield more than that.

Senator LODGE. The Ways and Means Committee bill, with no
discount, $15,000,000,000, and with a maximum discount,
$18,000,000,000.
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Mr. STAM. You see under the House bill, as we pointed out, as far
as the upper level is concerned, you do not get the benefit of the
increased income in. the current year, because you are not collecting
that currently, you are collecting that with respect to the back year's
income.

Senator Lon)(i. This is taking it for the fiscal year 1944, and the
Rumi-Cailson bill would yield the greatest amount of revenue and
would get the largest lumber of taxpayers current in the quickest
Space of time.

Of the three plans the H1ouse bill would yield less revenue than
either the Ruml-Carlson bill or the Ways and Means Committee bill?

Mr. STAm. That is right.
Senator LUCAs. How (10 yoU square that with your table on page

19, where you show the House bill would leave a tax liability remaining
of $2,214,000,000 and $1,133,0(10,000 under tile Rumil-Carlson bill?

Mr. STAM. He "is talking about the collection basis, how much you
are going to collect in this fiscal year. These figures you are quoting
are on a liability basis, that is the amount of tax imposed for that year.
You do not always collect in a certain fiscal year the amount of tax
imposed.

The CHAITUMAN. Are there any further questions, gentlemen? If
not, I would like to offer for the record a lengthy telegram from the
Boeing Aircraft Co., Consolidated Vultee Aircraft Corporation, Doug-
las Aircraft Co., Lockheed Aircraft Corporation, North American Avi-
ation, Inc., Northrop Aircraft, Inc., Ryan Aeronautical Co., and the
Vega Aircraft Corporation, with reference to the provisions of the bill
that relate to collecting at the source or withholding. They are in
line with the recommendations made yesterday, or the suggestions
made yesterday by the Treasury.

(The telegram referred to is as follows:)
Senator WALTER F. ORGr ,

Chairman, senate Finance Committee,
Senate Offlee Building, Washington, D. C.

DRAn SPNATon GEoRE: Reference is mado to pending pay-as-you-go legisla-
tion, and particularly to the technical provisions for withholding of tax by em-
plo yers. rlhe follow ng aircraft manufacturing companies: Boeing, Consolidated
Vultee, Douglas, Lookeed, North American, Northrop, Ryan, Vega, have studied
these, provisions with considerable care and have certain suggestions which, if
adopted, would simplify the procedure provided:

lese companies together employ a total of approximately 450,000 employees.
They represent 60 percent of the airplane production of the United States. Duo
to our rapid growth and present large number of employees, we have serious
problems with respect to the mechanics of preparing our pay rolls, Our work
,; done entirely through the use of automatic business machine equipment. At

the present time we are experiencing serious difficulties both with respect to
obtaining prompt delivery of adequate equipment and in maintaining an adequate
staff of competent operators.

We recognize the necessity for establishing a system for withholding of tax
by employers and are prepared to carry our share of the burden. Certain changes
which may be made in the bill as passed by the House would expedite war pro-
duction through simplification of the mechanics (f withholding. Your considera-
tion of these suggestions will be greatly appreciated.

(1) Discretion in Commissioner of Internal Revenue to permit reasonable
methods of computing withheld tax. The bill, in its present, form, provides
two optional methods of computing the tpx to be withheld. A. An exact mnathe-
matically accurate computation of the percentages, or 13, the use of tables setting
forth wage bands ind amounts of tax to be withheld.
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We find that, in view of our shortage of equipment and operators, we must
perform these operations with the maximum efficiency. Neither of the specified
optional methods permits all of us to perform the operations with maximum
efficiency. This is because we can save large amounts of time by combining the
operations which will 1e required by the bill with other operations we must
already perform. These other operations are required in order to make other
deductions from wages, including those for Social Security and unemployment
tax purposes. We cannot describe a specific alternative method which would
p permit the maximum simplicity, because the problems of the various companies
here represented vary, depending upon their respective accounting methods and

business machine procedures.
We believe that it would be entirely reasonable and satisfactory if the Com-

missioner in Internal Revenue were given authority to grant approval of a specific
tax withholding techniq n or method proposed by any employer. To give the
Commissioner reasona)le guidance in administering such discretion, it might be
provided that such methods should not vary by more than a reasonable percent-
age (perhaps 10 percent), from an exact mathematical complutation in the case
of any employee. (The tables now set forth in the bill, of course, provide a
subl stauntial variation from mathematical computation.) We believe that the
Commissioner would administer such a discretion reasonably, and that the
flexibility which would thus be provided would permit us to administer the
withholdings of tax with maximum eciciency.

(2) A single rate of withholdings is desirable. The House bill provides for
two effective rates of withholding tax. A new 17 percent rate is applied ulon
wages in excess of personal exemptions and credit for dependents, as specified.
In addition, the Victory tax is continued to the extent of 3 percent upon all wages
exceedinlg $624 per vear. We believe that this combination of dual rates is un-necessary and stibstantially comnplicates the task of omlployerm. In some instances

it may reli Ooire o eomphete rations, instead of one, and in any event a more
simple system for withholding tax can be applied if a single rate of withholding tax
is provided, allowing combinations with Social Security and other computations
already required, We recommend, therefore, that the policy be changed il this
respect in the interests of simplicity, and that a single rate or tax be apl)lied to a
single base. Presumably in excess of personal exemption and credit for depend-
ents. Not only would this simplify our task, but it wolild be easier for employer
and the public to understand.

(3) Revision of l)ersonal exemption and credit for dependents to exact inultiple
units. The proposed ill continues, for determining the portion of wages subject
to withholding of tax, the present personal exemptions and credit for do6)pn(OntS.
These are $1,200 in the case of married persons or heads of families, $500 in the
case of single persons, and $350 for each dependent. For all large employers who,
uIo automlntie biisiness machine equipment for pay rolls, the task of. compting
amounts of tax to ie withheld wvotild he substantially simplified if these amounts
could be changed to amounts which are exact multiples. Furthermore, elii-
nation of the ojilonal $600 exemptions withholding dedictioln for married persons
would be very helpful. A schedule, such as the following would accoliplish this
result. Single persons $624, married persons $1,248, credit for (efpendentF4 $312.

The effect of s01ch a change is substantially to reduce the number of groups of
employees with respect to which the same withholding deduction applies. Most
busillnss machlie operations are carried on through sorting of cards into groups.
By reducing the number of groups, tlmo time required for operation is likewise
reduced, with a cumniulative saving during the year to large employers of vast
amounts of time of equipment and personnel. We heartily recommend that your
committee consider such a change.

(4) Longer period for furnishing anmial receipts. The bill requires that,
receipts be furnished to each employee in respect of his employment during the
calendar year oi or Iefore January 31 of the succeeding year and that copies
shall be furnished to the Commissioner. It will be impossible in many instances
to complete preparation of these recipts within 31 days after the end of the year
andI, even though they are completed in that tine, they will he highly inaccurate,
It must be realized that some of our companies have many tiousamds of em-
ployees in other parts of the United States, and the physical job of obtaining
year-end data and transmitting it to our home oflIos Is alm extensive one.

Furthermore, during this same period it is necessary for is to prepare State
umemp)loyimint tax reports and Social Security reports. In addition, the year-end
closing of the book consumes a large amount of the time of tabulating equipment
since a large proportion of our records are kept by that means,
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For the foregoing reasons it would appear most desirable to change the due date
on receipts from January 31 to February 15, the date now prescribed for filing
Form 1099's, which are more simple to prepare than the form provided In the
section referred to. Furthermore, we recommend that the Commissioner be
given authority to extend this time for an additional 15 days'upon a proper
showing.

(5) Thirty days required to place system in effect. The House bill provides
for.the withholding system to be placed in effect July 1. Due to the delays
which have occurred this date is now not far away. The procedure which will be
required of employers to place the system in effect is very expensive and will
re uire a large amount of work in gathering data from employees, preparing suit-
able records, and rearranging the use of equipment. It is absolutely essential
that employers be allowed a minimum of 30 days after actual passage of the bill
within which to place the. system in effect. If your committee determines, there-
fore, that the bill cannot become law prior to June 1, we respectfully request that
the commencement date for withholding be postponed to a date later than.July 1,
otherwise a chaotic and unfortunate situation will arise at the crucial time when
the system is being placed in effect.

In conclusion, we wish to reemphasize that, due to shortages of equipment and
personnel, we are faced with very serious problems in performing t operations
necessary to prepare our pay rolls and pay our employees. It is obvious that war
production will be seriously impeded if pay rolls are not promptly and cfficiontly
met by employers. The imposition of an unnecessarily burdensome system for
withholding tax may actually interfere with our meeting pay rolls as expected
by our employees. While the matters of procedure discussed herein appear per-
haps not to be of great importance, actually they may have a very Important
effect upon our ability to meet our pay rolls promptly and we respectfully request
that they be given careful attention by the Finance Committee.

Very truly yours,
Boeing Aircraft Co., Consolidated Vultee Aircraft Corporation,

Douglas Aircraft Co., Lockheed Aircraft Corporation, North
American Aviation, Inc., Northrop Aircraft, Inc., Ryan Aero-
nautical Co., Vega Aircraft Corporation.

(Tax plan submitted by Royal C. Stephens, Philadelphia, Pa.:)

Senator WALTER F. 0zo ., PIKLADIOaL PIIA, PA., May 6, 10/j8

Chairman Committee on Finance,
Washington, D. C.

HONORAnL Sin: As a humble American citizen 1 desire to submit a tax plan for
your consideration that will save the members of your committee and the members
of both Houses of Congress both time and a lot of headaches, make the tax law
understandable to all taxpayers, likewise make it easy for the Treasury Depart-
ment to collect all of 1942 and 1943 taxes and at the same time create more confi-
dence in the minds of American citizens in the soundness of the financial structure
of the United States Government.

In the Revenue Act, write the following provisions:
"A taxpayer on 1942 taxes must before Mlarch 1943 file his income statement

and at the time of filing his income statement, arrange to pay his quarterly
installment, or make a token payment of five or ten dollars on his quarterly
installment on his 1942 taxes by deduction from his pay, one to five or more dollar
payments, as he may elect to choose of the three follow ing ways:

1. Pay the balance of his 1942 taxes in full and receive a 10pereent discount; or
2. Pay the balance of his 1942 taxes in quarterly installment and receive a

10 percent discount; or
3. Make a five- or ten-dollar token payment when lie files his income statement

and then at the same time arrange to pay the balance of his 1042 taxes in small
installments of one to five or more dollars to bb deducted from his pay checks,
choosing one to five years to complete paying the balance of his 1942 taxes,
with no interest charges against. his 1942 taxes. Allow this small taxpayer a
10-percent discount on his 1942 taxes if he completes his final payment of his
1042 taxes within 1 year of his token payment.' In the event the taxpayer
later earns less money, finds his payments ae too heavy for him to make, tile
taxpayer can rearrange'with the T'reasury Department to pay the remainder of
his 1942 taxes in smaller payments without interest charges.

4. Provide in the Revemnue Act that the 20 percent withholding tax on wages
and salaries for 1943 in addition to the 1942 taxes, be deducted at the source in

nh" , way - the Victory tax is now being collected for 1943.
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Mr. Rual deserves credit for his efforts to create publice opinion towards tile
pay-as-you-go idea for paying taxes for 1943, but neither the Federal Government,
nor the 48 State Governments, nor the political subdivisions of any state, nor the
Macy departmentt Store of New York, nor any of the various labor and business
organizations and newspapers that have urged your committee to forgive the
1942 taxes can afford to, or would agree to forgive any obligation dte them for
1942.

The Ruml idea of foltgiving the 1942 taxes is dangerous to our entire Govern-
ment and private financial system in the following way:

A. It. would raise an army -of taxpayers who would be demanding that the
entire national debt ibe repudiated on the ground it was too big a burden to bear,
and the same demands be made by taxpayers in arrears in payments of taxes to
both States and political su)(divlsioins of a State,

B. It would throw a wet blanket over all American citizens In their desire to
buy Goverimrunt bonds.

C. It would create a black financial plague in our private financial system
by creating in the minds of our citizens a desire to rqlitest that their l)rivat; loans
or obligations made in 1942 be forgiven, saying ltunl's tax plan gave them tire
idea to make the request.
D. Foreign citizens and foreign governments would give the Rurril tax plan as

a reason for requesting their financial debts to both American citizens and tho
United States Government be forgiven.
E. It woiild prevent the new taxpayers from forming the habit of saving their

money for a rainy (lay.
P. It would encourage the war workers to slpenid their earnings now and thus

increase the fear of inflation; also work against the drive of tie Government against
inflation.

0. It would allow war production plants working on a cost-plus or agreelnt
where pay rolls have been padded, and costly aird scarce materials wasted to
cash in on their illegal and un-Anerican profits.
H. It would create In the minds of public employees and private citizens who

have received their positions or some favor from the Influence of Democratic or
Republican official, or party leader to say, all our past political obligations, both
financial and otherwise are now forgiven and we will start now on a pay-as-yol-go
basis for any political favors we shall ask for or receive from Democrats or iRo-
publicans.

I. It, would allow citizens from foreign countries who have largo investments in
American var plants and other American business who made big profits in 1942
in tile United States to force American citizens to assume the added burden of
paying the taxes of foreign investors lit United States.

J. It might create a desire in tire initds of American people and the public
officials to forgot all agreements or commitments made lin 1942 by tire President
and the State Department, also other Federal, State, county, and local govern-
ment leaders and start a new beginning on Jantary 1, 1943.

Mr. Chairman, I urge your committee to see that all Victory taxpayers under
the 1942 Revenue Act are treated alike as provided under the Constitution, by
offering air amendment to the Current Tax Payment Act of 1943 by amending
the Revenue Act of 1942 in the following way:

"All Victory tax money deducted for wages earned before January 1, 1943,
under tire Treasury's ruling o section 476g be returned to tite taxpayer with as
little delay as possluh.

"Tile effect of this amendment to the Revenue Act of 1942 will make all those
Victory taxpayers drop their bitter feeling against a tax law that made them pay
a Victory tax or their wages earned before January 1, 1943, just because they
did not receive pay for thoso December wages until after January 1, 1943, will
Lace them in the same position as all other taxpayers who 'were paid In full
for December wages before January 1, 1943, who in keeping with Section 450 of the
Victory tax provision which says the Victory tax shall be levied collected, and
paid on wages earned after December 31, 1942, did not have the Victory tax de-
ducted from their December wages."

NoTE.-The Treasury Department would lose money on tie bookkeeping on the
Victory tax collected on the December wages and would also create ill will among
taxpayers about to have a heavy tax placed upon them.

Mr. Chairman write a provision in the 1943 Revenue Act to require the Fedral
Government to furnish all their employees a statement as to the amount and what
the tax is for in each pay cheek the same as a private employer is required to do.

Yours for treating all taxpayers in tire same way. ROYAL . STEPHHNS.
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(Letter and statement submitted by National Lawyers Guild:)
NATIONAL LAWYERS GUILD,

Hon. WALTER F. GEORGE, NEW Yonx CITY, May 0, 194 .

Chairman, Senate Finance Committee,
Senate Office Building, lWashington, D. C.

DEAR MR. CHAIRMAN: In view of the limited hearings planned by your com-
mittee on pay-as-you-go tax legislation, we are submitting the enclosed statement
setting forth the views of the National Lawyers Guild with respect to this impor-
tant subject.

We respectfully request that said statement be inserted in the record of the
committee hearings.

We shall apprecinto receiving d copy of the unrovised committee print of the
transcript of the record as these become available.

Respectfully,
MARTIN POPPER,

National Executive S$ecretary.

STATEMI ONT OF TIE NATIONAL COMMITTEE ON TAXATION 01 TInE NATIONAL
LAWYERS GUILD ON PAY-As-You-Go LEOIsLATION

After careful study of the various bills introduced In Congress to place personal
Income-tax payments on a current, pay-as-you-earn basis, the National Lawyers
Guild Is convinced that there is only one equitable means of immediately achleving
this highly desirable tax reform, namely, by adopting the Doughton plan. The
Doughton plan, designed as a compromise measure, avoids the unwarranted wind-
falls which characterize tile Ruil-Carlson plan and, to a lesser extent, the Robert-
son-Forand plan, adopted by the House.

In this critical Iline in out'Nation's struggle fyr existence, at a time when every
effort must bo made to raise all the revenue the econolny cal1 properly bear, it
Is nothing less than a travesty to bestow undeserved windfalls in the form of tax
cancelation. It Is incredible, yet tragically true, tllat there are forces in Congress
which clamor for forgiveness of nearly 10 billion in taxes in tho-face of the Presl-
dent's request that Congress raise an additional 16 billion. Those forces
behind the Ruml-Carlson bill which are now proposing to cancel nearly 10 billion
in taxes are the same forces which voted for the recent nulliflcation of President
Roosevelt's order limiting gross salaries to $67,200, and are the same forces
which clamor for wage-freezing and heavy sales taxes-in reckless disregard of the
detrimental effect on the war effort.

Tile argument now being raised that a plan is inequitable unless it cancels tle
same percentage of 1942 tax for each income level involves the grossest distortion
of tile e suitable principle of ability to pay, a principle which requires that the tax
burden fncreaso progresslvely as tihe inconie level Increases wid that conversely,
tax cancelation should decrease as the Income level increases because of the dimin-
ishing need for relief from doubling up.

To solve the difficult problem of transition from the current year-behind
collection system, the National Lawyns Guild has at all times urged that can-
celation to afford relief from double payment should be based on actual need and
must avoid unwarranted windfalls, The guild still believes its proposal to cancel
the tax on the first $2,000 of 1942 after exemptions is the soundest solution to the
problem of transition. This would wipe out entirely the 1942 taxes of single
persons ivith incomes under $2,750, of married persons with two dependents with
Incomes under $4,500. The essence of tile guild plan was only very recently
adopted by the New York Times (editorials of April 19, 23) which suggested as
a compromise that Congress forgive "the tax on, say, tie first $5 000 of income of'
every taxpayer for 1942." The guild plan would, in fact, put 60 percent of the,
taxpayers on a current basis since only 10 percent of tile 44,000,00 taxpayers
will have incomes which exceed the first surtax bracket of $2,000.

Of all the tax bills which have been considered by Congress, the Doughton bill'
alone approaches the tests of sound pay-as-you-go legislation and therefore
deserves the support of the American people--in the absence of a bill limiting
cancelation to the lower Incomes.

In essence the Doughton plan provides that the tax on 1942 incomes shall be
recomputed by applying the 1,941 rates and 1941 exemptions of $750 and $1,500
instead of the higher 1942 rates and the 1942 exemptions of $500 and $1,200-and
canceling the difference. The Doughton plan would thus cancel the entire 1942'
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tax for 7,000,000, new taxpayers at the bottom of the income scale and sub-
stantially reduce the 1942 tax for the great bulk of the remaining taxpayers. For
a married person with no dependents, the tax reduction on a $2,500 net income is
63Ipercent of the 1942 tax; at $5,000, it is 52 percent; at $10,000, it is 40 percent;
at $25,000, it is 20 percent; at $100,000, it is 18 percent; and at $1,000,000, it is 14
percent. Relief would thereby be given in proportion to need, since t he taxpayers
in the lower brackets are i need of the greatest relief. The i)oughton plan is
thus in striking contrast to the Runl-Carlson plan which would cancel 100 percent
of 1 year's tax liability, even though the taxpayers had a very large income and
had no need for cancelation-relief.

The Doughton bill would cancel $4,671,600,000 of the aggregate 1942 tax lia-
bility of $9,451,300,000 which remain after taking into account the reduction
due to special exemnltlve provisions for the armed forces. The remaining $4,-
779,700,000 would be collected over the period from 1944 to 1946, thus providing
$1,593,200,000 a year in added revenues from ability-to-pay sources-while theRumnl-Carlson aid Robertson-Forand plans make no such, additions. In view
of the provisioins for (liscounts for earlier payments, income tax collections in
1944 and 1945 would be even greater because of accelerated payment. The
partial doubling up provided iIl the Doughton bill would impose no real hardship
on anyone shice the reduced 1942 tax would be payable in installments over a
3-year period (1944-46) and an additional 36 months extension could be obtained
in cases of undue hardship in meeting these installments. The Doughton bill
has been assailed on the ground that taxpayers with incomes beginning around
$250,000 would be called upon to make payments in excess of their incomes.
This argument conveniently overlooks the balance of' the 1942 income which
the large income recipient "has after his living expenses. This balance, which
is the bulk of the large income taxpayer's 1942 Income, is in the form of savings,
purchases of tax-anticipation certificates, or Investoments-earmarked for the
payment of 1942 tax obligations. These reserves, quite obviously, are more
than enough to take care of the reduced 1142 tax which leaves the 944 income,
for example, to take care of the tax liability on 1944 Income without any hard-
ship. Thus, a taxpayer with an annual net I come of $500,000 in each of the
5 years 1942 1943 1944, 1045, 1946, would pay, under the Doughton bill, $440,747
in 194 and '$555,'878 (which includes the onie-third installment of $115,131 on
the 1942 tax) during each of the years 1944, 1945, 1046, Thus, a total tax of
$2,108,381 would be payable on the 5-year income of $2,500,000--or only 84
percent of the aggregate Income. The large income recipient, it must be renmmm-
bered, retains the savings on his 1942 income which are available for tax pay-
inents, in addition to his income received ill kubsequlent years.

The attached table showing the ainount of tax canceled at specified levels of
not income under the Doughton, Forand, and Carlson bills respectively, indicates
clearly the excessive windfalls granted under the Carlson bill and, to a lesser
extent, the Forand bill, which cancels 19 percent of all taxable income, whether
that income was $2,000 or $1,000,000. This table shows that under the Doughton,
Forand, and Carlson bills, respectively, for a married person with no dependents
the tax reduction on a $5,000 net income is $389, $692, and $746; at the $25,000
level it is $2,396, $4,438, and $9,220; at the $100,000 level it is $11,472, $18,088,
and $64,660; and at the $1,000,000 level it is $121,126, $189,688 and $854,000.

Cancelation beyond the levels set by the )oughton bill is intolerable, and would
grossly violate tie basic princi)le of ability to pay. Relief front doubling up is
needed by the taxpayer in the lower braelet and not by the iupper-bracket tax-
payer who has made provision to meet tme tax liability on 1942 income either by
the aecumulation of savings or by the purchase of tax-anticipation certificates.

The Ruml-Carlson bill, which would distribute benefits in inverse ratio to need,
is particularly objectionable because it would constitute the grossest violation of
the principle of ability to pay. It is extremely inequitable because it would shift
tie tax burden from the few at the upper end of the income scale to the many at
the middle and lower end. Since war contractors have been realizing unprece-
dented profits since 1942, the ruinl-Carlson bill would in effect be exempting war
profits from their just share of taxation. Not content with nullifying the Presi-
dent's order limiting gross salaries to $67,200, the same forces would nullify the
tax Increases imposed In the last 3 years to finance the war, wiping out 102 percent
of these tax increases at the $100,000 level, and 320 percent at the $1,000,000 level.

In view of the nation's revenue needs and in view of the inequitable windfalls
permitted under the luml-Carlson plan and to a lesser extent imider the Robert-
son-Forand bill, the Congress should reject those plans amid] adopt the Doughton
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plan as the most equitable plan for achieving a current pay-as-you-earn income-
tax-collection system. To prevent undue hardships, the "Victory tax" should be
repealed and the 1041 personal exemptions of $750 and $1,500 should be restored.
These revisions would place the Federal income tax on a more equitable basis,
enhance morale and speed the day of the unconditional surrender of the enemies
of all humanity.

(Letter submitted by the Military Order of the Liberty Bell:)
TIm MILITARY ORDER OV TeIE LIBERTY BEL,

Cowart, Va., May 8, 194,8.Hon. WAcr1TEa F. JEeR(ER,
Chairmen, Committee on Finance,

United States Senate, Washington, D. C.
MY D1),AR SENATOR: This is to request permission to he heard in the hearings

on the tax bill or in lieu thereof that this letter he made a part of the record of
proceedings,

Tle bill, as coming from the lIouJe, provides exemption of the pay of time anen of
the services. With that we are in accord but we desire to urge similar exemption
be extended to tile retired pay of men on tile retired rolls,

It is pointed out that at this time exemption is provided for pensions and com-
pensat-oin. Retirement, though handled In a different manner, is fundamentally
the sano as pension. Both are grounded in tile proIposition that government has
consunied the usefulness of the man.

As compared with meno, on active duty the pay of the retired men is much
lower. Generally that pay is their only income, Unlike civilians ill war work
there is no advancement for theml in economic standards in terms of increased pay.
Instead their retired pay is rapidly being lessened in value as necessities rise in
price.

We most sincerely urge extension of the exemption to retired men so that the bill
will not leave them as all alone in paying taxeA oil their meager incomes after
substantial service in our armed forces,

Assuring you of my highest regards, I am,
Sincerely yours, WAn,'raa JOHNsON,

Commander in Chief,
Military Order of the Liberty Bell.

The CHAIRMAN. If there i, nothing else at this time the committee
will recess until 2:30 and meet in executive session at that time.

(Whereupon, at 12 noon, the committee recessed until 2:30 p. m.,
to meet in executive session.)


