- Calendar No. 64
TisT Condams‘s } ' SENATE { ReporT
2d Session . : No. 48

TAX RELIEF FOR 1929

DrceusrR 4 (calendar day, DrceEMBER 9), 1929..—Ordered to be printed

Mr. Smoor, from the Committee on Finance, submitted the followiﬁg
REPORT
[To accompany H. J. Res. 133)

The Committee on Finance, to whom was referred the joint resolu-
tion (H. J. Res. 133) reducing rates of income tax for the calendar
year 1929, having had the same under consideration, reports it
back to the House without amendment and recommends that the
resolution do pass.

THE PROPOSED REDUCTION

The joint resolution reduces the rates of normal tax on the taxable
net incomes of individuals from 1% to one-half of 1 per cent on the
first $4,000; from 3 to 2 per cent on the second $4,000; and from 5 to 4
per cent on the balance; and reduces the corporation rate from 12 to
11 per cent. The reduction is applicable only to the rates for the
calendar year 1929, and will effect a saving to our taxpayers of ap-
proximately $160,000,000, about $90,000,000 of which is attributable
to the reduction of the corporation rate and about $70,000,000 to the
reduction in the individual rates.

The following table shows the aggregate benefits to the various
classes of individusl taxpayers;
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Aggregate Feduction in sndividual laxes
{The total net tax includes the tax on ;itw;!dends& capﬂal ains, interest on Goveryment bonds, eto., less

all tax credits, and Is the estimated current In

{vidual income tax to be pald during the calendar year

102)
Texpayers Net total tax Tax reduction
Class Net income Per cent Per
Number | of total Amount {centof| Amount I;grt
nutber total C
1| Not over $10,000......coonaen. 2, 095, 000 85, 86 $50, 000, 000 4. 59 1$28, 000, 000 56, 00
2 | From $10,000 to $25,000....... 252, 000 10. 33 100, 000, 000 9.17 | 18, 600, 000 18. 50
3 | From $25,000 to %50.000. . 60, 100 _2.46 150, 000, 000 13.76 [ 11, 250, 000" 7. 60
4 | From $50,000 to $75,000. . 15, 700 4 125, %,'000 11.47 | 4,350,000 3.48
5 | From $75,000 to $100,000. 4, 100 .25 85, 000, 000 7.80 | 2,100,000 2.47
6 | In excess of $100,000. ... ... 11, 100 . 46 580, 000,000 | 53.21 | 6,800, 000 1. 00
Total. e mccecacmaan 2, 440, 000 100. 00 |1, 090, 000, 000 | 100,00 | 70, 000, 000 6. 42

The following table gives a comparison of the total tax, both normal
and surtax, payable under the present law and under the rates fixed
for 1929 by the joint resolution, by a single person and by a married

person with no dependents.

The table is based upon the assump-

tion that all the incomne not in excess of $10,000 is earned income, and
in addition that one-fourth of the income in excess of $10,000, until
the limit of $30,000 carned income is reached, is also earned; and
that the total net income is all the income received and does not
include dividends, capital gains, or interest upon Government bonds.



Bingle person 1 Married man. no dependents
Reduction in tax Reduction in tax
.
Normal t‘:: rm:.l_ Totsl tax, | Total tax, Normal tli':mii Total tax, | Total tay,
tex, pres- p od for Surtax present p;oposed tax, pres- pos& for Sortar present proposed

ent law 1929 law for 1929 Amount Per ent law 1620 law for 1926 Amomnt Per

v - cent cent
. $4,000 | $28.13 $9.38 $28.13 $0.38 $18.75 66. 66 $5.63 $1.88 |ocaaaeeae $5. 63 $1.88 $83.75 66. 81
- 5 000 39.38 13 13 39,38 13.13 26. 25 66. 66 16.88 5. 63 16. 88 5.63 11.25 66. 68
- 8,000 " 56.25 22.50 . 56.25 | 22. 50 33.75 60. 00 28.13 9.38 28.13 9.88 18.75 66. 68
. 7,000 78.75 37. 50 7876 . 3.50 41.25 52.38 39.38 13.13 39. 38 13.13 26.25 66. 66
8, 000 101. 25 52.50 | ccemneea) 101.25 52.50 | - 48.75 48.15 56. 25 22. 50 56.25 2.50 75 60. 00
$.000 | 123.75 . 67.50 123.75 . 87.50 |- 5625 45:45 78.75 3750 | eeceeeee 78.75 37. 50 4125 52.38
. 30,000 |. 153.75 T Y000 femaeeciaaee 153.75 90.00 | - 63. 75 41. 46 101.25 5250 |awaeceees 101. 25 52. 50 48.75 48.15
. 15,000 388.12 |- 277:50- $50. 88 | 445.00 ~334.38- 110.62 24.86 311.88 216.25 $56.88 58,76 273°13 95.63 25.83
- 20,000 622.50 | © -455.00 213.75 |.. 836.25 |- 678. 75 157..50 18.83 547.°50 405. 00 213.75 761.25 618.75 | 142. 50 18.72
- 25,000 { 856.87 | . 65250 500.63 |- -1,357.50 1,15.13 20437 15.05 781. 88 502. 50 |. 500. 63 1,282.51 1,003.13 189.38 14.77
- 3;000} 1,001.25| = 840.00 86500 | 1,956.25 | 1,705.00 |. 251.25 12.84 1,016.25 780. 00 865.00 1,881.25| 1 645.00 236. 25 1256
- 40,000 1, 560. 00 1,215.00.] 1,768.75 328.75 2,883.75{ . 5.0 10.36 1, 485. 00 1,155.00 1,768.75 3,253.75 | 2,975 330.00 10.14
50,000 - 2,028.75 |- 1,7590:00 2,925.00 4,95.75 1 4,515.00 |- 438.75 8.86 1,953.75 1,530.00-] 2,925.00 4,878.75 4,455.00 | 423.75 8.69
© 60,000 |- 2,407.50 ;  1;965°00 4,312.50 ; -6,810.00 {-- 6,277.50 532.50 7.82 2,422.50 1, 905. 00 4,312.50:;, 6,735.00 6, 217. 50 517. 50 7.68
. 70,000 2,966.25 | - 2,340: 5932-507) 8,898.75 | 8,272:50 626. 25 7.04 2,891.25 2, 280. 00 5,932. 50 8,823.75 8,212:50 61125 6.83
- 80,000 | 3;435.00.| . 2 715 00- 7,688.75. 11,123.75 |- 10,403.75 | . 720. 00 6. 47 3,360.00 2, 655. 00 7,688.75 | 11,048 75 | 10,343.75 705. 00 6.38
. 906,000 [- 3,903.75 | - 3,0900:00-| 9, 540:00-1 13, 443.75 | 12, 630.00 813.75 6.05 3,828.75 3, 030. 00 9,540.00 | 13,368.75 | 12, 570.00 798.75 5.97
-~ 100, 000 4,403.25 |- 3,490:00-] 11,440.00 |- 15, 843.75 | 14,930.00- 913.75 5.77 4,328.75 3,430.00 | 131,440.00 | 15,768.75 | 14,870.00 898. 75 3.70
250,000 | 11,903.75 | - 9,490.00-| 41,440°00.! 53,343.75| 50,930.00 - 2,413.75 4521 11,828.75 9,430.00 | 41,440.00 | 53,268.75| 50,870.00 | 2,398.75 450
500,000 [. 24,403.757| 19,490:00~| 91,440:00 | 115,843.75 | 11G,930.00. | - 4,813.75 4,241 24,328 75| 19,430.00 | 91,440.00 | 115 ,768.75 | 110, 870.00 4,898. 75 423
3,000,000 [~ 49,403.75 | -39,490.-00-| 101,440.00 | 240, 843. 75 |-230,930. 00 | 9,013.75.| . 4.12| 49,328 75| 39,430.00 | 101, 440.00 | 240, 768. 75 | 230, 870.00 } 8, 898. 75 411

6861 HOJ JHI'THY XVI
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THE ESTIMATED SURPLUS .

The estimated surplus for the fiscal year 1930 is approximately
$226,000,000 and the estimated surplus for the fiscal year 1931 is ap-
}):oximawly $123,000,000. The probable surplus is shown by the
ollowing table, which gives the actual receipts and expenditures for
the fiscal year 1929 (on the basis of the daily Treasury statements,
unrevised) and the estimated receipts and expenditures for the fiscal
years 1930 and 1931:

Receipls and expenditures for the fiscal year 1929, on the basis of daily Treasury

stalements (unrevised), and estimaled receipls and expenditures for the fiscal years

1930 and 1931

1929 1930 1931
RECKIPTS, ORDINARY
[O20L17+) 11 1 $602, 262, 786. 17 | $602, 000, 000. 00 $602, 000, 000, 00
Internal revenue:
Income taX. oo iieveenan———- 2,330, 711, 822, 66 | 2, 480, 000, 000,00 | 2, 460, 000, 000. 00
M iscellaneous internal revenue. ....c.ocevene.. 607, 307, 548, 98 635, 000, 000, 00 640, 000, 000. 00
2,938,019, 371. 64 | 3, 115, 000, 000.00 | 3, 100, 000, 000, 00
Miscellaneous recelpts. . . ..ooooocueeoeaeecocaonn- 492,008, 067.24 | 532, 263, 434,00 623, 727, 666. 00
Total ordinary receipts. ....cacceececvavenn- 4,033, 250, 225, 05 | 4, 249, 263, 434.00 | 4, 225, 727, 666. 00
EXPENDITURES
Total ordinary expenditures. ... .............. 3, 208, 859, 485. 88 | 3, 393, 316, 300,00 | 3, 467, 614, 700. 00
Public.debt retireinents chargeable against ordi-
nury recelpts. .. 549, 603, 703. 75 630, 365, 600. 00 6356, 324, 000, 00
‘Total expenditures chargeable against ordi-
naryreceipts. .. ... ..o..oo..... PR 3,848, 463, 189,63 | 4, 023, 681,900.00 | 4, 102, 938, 700. 00
Excess of ordinary receipts over total expenditures ‘
chargeable against ordinary receipts. ........... 184, 787, 035. 42 225, 681, 634. 00 122, 788, 966. 00

Corporations enjoyed a very prosperous year in 1928 and all
reports indicate that their 1929 mmcome will exceed that of 1928.
However, an analysis of the available statistics and information

-shows that the surplus for the fiscal year 1929 is attributable almost
entirely to the unusual increase in taxable incomes of individuals.
The outstanding item is an increase of approximately $2,000,000,000
in profits from the sale of capital assets. The individual income
taxes increased from approximately $790,000,000 for the fiscal year
1928 to approximately $1,019,000,000 for the fiscal year 1929, },t is
quite impossible to estimate the effect which the recent precipitous
(iecline in security values will have on the profits from security
transactions,

Because of the unusual conditions, your committee believes that
the estimated surplus for 1930 and 1931 does not permit a permanent
tax reduction. Nevertheless, it is convinced that the benefits of the
probable surpluses should be passed on to the taxpayers rather than
applied to debt reduction. Ample provision for the retirement of
our national debt, in accordance with our well-established policy, is
made in the Budget. It will be noted that the estimated expendi-
tures for 1930 and 1931 include, respectively, $630,000,000 and
$635,000,000 for debt retirement chargeable sgainst ordinary receipts.

If there were reasonable assurances that the probable surpluses
were of a permanent nature, your committee would .consider, as
it has in the past, a permanent revision of our tax laws, attempting
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to equalize and at the same time lessen the burdens now imposed
upon our various classes of taxpayers. However, such an under-
taking at the present time is not justified. The surpluses may
be only of a temporary character. The extraordinary increase
in the gains reported by individuals may disappear. Undoubtedly,
substantial losses have been sustained. hether these losses will be
more than offset by future gains can not be reliably predicted. Again,
it should be borne in mind that the income tax has become our prin-
cipal source of revenue, and that the yield of any income tax is neces-
sarily subject to the fluctuations of business. Our balanced Budget
should not be subjected to the risks of uncertainties. :

EXTENT OF PROPOSED REDUCTION

Although the estimated surpluses can not be classed with reasonable
certainty as of a permanent nature, your committee is convinced
that a temporary tax reduction is proper at the present time, and that
the relief should be granted to the greatest extent consistent with
sound Government finance and to the greatest possible number of
taxpayers. By dividing the effect of the reduction between the
fiscal years 1930 and 1931, it is believed that an aggregate reduction
of $160,000,000 is within a reasonable margin of safety. By decreas-
ing the normal individual and the corporation tax rates, the benefit
is accorded all the taxpayers. KFurthermore, the greatest relief is
granted taxpayers of relatively small incomes, consisting primarily
of salaries and wages. The proposed relief to taxpayers. of this class
is undoubtedly at least as.great, if not-greater, than would result
from a revision of the ‘‘earned income”’ provisions of the present law.

1t is generally admitted that the present corporation rate.of 12
per cent-is out of line with the rates imposed upon individuals.
Undoubtedly, the corporation rate should be reduced as soon:as the
revenue requirements permit. The number of individuals contribut-
ing directly to the support of the Federal Government through the
Federal income tax has been strictly limited, and, of those contribut-
ing, the vast majority pay but an insignificant amount. _0f.2,434,000
individual returns sgowmg taxable Income, 2,059,000 returned but
$32,861,000 of income tax, while 375,000 returned a tax of $1,109,-
000,000. The average rate of tax on the net incomes of the 2,059,000
individuals was 0.42 per 'cent, whereas these and other millions of
individuals owning stock 'in corporations are virtually paying taxes
through their. corporations at. 12 per cent on that: portion of their
income arising from the profits of the business enterprises in :which
they are shareholders. Xor the calendar ‘year:1927, 24.46 per cent.
of their net income was taken. by taxes,vi{ all taxes paid are taken
into consideration; and for every dollar paid in dividends, 46 cents
were paid in taxes. ' ‘If all corporations be included—that is to say, cor-
porations reporting a deficit as well as those reporting net income—
the 'gercéntage of net income pdid in'taxes is' 34.84 'per cent. It
can hardly be denied that the why t6' give ‘the- greatest ‘Fedetal ‘tax’
relief to the greatest number is throtigh'a reduction of the corporation
rate. Furthermore, no reduction 'is"made in' the surtax ratés, ‘the
rates at which dividends received by individuals are taxed. ‘ ‘Whether
thé theory is adoptéd that the corporation income tax'i§ ‘passed on:
to consumers or that the burden falls upon the stockholders; it must:
be admitted that out corporate taxpayers and theii“’s‘tmkhdider‘s‘ayq
clearly ‘deserving of ‘the proposed reduction, oo
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REDUCTION CONFINED TO 1920

The reduction of ratesyproposed by the joint resolution is confined
to the calendar year 1929, and the resolution is so framed that with-
out further legislation the rates prescribed by the revenue act of
1928 automatically apply to the calendar year 1930 and all subse-
quent years unless changed by act of Congress..

All taxpayers whose books are kept on the basis of the calendar
year will take advantage of the reduction in their return due March
15. The benefits of the reduction are, however, also applicable to
taxpayers having a fiscal year different from the calendar year.
The existing law makes express provision for this class. Section 105
of the 1928 act provides: |

Skc. 106, Tazable fen'od embracing years with different:laws—If it is necessary
to compute the tax for a period beginning in one calendar year.(hereinafter in
this section called “first calendar year'’) and. ending in the following calendar
vear (herejnafter In this section called ‘'second calendar year’”) and the law
applicable to the second calendar year ig different from the law applicable to the
first calendar year, then the tax under this title for the period ending during the
second calendar year shall be the sum of (1) the same proportion of a tax for the
entire period, determined under the law applicable to the first calendar year and
at the rates for such year, which the portion of sugh period falling within the first
calendar year is of the entire period; and (2) the same proportion of a tax for the
entire perlod; determined under the law applicable to the second calendar year
and at the rates for such yecar, which the portion of such period falling within the
second calendar year is of the entire period. .

An example will illustrate the application of this section to the con-
templated rate reduction. Suppose that a corporation has its fiscal
year beginning on July 1. -For iis taxable year from July 1, 1928, to
June 30, 1929, it has presumably already made return. If the taxable
?eﬁ, income shown thereby is $100,000 its tax will be computed as
ollows: L

Twelve per cent of $100,000 is $12,000. - One-half of this (since it
had six months in the calendar year 1928) is' $6,000. Eleven per
cent of $100,000 is $11,000. One-half of this (representing the six
months falling within the calendar year 1929) is $5,500.- Its tax for
its taxable year ending June 30, 1929, will therefore be $6,000 plus
$5,600, or $11,600. It it has already paid the $12,000 tax under the
1928 act rates it will be entitled to a refund or credit of $500: The
remainder of the benefit of the rate reduction will be availed of in
its return for its taxable year ending June 80, 1930, the tax for which
will be one-half of 11 per-cent o1 its taxable net income (representing
the six months in 1929), plus one-half of 12 per cent ot its taxable
net income, representing the six months in 1930 as to which the 12
per cent rate of the 1928 act automatically applies. : =

TAXES TO WHICH REDUCTION APPLIES .

The reduction applies to all classes of taxpayers. Individuals,
including nonresident aliens, benefit so.far as normal tax is con-
cerned, but the surtax rates of the 1928 act are not reduced. 'The
benefit of this reduction in pormal tax automatically is extended to,
estates and trusts, since section 161,of the 1928 act provides that the
taxes imposed upon individuals shall apply to the income of estates
and trusts. T

"The tax on corporations and insurance companies is not divided.
into normal tax and surtax, the rate being a flat 12 pér cent tax, re-
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duced 'by the resolution to 11 per cent. Itshould be noted that no
reduction is proposed in the 50 per cent tax imposed by section 104 of
the 1928 det in the case of the accumulation of surplus to evade
surtaxes. _

REFUNDS, CREDITS, AND DEFICIENCIES

In the case of taxpayers not keeping their books on the basis of the
calendar year it will result that many will alveady have filed their re-
turns for the taxable year 1929 (i. e., for their fiscal year ending within
1929). The overpayment of tax resulting thereby will be within the
provisions of section 322 of the present law which provides that ‘‘ where
there has been.an overpayment of tax imposed by this title, the
amount of such overpayment shall be credited’ against any install-
ment of tax still due, and any balance refunded. On such overpay-
‘ments interest at 6 per cent will he allowéd from the date of overpay-
ment, in accordance with section 614 of the 1928 act.

Section 271 of the 1928 act defines a deficiency as the amount by
which the tax properl{ computed excéeds the amount shown as the
tax upon the retuin. If the return has been filed before the enactment
of this join{ resolution the taxpayer will, of course, have. computed
the tax at the rates under the 1928 act: * In determining the amount
of the deficiéncy under this provision the new rates will, of ¢ourse,
be applied in detérmining thé ‘correct amount of the tax, and also the
amount of tax shown on the return will have to be recomputed at the
new rates.

REVENUE ACT OF 1928 NOT AFFECTED

Nothing in the joint resolution in any way impairs or affects the
revenue act of 1928, except as to the rates of tax for the calendar
year 1929 only. The various taxes, whose rates are affected for this
temporary period, remain ‘‘taxes imposed by’ Title I of the revenue
act of 1928 within the meaning of all the various sections of that act
in which such language occurs. v

TEXT OF SECTIONS AFFECTED BY RATE REDUCTION

. . INpIVIDUALS , .
Sec. .11.. NorMAL Tax oN Inp1vipuars,—There shall t{q‘)evie’d. -collected, and
paid for each taxable year upon thé net income of évery individual a normal tax
equal to the sum of the following:. ... . .. . ' .
~(a) 1% per .centpgi of the, first $4,000 of the amount of the net income

in excess of the credits against net income provided in section 25;

(b). 3 per centum of the next $4,000 of, such excess amount; ahd

(¢) & per centum of the remainder of such excess amount.,

' . . NONREBIDENT ALIENS S
Sec. 211. NorMAL Tax.—(a) General rule—In the case of a nonresident alien
individual who is not a resident ‘of a‘continguous ¢ountry, the normal tax shall
be 6 per centum of the amount of the net income in excess of the credits agajnst
net income allowed'to sichjndividual, '--** -~ 0 ‘ -
(b) Aliens resident in conliguous copintries.—In the case of ‘an alien‘indiyidual
resident in a contigious coin ‘ry,‘ the normal tax shall be an amoiint equal to the
sum of the following: AR SR e
(1), J}é, er centum of the amount by which the part of the net iricome
attrib tab}fg‘be‘ ¢s, salaries, professional fees, or othér amounts received
‘a8 compensation for personal services actually ge’rf@frqu;\in&h'e*United
States, exceeds the pem‘);nﬁl', exemption and oredit’for dependents; but the
amount taxsblé at such ‘15§ per centum rate shall not exceed $4.000;
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(2)' 3 per centum of the amount by which such part of the net income
exceeds the sum of (A) the personal exemption and credit for dependents
plus (B) $4,000; but the amount taxable at such 3 per centum rate shall
not exceed $4,000; and

(3) 6 per centum of the amount of the net income in excess of the
sum of (A) the amount taxed under paragraphs (1) and (2) of this sub-
section plus (B) the total credits against net income allowed to such
individual. .

(o) In leu of normal lax under seclion 11.—The tax imposed by this section
shall be in lieu of the normal tax imposed by section 11.

EsTATES AND TRUSTS

Sec. 161, Imposrrion oF Tax.—(a) Application of tax.—The taxes imposed
by this title upon individuals shall apply to the income of estates or of any kind of
property held in trust, including— :

(1) Income aceumulated in trust for the benefit of unborn or unascer-
tained persons or persons with contingent interests, and income accumu-
lated or held for fututre distribution under the terms of the will or trust;

(2) Income which is to be distributed currently by the fiduciary to {he
beneficiaries, and income collected by a guardian of an infant which is
to be held or distributed as the court may direct;

(3) Income received by estates of deceaaedkgersons during the period
of administration or settlement of the estate; an

(4) Income which, in the discretion of the fiduclary, may be either
distributed to the beneficiaries or accumiulated.

(b) Computation and payment—The tax shall be computed upon the net
income of the estate or trust and shall be paid by the fiduciary, except as pro-
vided in section 166 (relating to revocable trusts) and smction 167 (relating to
Income for benefit of the grantor). For return made by beneficiary, see section

143,
Conponuxou_a

Sec. 13. Tax oN CorPORATIONS.—(8a) Rate of tax.—There shall be levied, col-
lected, and pald for each taxable year upon the net income of every corporation,
a tax of 12 per centum of the amount of the net income in excess of the credits
against net income provided in section 26,

(b) Exempt corporations.—For corporations exempt from tax, see section 103.

(¢) Improper accumulation of surplus.—For tax on corporations which accumu-
late surplus to evade surtax on stockholders, see section 104,

Lirr INsuRANCE COMPANIES

Sec. 201, Tax on Lire INsuraAnce Comranies.—(a) Definition.—When used
in this title the term *“life insurance company’’ means an insurance company
engaged in the business of issuing life insurance and annuity contracts (includ-
ing contracts of combined life, health, and accident insurance), the reserve
funds of which held for the fulfillment of such contracts comprise more than 50
per centum of its total reserve funds. ;

(b) Rate of taz.—In lieu of the tax imposed by section 13, there shall be levied,
collected, and paid for each taxable year upon the net income of every life insur-
ance company a tax as follows: »

(1) In the cagse of a domestioc life insurance company, 12 per centum of
its net income;

(2) In the case of a foreign life insurance company, 12 per centum of
its net income from sources within the United States.

O1rHER INSURANCE COMPANIES

Sec. 204. InsuraNcE CoMraNIES OTHER THAN Lire orR MuruaL.—(a) Impo-
sition of taxz,—In lieu of the tax imposed by section 13 of this title, there shall be
levied, collected, and paid for each taxable year upon the net income of every
ifn;slurance company (other than a life or mutual insurance company) a tax as
ollows: -

1) In the oase of such a domestioc insurance company, 12 per centum
of its net income; .

(2) In the case of such a forelgn insurance company, 12 per centum of

its net income from sources within the United States.
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© WITEHOLDING AT SOURCE

Seo. 144, WirHROLDING OF TAXx AT SoUrRcE.—(a) Tuz-free covenant bonds,—

(1) Requirement of withholdings: In any case where bonds, mortgages, or
deeds of trust, or other:similar. obligations of a corporation contain a contract
or provision by which the obligor agrees to pay any portion of the tax imposed
by this title- upon the obligee, or.to reimburse the obligee for any portion of the
tax, or to pay the interest without deduotion for any tax which the obligor may
be required or Spermitted to pay thereon, or to retain therefrom under any law
of the United States, the obligor shall deduct and withhold a tax equal to 2 per
centum of the interest upon such bonds, mortgages, deeds of trust, or other obli-
gations, whether such interest is payable annually or at shorter or ionger periods
if payable to an individual, a partnership, or a foreign corporation notengage(i
in trade or business within the United States and not having any: office or place
of business therein: Provided, That if the liability assumed by. the obligor does
not exceed 2 per centum of the interest, then the deduction and withholding
shall, after the date of the enactment of this act, be at the following rates:
(A)- 6 per centum in the case of a nonresident alien individual, or of any part-
nership not engaged in trade or business within the United States and not having
any office or place of business therein and composed in whole ‘or in part of non-
resident aliens, (B) 12 per centum in the case of such a foreign corporation, and
(C) 2 per centum in the case of other individuals and partnerships: Provided
Jurther, That if the owners of such obligations are not known to the withholding
agent the commissioner may authorize such deduction and withholding to be at
the rate of 2 per centum, or, if the liability assumed by the obligor does not exceed
2 per centum of the interest, then at the rate of 6 per centum,. . .

(2) Benefit of credits against net income: Such deduction and withholding
shall not be required in the case of a citizen or resident entitled to receive suc
interest, if he files with the withholding agent on or before February 1 a signed
notice in writing claiming the benefit of the credits provided in section 25(c)
and (d); nor.in the case of a nonresident alien individual if so provided for in
regulations prescribed by the commissioner under section 215.

(3) Withholding at lower rate: Such deduction and withholding shall be at
the rate of 1% per centum instead of at the rate of 2 per centum in the case of a
citizen or resident entitled to receive such interest if he files with the withholding
agent on or before February 1 a signed notice in writing that his net income in
gzc&s)% of the credits against net income provided in section 25 does not exceed

(4) Income of obligor and obligee: The obligor shall not be allowed a deduc-
tion for the payment of the tax imposed by this title, or any other tax paid pur-
suant to the tax-free covenant clause, nor shall such tax be included in the gross
income of the obligee.

(b) Nonresiden! aliens.—All persons, in whatever capacity acting, includin
lessees or mortgagors of real or personal property, fiduciaries, employers, and al
officers and employees of the United States, having the control, receipt, custody,
disposal, or payment of interest (except interest on de&msits with persons carry-
ing on the banking business paid to persons not enga%e in business in the United
States and not having an office or place of business (therein), rent, salaries, wages
premiums, annuities, compensations, remunetrations, emoluments, or other fixed
or determ{nable annual or periodical gains, profits, and income, of any nonresident
alien individual, or of any partnership not engaged in trade or business within the
United States and not having any office or place of business therein and composed
in whole or in part of nonresident aliens (other than income received as divi-
dends of the class allowed as a oredit by section 25(a)) shall (except in the cases
provided for in subsection (a) of this section and except as otherwise provided in
regulations prescribed by the commissioner under section 215) deduet and
withhold from such annual or periodical gains, profits, and income a tax equal to
b per centum thereof: Provided, That the commissioner may authorize such a
tax to be deducted and withheld from the interest upon any securities the owners
of which are not known to the withholding agent. )

(c) Return and payment—Every person required to deduct and withhold ang
tax under this section shall make return thereof on or before March 15 of eac
vear and shall on or before June 15, in lieu of the time prescribed in section 56,
Fay the tax to the official of the United States Government authorized to receive
t. ‘Every such person is hereby made liable for such tax and is hereby indernified
against the claims and demands of any person for the amount of any payinents
made in accordance with the provisions of this section.
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(d) Income of recipieni~—Income upon which any tax is required to be with-
held at the source under this section shall be included in the return of the recipient
of such income, but any amount of tax so withheld shall be credited against the
amount of income tax as computed in such return,

(e) Tazx paid by recipient.—If anfx tax required under this section to be deducted
and withheld is {mid by the reciplent of the income, it shall not be re-collected
from the withholding agent; nor in cases in which the tax is so pald shall any
penalty be imposed upon or collected from ‘the' recipient of the income or the
withholding agent for failure to return or pay the same, unless such failure was
fraudulent and for the purpose of evading payment.

(f) Refunds and eredils.—Where there has been an overpayment of tax under
this section any refund or credit made under the provisions of section 322 shall
he made to the withholding agent unless the atnount of such tax was actually
withheld by the withholding agent, .

Sec. 145, PayMeNT oF CorPORATION INCOME!TAX AT SoUROB.—In the case of
foreign corporations subject to taxation under this title not engaged in trade or
husiness within the United States and not having any office or place of business
therein, there shall be deducted and withheld at the source in the same manner
and upon the same items of income as ig provided in section 144 a tax equal to
13}2 per centum thereof in respect of 'all payments of income made before the
enactment of this act, and equal to 12 per centum thereof in respect of all \pay-
ments of income made after the enactment of this act, and such tax shall be
returned and paid in the same manner and subject to the same conditions as
provided in that section: Provided, That in the case of interest described in
subsection sa) of that section (relating to tax-free covenant bonds) the deduction
and withholding shall be at the rate specified in-such subsection.
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