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ANALYSIS OF THE REVENUE ACT OF 1942

QUESTIONS AND ANSWERS ON THE Tax BiLy

1. Question, How many major tax bills have been passed since the
New Deal has been in control of the Government?

Answer. Fourteen. The pending bill will be the fifteenth, and it is
the first tax bill since Pearl Harbor. Two of the other 14 were for the
purpose of helping to finance our emergency defense program,

2. Question. What is the amount of the present Federal tax burden?

Answer. Existing tax laws will produce $18,000,000,000 in the cur-
rent fiscal year, which began July 1. This figure includes approxi-
mately $1,000,000,000 of social-security pay-roll taxes.

3. Question. How much will the pending bill increase Federal taxes?

Answer. Estimates vary. According to the Treasury Department,
the gross yield of the bill will be approximately $8,500,000,000, How-
ever, from this ficure there must be deducted the post-war credits
allowed under the bill to both individuals and corporations, amounting
to approximately $1,700,000,000. (These credits are explained in
questions 16 and 50.) The net revenue under the Treasury estimate
would be in the neighborhood of $6,800,000,000.

4. Question, Are not the Treasury estimates of revenue generally
on the conservative side? )

Answer. Yes. The committee’s own tax expert, Mr. Colin F.
Stam, of the Joint Committee on Internal Revenue Taxation, esti-
mates that the gross yield will be $9,700,000,000 and the net yield
$7,900,000,000. The latter figure is $1,100,000,000 in excess of the

Treasury estimate,
5. Question. What will be the total net Federal tax burden under

the new bill? :
Answer. From twenty-five to twenty-seven and one-half billion

dollars annually.

6. Question. How does the proposed increase in the Federal tax

compare with that in connection with World War No. 1?7
Answer. The most revenue we collected under the World War
revenue acts was approximately $6,000,000,000 annually. Thus the

tax now contemplated will be more than four times as great.
7. Question. Inaddition to the Federal tax, will not the people have
to X&y h,eavg State and local taxes as well?

nswer. Yes; to the amount of $10,000,000,000 annually,

8. Question. What will the total tax be in this country with the
enactment of the new bill?
Answer. It will amount to the staggering sum of thirty-five to
thirty-seven and one-half billions annually, or one-third of the total
national income.
9. Question. Will there not be a tremendous Federal deficit, even
with the heavy increase in taxes which is proposed?-
Answer. Yes; the Government proposes to spend $77,000,000,000
during the present fiscal year. Even with the increased revenue under
1
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the new bill—which, incidentally, will not be fully effective until the
succeeding fiscal year-—we wilfl only be meeting one-third of our
expenditures by taxation. The rest will necessarily have to be bor-
rowed, thus adding still further to an already colossal national debt.

10. Question. T'o what extent is the tax bill retroactive?

Answer. The individual income tax and the corporation income
and excess-profits taxes are retroactive to Jai uary 1, 1942, In other
words, the returns which are filed next March 15 will be at the new
rates. The Victory tax, however, does not become effective until
January 1, 1943, and the same is true of the related withholding tax.,
Excise-tax increases will become effective November 1. A number
of the relief provisions of the bill apply retroactively to past taxable

years,
VICTORY TAX

11. Question. What is the so-called Victory tax?

Answer. It is a new type of individual income tax, which is imposed
in addition to the regular income tax.

12. Question. What is the rate of tax?

Answer. Five percent of the income in excess of $12 per week, or

$624 annually.
13. Question. Does the $624 exemption apply to both married and

single persons?

Answer. Yes; allowance for the married status is provided under
the post-war credit which is allowed, the amount being larger for
married persons than for single persons.

14. Question. Does the 5-percent rate apply to the entire income if
it is greater than $624 per annum?

Answer. No; only to the amount in excess of $624.

15. Question. Is allowance made for interest payments, charitable
deductions, and so forth, as is the case under the regular income tax?

Answer. Not in the case of wages and salaries. These deductions
are allowed if incurred in carrying on a trade or business. An indi-
vidual who is in business can also deduct other business expenses.
In other words, the tax applies to the gross income in tho case of
wages and salaries, and to the net income of the individual’s trade

or business. ‘
16. Question. What is the post-war credit wbich is allowed in

connection with the Victory tax? -

Answer. Single persons are allowed a credit of 25 percent of the
amount of their Victory tax, and married persons a credit of 40 per-
cent, plus 2 percent for each dependent. In no case, however, can
the credit exceed $500 in the case of a single person, $1,000 in the case
of a married person, or $100 for each dependent.

17. Question. Docs a person have to wait until after the-war to
get the post-war credit?

Answer. No; it may be used currently, at the option of the tax-
payer, as a credit against the Victory tax for life-insurance premiums
paid, for amounts paid on outstanding indebtedness as of September
1, 1942, or for amouunts invested in War bonds. For example, if a
married person’s Victory tax amounted to $100, he could reduce his
liability by 40 percent, or $40, if he had paid out that much or more
during the year for life-insurance premiums, mortgage payments
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or War bond purchases. Thus his net "ic.ory tax liability would
be $60. However, if he chose, or if he haa made no such payments
during the year, he would pay the full amount of the Victory tax,
and thereby become entitled to receive, after the cessation of hos-
tilities, & post-war credit of $40. If only part of the Victory-tax
credit is used currently, the balance is refundable after the war.

18. Question. How is the post-war credit payable?

Answer. It will be allowed as an offset against any taxes due from
the taxpayer after the cessation of hostilities. Any balance will be
refunded to the taxpayer immediatelg'.

19. Question. Does the taxpa?yer ave to file a separate return in
connection with the Victory tax?

Answer. No; it will be computed on the regular income-tax return.

20. Question. How much will the Victory tax amount to at different
wago levels?

Answer. The amount of the Victory tax, and the amount of the
rost-war credit, is shown in the following table for different levels of
income, both in the case of single persons and married persons:

Victory tax— Amount of gross Victory lax, post-war credit, and net Vic(ory taz

S8LIBERBIRSBEIBS

Post-war credit Net Victory tax
(ross
Income Vitc;gry Single Married | Married Single Marrled | Marriod
person, no | person, no | person, 2 erson, no rson, no | person, 2
dependents{dependentsidependents|dependents/dependents/dependents
$3.80 $0.95 $1,52 $1.67 $2.85 $2.28 $2.13
8.30 1.58 2.52 2.77 4.72 3.78 3,
8.80 2.20 3.62 3.87 8.60 5.28 4.
13.80 3.45 5.52 8.07 10.35 8.28 7.
18. 80 4.70 7.52 8. 14,10 1.8 10,
23.80 5.95 9. 52 10. 47 17.85 14,38 13.
28. 80 7.20 11,82 - 12,67 21,60 17.28 16.
33.80 8,45 13,53 14.87 28. 38 2.28 18,
38.80 9.70 18,52 17.07 20.10 .28 21,
43.80 10. 95 17.563 19.27 82.85 26.28 4,
48,80 12.20 | 19. 52 21,47 36. 60 20.28 .
53.80 13.45 21, 52 .67 40.35 32.28 30.
58.80 14,70 23.52 25,87 4.10 35,28 82,
63. 80 15. 95 25,52 28.07 47.86 88,28 85,
68, 80 17.20 7,52 30.27 81, 60: 41,728 - 88,
73.80 18,45 29.53 82, 47 568, 38 4.2 41,
78.80 19.70 31.53 34.67 59,10 47.28 “.
83.80 2. 95 33. 52 36.87 02,88 50.28 | 46.93
88. 80 22,20 + 3562 39.07 68. 80 53.28 49.73
93. 80 23.48 37.52 41,27 70.38 56. 28 52, 83
118, 80 29.70 47,82 52,27 89. 10 71.28 048. 53
168, 80 42.20 67. 52 74.37 126, 60 101.28 94,53
218, 80 54.70 87.53 96, 27 164. 10 131,28 122 88
268. 80 67.20 107. 118. 27 201. 60 161. 28 150. 83
318.80 79. 70 127, 140. 27 239. 10 101.28 178. 583
368. 80 92 147. 52 162, 27 276.60 221.28 ﬁ: 53
418.80 104. 70 167,83 184, 27 314.10 251, 28 88
468. 80 117,20 187, 83 208. 37 351. 60 281.28 262, 53
718. 80 179. 70 287. 83 818.27 530. 10 431,28 402 8%
1, 218. 80 304. 70 487, 52 538,27 914,10 781.28 682, 53
2,468, 80 500, 00 987, 53 1,086, 27 1,968, 80 1,481, 28 1,382 53
4, 968, 80 800.00 | . 1,000.00 1, 200. 00 4,468, 80 3, 068, 80 3, 768. 80
24, 968, 80 500. 00 1,000. 00 1,200.00 | 24,468.80 | 23, 968.80 23, 768. 80
49, 968. 80 500, 00 1,000.00 1,200.00 | 40,468.80 | 48,968 80 48, 768. &0
249, 968, 80 500. 00 1,000, 00 1,300.00 | 249,468.80 | 248 968.80 | 248, 768, 80
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WITHHOLDING TAX

21. Question. Does the 5-percent withholding tax, which will be
collected from pay rolls, have any connection with the Victory tax?

Answer. Yes; inasmuch as it is first applied as an offset against the
Victory tax and any balance against regular income tax.

22. Question. What is the nature of the withholding tax?

Answer. It is imposed upon wages and salaries of more than $12
per week, or $624 por annum, and is collected by each employer out
of the employee’s pay and turned over to the Government. The
5-percent rate applies only to the excess over $12 per week. :

23. Question. Is the withholding rate the same for both married
and ringlo persons? '

Answer. Yes,
24. Question. What is the purpose of the withholding tax?

Answer, In effect, it provides for a partial payment of each indi-
vidual’s tax liability out of current earnings.

25. (%uestion. Is every wage earner and salaried person subject to
the withholding tax?

Answer, No. The following services are exempted: (1) Service in
the armed torces, (2) agricultural labor, (3) domestic service in a pri-
vate home, (4) casual labor not in the course ot the employer’s regular
trade or business, (5) service in the employ of nonresident, (6) service
in the employ of a foreign government, and (7) service performed by
an employee while outside the United States. All other employed
persons are subject to withholding, including officers of corporations,
emgloyees of the Federal, State, and local governments, and Members
of Congress.

26. Question. Does the fact that any person is not subject to the
withholding tax give him any advantage?

Answer. No. The only thing is, he will not have paid any part of
his tax liability during the year, and will therefore owe the full amount
when he makes his return the following March 15.

27. Question. Are persons who are not ‘““employees’” under the law
of master and servant subject to the withholding tax?

Answer. No. This means that any person occupying the status of
un inlependent contractor is not deemed to be an employee.

28. Question. Does the employee receive any receipt showing the
amount of taxes deducted from his wage or salary?

Answer, Yes. The employer is required to furnish each employee
with such a receipt at the end of each year, or upon termination of his
employment.

29. Question. What happens if the amount withheld from a person’s
wages exceeds his Victory tax liability at the end of the year?

Answer. Any excess is allowed as a credit against the regular income
tax. If there 1s no liability for the regular income tax, then the excess
is refunded to the taxpayer. '

30. Question. Is the withholding tax allowed as a deduction in com-
puting net income? ' -

Answer. No; since it is taken as a direct credit against the Victory
tax. Moreover, the Victory tax liability is not allowed as a deduction
in computing net income under the regular income tax.

31. Question. Will not the collection of the withholding tax be

burdensome on employers?
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Aunswer. Undoubtedly. Every effort has been made, however, to
minimize their burden as much as possible.

INDIVIDUAL INCOMY TAX

32. Question. Were any changes made by the bill in the regular
income tax as applied to individueals?

Answer. Yes; the exemptions were lowered and the rates increased.

33. Question. What are the new exemptions?

Answer. Five hundred dollars for single persons, $1,200 for married
persons and heads of families, and $350 for each dependent. Members
of the armed forces, except commissioned officers, are allowed an addi-
tional exemption of $250 in the case of single persons and $300 in the

case of married persons. .
34. Question. What is the amount of the normal income tax on

individuals?

Answer. It is increased from 4 percent to 6 percent.

356. Question. What changes are made in the surtax rates?

Answer. They have been increased all along the line. The mini-
mum rate is raised from 6 percenf to 13 percent and the maximum
from 77 percent to 82 percent. The maximum rate will apply to
income in excess of $200,000. Under the present law, the maximum
rate applies to income in excess of $5,000,000. :

36. Question. Combining the normal tax and the surtax, what will
be the total rate applicabﬁs to the first dollar of taxable income in
excess of the personal exemption?

Answer. The total rate on the first dollar of taxable income will be
19 percent, as compared with 10 percent under existing law. Includ-
ing the 5-percent Victory tax, the initial rate will be 24 percent.

37. Question. Is any change proposed in the present earned-
income credit? . ,

Answer. No. It may still be deducted in computing the normal
tax, in an amount equal to 10 percent of the earned income.

38. Question. Are husbands and wives required to file & joint
income-tax return, as proposed by the Treasury Department?

Answer. No. They may continue to file separate returns as at
Eresent. The Treasury recommendation in this regard was rejected

by the committee. i
39. Question. Will the short form of income-tax return be continued

under the new bill? . ‘
Answer. Yes; where the gross income is not more than $3,000,

Its use is optional with the taxpayer. The Victory tax may also be

computed on the short form.
40. Question, Could you give some examples of how the proposed

increases in tax will affect different taxpayers?
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7

Comparison o indimdual sncome taz and total tax on specified tncomes (all income
earned) under present law. House bill, and Senate Finance Commilttee bill—Con.

MARRIED PERSON-—NO DEPENDENTS

N 1942 tax bih
etin . N
Presen.
Qross .ncome| c0me be: law—
fore ox Totallncome
emptlons | Doome t& Rf)ﬁ;“{"f V.ciory az | and :Hctory nga‘,’:’ Net tax
ax
7, (I DRSPS FUNPIRRUN SO PEISPISRIPPRIPIUIN BIRPRRI SRR
< VI SIS IR OSSN RPN SIS SRR
630 $3.80 $1. 62 $2.23
875 6.30 2.52 3.78
720 8.80 3.52 5.28
810 13. 80 8,82 8,28
900 18, 80 1.562 11,28
990 23.80 9.52 14.28
1, 080 B. 80 11. 63 17.28
1,170 13.80 13. 82 20.28
1, 200 8.00 15. 82 31.08
1, 350 84. 2 17. 83 46.68
1, 440 85 88 19. 83 66.24
1, 830 107. 32 21. 52 85, 80
1,820 128, A8 23. 52 108, 36
1, 719 150 «4 25. 52 124. 92
1, 800 pes 17200 27.52 144. 48
1, 590 ] Wy, 56 2. 52 164. 04
1, 90 4 215 12 3152 183. 60
2,070 3 68 33.52 23. 18
2, 160 7 268 4 35. 53 .72
2, 24K § X 779 %) 37.52 242,28
2,700 i 5 AT A 17. 52 340. 08
3, 6ix) i E A1H X 07. 52 647. 68
4, M0 3 ' R57. &) 87,52 770. 28
5400 23 g s i, s ® 107. 52 1, 000, 83
L TCUN UG FENE] 1, 387 ) V7. 52 1, 259, 48
7,204 T TI : : EL SR 1, BRA B0 147. 582 §,518.08
<, 100 W { ~ Gy w0 16752 1,812.68
@, (KY LU 0w : HET 2, M 80 187. 52 2,107. 28
L3, M0 26 : N {4, 143 50 87, 52 3, 858, 28
1Y, OO0 LS 1 O 5 ¢ RN 4, 416 %0 387. 82 8,020, 28
22, 50 N Lo L AT LA 9, 60, 30 487. 52 8,522, 28
77,000 FE . BRI 1, S, PR D i1, 848 %0 587, 52 11, 281, 28
45, 000 | 17, 4 (0 71 I 4R N0 180. 80 987, 62 78,303 28
AL 000! S8 B OO KOTL 2yl O 31, 140. 80 | 1,000, 00 30, 140, 30
2000 R Rty LI URT §] 1R ! 48, 44880 1 1, 000. 00 44, 448. 80
40, 00Uy 18 919 (0 N ML 00 ¢, AR =0 60, 752. 30 | 1,000, 00 5, 762 80
135, 000 74, 53, () W, RGO 7, 8 80 101, 254. 80 | 1, 000.00 100, 254 g
728, 000 139, 0. 00 172, 00, 06 12, 468, &0 164, 40850 | 1, 000. 00 183, 408,
450, 000 W7, (64, OO 37O 000, 00 | S0, . R) 394, 998 30 | 1, 000. 00 393, 008. 80
678, 0600 €70, 819, 00 SOR, (160, 00 | 37, 486, B0 608, 468 30 | 1, 000, 00 604, 468, 80
900, 000 b4, 3564. OO 708, 000, 00 | 1 44, 000, 00 310, 000. 00 | 1, 000, 00 809, 000. 00
1,800,000 | 1, 304, 530 00 | 1, 558, 000, 00 [ 62 000. 00 | 1, 620, 000, 00 | 1,000, 00 { 1, 619, 000. 00
..... 4 800,000 | 3 522 3M. 00 { 3. 934000 00 | ! 116,000.00 | 4. 080, 000, 00 | 1. 000. 00 | 4 049, 000. 00
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Comparison of tndividual income taz and lotal lax on specified incomes (all income
earned) under present law, House bill, and Senate Finance Committee bill—Con.

MARRIED PERSON—2 DEPENDENTS

N 1942 tax bil
ot -
Present ]
Qross income]| €OMe be- law— "
fore ex- T'otalincome | 1, ..
emptions | 'meome tax I‘(,%gr:::,“{a';’ Vietory tax | and t\;Ixctory ¥ 33";&“ Net ta»
. $3.80 $1.67 $2.13
. 8.30 2,77 3. 63
X 8.80 3.87 4,93
. 13. 80 6.07 7.73
. 18. 80 8.7 10. 63
3 23,80 10. 47 13.33
3 28, 80 12, 67 16. 13
. 33.80 14, 87 18. 93
X 38, 80 17.07 21.73
. 43.80 19. 27 24.53
5 48. 80 21. 47 27.33
3. 53. 80 23. 67 30.1
. 58. 80 25. 87 32.93
3, 83. 80 28.07 35.73
) 08.80 30. 27 38.583
. 8f 73. 80 3247 41.33
X . 89. 20 34. 67 . 53
) R 105. 90 36.87 69. 03
X X 125. 24 39. 07 86.17
. . . 146. 80 41 27 105. 63
0. . , 254. 60 52. 27 202.33
3, 600 . . . 470. 20 74. 27 395. 93
4, 500 , 5. R 703. 80 06. 27 607. 83
5, 400 21, . X 046. 40 118. 27 828.13
6, 300 . ) . 1, 205. 00 140. 27 1,064.73
7,200 . 4. . 1, 483. 60 102. 27 1,321.33
5,100 3. . . ;. ggﬂ. gg ;gg ?; i., g?g gg
9, 000 . X . , 084. . 2 . .
13, 500 2,014,000 3, 147.00 718.80 3, 865. 80 316, 27 3, 549.'563
18, 000 3, 516.00 5, 105.00 068. 80 6,073. 80 426. 27 b, 647. 563
$ 22, 600 5,334.00 1,406.00 1,218. 80 8,624. 80 536. 27 8, (88, 63
$30,000 27,000 7, 440.00 9, 974.00 1, 468. 80 11, 442. 80 646, 27 10, 796, 63
$50,000. . ..... 45, 000 17, 043. 00 21,413.00 2, 468. 80 23,881.80 | 1,086, 27 22,795. 83
$60,000...._.. 54, 000 22, 361.00 27, 668. 00 2, 968. 80 30, 636.80 | 1, 200.00 29, 436. 80
,000. .. .... 72,000 33, 535. 00 40, 934. 00 3, 068. 80 44,902, 80 | 1, 200.00 43, 702, 80
$100,000. ..... 90, 000 45, 383. 00 85, 217. 00 4, 068. 80 60, 186.80 | 1,200.00 58, 0885, 8)
$1650,000. . ... 135, 000 76, 287,00 93, 191, 00 7, 468. 80 100, 659. 80 | 1, 260, 00 09, 459, 80
,000...... 225, 000 139, 341,00 171, 384, 00 12, 468. 80 183, 852,80 | 1, 200. 00 182, 652, 80 .
000...... 450, 000 306, 476, 00 369, 384. 00 24, 968, 80 304, 352.80 | 1,200.00 393, 152, 80
$750,000...... 675, 000 479, 203. 00 567,384.00 | 37, 468.80 604, 852.80 | 1,200.00 603, 652, 80
$1,000,000..... 900,000 . 653, 930.00 765, 384.00 | * 44, 616,00 810, 000.00 | 1,200.00 808, §00. 00
$2,000,000..... 1,800,000 | 1,363,907.00 | 1,557,384.00 | ?62,616.00 | 1,620,000.00 | 1,200.00 } 1,618, 800.00
,000,000. ... 4, 500,000 | 3,521,884.00 | 3,933,384.00 | 118.616.00 | 4,050,000.00 | 1,200.00 | 4, 048, 800. 00

41. Question. Was the provision of the House bill providing for
current collection of a part of the regular income tax through with-
holding at the source included in the measure as finally passed?

Answer. No. This provision was superseded by the withholding
tax imposed in connection with the Victory tax. ,

42. Question. Was not a provision included in the bill allowing
taxpayers a deduction for extraordinary medical expenses?

Answer. - Yes, but'only in connection with the regular income tax.
Where the expenditure for medical and dental costs exceeds 5 percent
of the taxpayer’s net income, he is allowed to deduct the excess amount
in computing his income tax, but in no case can a single person take
8 deduction for more than $1,250, or a married person for more
than $2,500. This provision is intended to extend relief to persons
who are obliged to pay out an unusual amount during the year for
medical and dental services. Ordinary expenditures for such pur-
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poses, which in the average case do not exceed 5 percent of net in-
come, are not deductible.

43. Question. Do taxpayers still have to swear to their income-tax
retlﬁrns efore a notary public or other official authorized to administer
oaths? ‘
- Answer., No. This requirement is eliminated. However, any

erson signing a return does so subject to the full penalties of the law

in the case of perjury.

CORPORATION INCOME TAX

44. Question, What taxes do corporations pay under the bill?

Answer. A normal income tax, a surtax, an excess-profits tax, a
capital-stock tax, and a declared-value excess-profits tax which is
imposed in connection with the capital-stock tax.

l45. Question, How is the corporation income tax changed by the

bill?
Answer, Corporations with net incomes of not more than $25,000
now pay a normal tax of 15, 17, and 19 percent, plus a surtax of 6
percent, making their combined rate 21, 23, and 25 percent. Under
the bill, their normal tax is unchanged, but their surtax is increased to
10 percent, making their combined rate under the bill 25 percent on
the first $5,000 of net income, 27 percent on the next $15,000, and 29
percent on the amount between $20,000 and $25,000.

Corporations with net incomes over $25,000 now pay a flat normal
tax of 24 percent, and a surtax of 6 percent on the first $25,000 of their
net income and 7 percent on the balance, making their combined rate
31 percent on that portion of their income over $25,000. Under the
bill, their normal tax remains at 24 percent, but their surtax is in-
creased to 16 percent, making their combined rate 40 percent.

In the case of corporations with net incomes of between $25,000 and
$50,000, a so-called ““notch’ rate is provided to ease the sharp increase
in tax between companies with less than $25,000 income and those
with more than that amount.

46. Question. Will corporations which are on a fiscal-year basis have
to pay the increased corporation rates beginning January 1, 1942, as -
provided in the House bill? : o

Answer. No. The bill as finally enacted adopts the Senate pro-
vision which does away with the retroactive provision of the House
bill insofar as it applies to corporations with fiscal years ending be-
tween January 1 and June 30, and applies the increased rates only to
that portion of a fiscal year ending after June 30. This provision
applies also to individuals who are on a fiscal-year basis.

47. Question. Is any special treatment given to corporations which
have net operating losses? , ) ‘

Answer. Yes nder existing law, they are allowed to carry for-
ward any net operating loss for 2 years and apply it against future
income. The new bill also allows them to carry the loss back 2 years,
at their option. Thus corporations which make & profit this year, and
suffer losses next year or the year after can reopen this year’s return
and set off the losses against ~tfy1,e profits. The present provision allow-
ing net losses to be carried forward 2 years provides relief in a period
of rising profits. The 2-year-carry-back provision will provide relief
in periods of declining profits. It is especially intended to afford relief
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to companies which normally would be paying out large sums for up-
keep and maintenance expenses, which would be a legitimate deduction
in computing their current net income, but which because of wartime
restrictions they must refer until future years, when they may have

rofits against which to take a deduction for maintenance outlays

no
and] other deferred costs.
EXCES8-PROFITS TAX

b {118. Question, What is the rate of tax on excess profits under the
in?
Answer. It is increased from a graduated scale of rates ranging from
35 to 60 percent to a flat tax of Y0 percent.

49. Question. How are excess profits determined?

Answer, The same as under existing law. A corporation is allowed
as a deduction a specific exemption of $5,000, plus either (1) 95 percent
of its average earnings in the base period 1936 to 1939 inclusive, or (2)
a percentage of its invested capital which decreases in amount as the
amount of capital increases, as ilollows: 8 percent on the first $5,000,000
invested, 7 percent on the next $5,000,000, 6 percent on amounts be-
tween $10,000,000 and $200,000,000, and 5 percent on the portion of
invested capital in excess of $200,000,000. Any profit which exceeds
the exemption computed under either of the foregoing methods is re-
garded as an excess profit subject to the 90-percent rate.

50. Question. Is the oxcess-profits tax to be computed before the
normal tax and the surtax, as under existing law?

Answer. Under the new bill the income is divided into normal profits
and excess profits. "On that portion of the income representing excess
profits, the 90-percent rate applies. On-that portion of the income
representing normal profits, the normal tax and surtax applies. That

ortion of the excese profits which remains aftor the excess-profits tax
18 imposed is not subject to the normal tax and the surtax. In other
words, 10 percent of the excess profits are tax-free, and at least 60

percent of the normal profits, .
51. Question. What is the post-war credit provision applicable to

vorporations? E

Answer. Corporations subject to excess-profits tax are allowed a
post-war credit equal to 10 percent of the excess-profits tax.

52. Question. at form will the credit take?

Answer. Corporations will be issued non-interest-bearing, non-
negotiable Government bonds, which become payable after the war.

53. Question. Is not some provision made for using the post-war
credit currently, at the option of the taxpaying corporation, where it
makes payments on outstanding debts? : ‘

Answer. Yes; 40 percent of the amount paid on its outstanding debt
during the year may be set off against its excess-profits-tax lia%ility,
up to the limit of the 10-percent post-war credit. In other words, if &
corporation with an excess-profits-tax liability of $100,000 had paid a
$20,000 debt during the year, it could deduct 40 percent, or $8,000,
from its excess-profits tax. Since its post-war credit would amount to
$10,000, it would still have $2,000 left, for which it would be issuved

honds payable after the war.
54. (%uestion. Is any relief provided for so-called hardship cases

under the excess-profits tax?
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Answer. Yes; the present relief provisions are liberalized and made

retroactive to 1940.
CAPITAL-8TOCK TAX

55. Question. What change is made in the capital-stock tax?

Answer, It is continued at the present rate of $1.25 for each $1,000
of declared value, but corporations are permitted to make an annual
redeclaration of value instead of every 3 years, as at present.

56. Question, Is any change made in the related declared-value
excess-profits tax? :

Answer. Noj; it will continue to apply to profits in excess of 10 per-
cent of the declared value of the capital stock. Its only purpose is to
force corporations to declare a reasonable value on the capital stock

for purposes of tho capital-stock tax.
MUTUAL FIRE AND CASUALTY INBSURANCE COMPANIES

57. Question, How are mutual fire and casualty insurance com-
panies affected by the bill?

Answer, Under present law, they are completely exempt from corpo-
ration taxes. The bill makes subject to tax those companies which
have more than $75,000 gross receipts from interest, dividends, rents,
and premiums. Eighty percent of the companies have less than this
amount of gross receipts, and therefore will continue to be exempt
from tax., The tax formula applicable to taxable companies: is that
provided under the Senate bill, which is more favorable to the mutuals
than the corresponding provisions of the House bill. In effect, it
provides that the companies with more than $75,000 gross income and
more than $3,000 of investment income shall be taxed either (1) on
their investment income at the regular corporation rates, or (2) 1 per-
cent on gross income (i. e., the gross amount received from interest,
dividends, rents, and net premiums, minus dividends to policyholders,
less tax-exempt interest), whichever method results in the higher tax.
Special treatment is provided for reciprocal underwriters and inter-
insurers, which are not subject to_tax unless their surtax net income
from investments exceeds $50,000. < :

58. Question. Is the provision finally included in the bill more in
the interest of persons insuring in mutual fire and casualty companies
than the provision in the original House bill, about which so many
letters and telegrams were received by Members of Congress?

Answer. Yes; since it is more beneficial to the mutual companies,
it is also more beneficial to the policyholders. :

PENSION TRUSTS

69. Question. Does the bill as finally enacted in any way jeopardize
employees’ pension systems which are provided by many corporations?
Answer. RJ'O. The Treasury proposal which might have had this
effect was rejected by the Ways and Means Committee. While the
bill as finally enacted makes some changes in the law in connection
with pension trusts, they will not adversely affect most of the existing
rivate-pension systems. Such changes as were made were merely
or the purpose of preventing abuse and tax avoidance in this field.
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CAPITAL GAINS AND LOSSES

60. Question. What changes are made by the bill in regard to the
definition of long- and short-term capital gains and losses?

Answer. Under the bill, long-term capital assets are defined as those
held for more than 6 months. Short-term capital assets are those held
for 6 months or less. The holding period under the present law is

18 months.
61. Question. What is the difference in treatment as between long

and short-term capital gains and losses?

Answer. Short-term capital gains and losses are taken into account
in full in computing net income. Long-term gains and losses are
only taken into account to the extent of 50 percent of the amount
thereof, except in the case of corporations, which must report the
full amount. The effective ceiling rate on net long-term gains is
fixed at 25 percent, both in the case of individuals and corporations,
but any net long-term gain must first be reduced by the amount of
any net short-term loss. Long- and short-term capital net losses
are deductible only to the extent of the long- and short-term capital
net gains, except that in the case of individuals any excess of capital
losses over capital gains may be deducted from ordinary income to
the extent of $1,000 or the amount of the net income, whichever is
smaller. Taxpayers are allowed to carry forward for 5 years any
disallowed portion of their current capital net loss, whicg may be
set off against future capital gains, and any excess deducted from
ordinary income to the extent of $1,000 in each such year, or the
amount of the net income, whichever is smaller. :

ESTATE TAX

62. Question. Are the estate-tax rates increased by the bill?

Answer. Noj; but the exemption has been changed somewhat.

63. Question. What is the change in the estate-tax exemption?

Answer. At present there is a $40,000 general exemption, and in
addition an exemption of up to $40,000 of life insurance payable to
a named beneficiavy. The committee has consolidated these two
exemptions into a single exemption of $60,000, all or any part of
which may be in insurance.

64. Question. What action was taken with respect to the Treasury
proposal to limit the amount of tax-free gifts to religious, charitable,
and educational institutions?

Answer. It wasrejected. Anyone may continue to give or bequeath
any amount to such institutions free of estate tax or gift tax.

65. Question. Was the same action taken with respect to the com-
panion suggestion of the Treasury to subject such institutions te
income tax on any activity carrvied on for profit which was not di-
rectly related to their exempt activities?

Answer, Yes; it was also rejected.

GIFT TAX

66. Question. What change was made in the gift tax?

Answer. The rates were not changed, but the exemptions were
lowered. Each donor now has a lifetime exemption of $40,000 and
there is a further exemption of the first $4,000 of gifts made to any
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number of different persons each year. The committee has reduced
the lifetime exemption to $30,000, and has reduced the annual exclu-
sion of gifts to any one person to $3,000 Donors may continue to
give the latter amount tax free each year to as many different persons
as they wish, without consuming the lifetime exemption of $30,000.
Any excess over $3,000 to any person in any year is charged against

the $30,000 exemption,
EXCISE TAXES

67. Question. By what amount was the tax on distilled spirits
increased?

Answer. [t is increased from $4 per proof gallon to $6 per proof
gallon, effective November 1.

68. Question. Is a floor-stocks tax to be imposed on dealer’s stocks
on hand when the increased rate becomes effective?

Answer. Yes; in an amount equal to the $2 difference in tax. ,

69. Question. Was not a provision included in the bill providing
for a lower rate of tax on alcohol not used for beverage purposes?

Answer. Yes; the bill includes the amendment adopted by the
Senate, allowing for a reduced rate of tax in the case of alcoholyused
in the production of medicines, food products, flavoring extract, and
so forth. Manufacturers of these articles must first pay the $6 per

roof gallon tax, but upon proof that the alcohol was used for non-
geverage purposes they will be entitled to a rebate of $3.75 per proof
gallon. In order to qualify for this rebate, manufacturers must first
take out an annual license,. for which the fee is $25 in the casec of
withdrawals of not more than 25-proof gallons, $50 in the case of
withdrawals of not more than 50-proof gallons, and $100 for with-
drawals in excess of 50-proof gallons. This particular section of the
bill is generally referred to as the Tydings -amendment.

70. Question. ls the tax on beer also increased by the bill? ,

Answer. It is increased from $6 per barrel of 31 gallons to $7. A -
floor-stocks tax is also imposed in connection with the beer tax,
gmounting to $1 per barrel applicable to stocks on hand on Novem-

er L.

71. Question. What increase is made in the tax on wines?

Answer. The tax on wines of up to 14 percent alcohol is increased
from 8 cents to 10 cents per gallon; that on wines of between 14 and 21
percent alcohol is increased from 30 cents to 40 cents; and that on
wines between 21 and 24 percent is increased from 65 cents to $1. The
rate on sparkling wines is increased from 7 cents to 10 cents per half
pint; on artificially carbonated wines from 3% cents to 5 cents per half
pint; and on liqueurs, and so forth, from 3% cents to 5 cents per half pint.
A floor-stocks tax, equal to the increase-in rates, is also imposed in
connection with the wine tax.

72. Question. Is the tax on cigarettes increased by the bill?

Answer. Yes; from 6% cents per package to 7 cents,

73. Question. What change 1s made in the tax on cigars?
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Answer. The following schedule is adopted which provides shghtly
different classifications than under existing law and also increases the
rates in each class, which now range from $2 to $13. 50 per thousand:

Rate

Class Made to retail at (cents) ) per M
A.._.. Not 0T than 2.6 €8CN . . ... cieccecererarcmcmescnacanrmanrceemaeaceaanreannonvnn $2, B0
B..... More than 2,6 and not more than 4._......... 3.00
C.o.... More than 4 and not more than6._......... 4.00
Do.... More than 6 and not more than 8........... 7.00
E..... More than 8 and not more than 15 _........ 10. 00
F...... More than 15 and not more than 20 15.00
G..... Morethan20... ... svmmmecumeeesecenmmmsesseseran.emeem————se———. 20, O

74. Question. Was any change made in the tax on telephone and
telegraph messages?

Answer. Yes; the rate on telephone toll charges in excess of 24
cents is increased to a flat rate of 20 percent. The present 6-percent
tax on local telephone bills is increased to 10 percent. The rate on
telegraph messages is increased from 10 to 15 percent.

75. &uestlon Was the rate on passenger transportation increased?

Answer., The present 5-percent tax on passenger transportation.
was increased to 10 percent. The tax includes the cost of berths and
seats as well as railroad fare.

76. Question, Is there any tax on transportation of freight?

Answer. The bill as enacted contains a new tax on transportation
of freight, whether by rail, water, motor vehicle, or airplane. The
rate is 3 percent of the charges, except that in the case of coal the rate

is 4 cents per short ton.

77. Question. What change is made in the tax on photographic
equipment and supplies?

Answer. The present rate of 10 percent is increased to 15 percent
in the case of photographic film, plates, and sensitized paper, and to
25 percent in the case of cameras, lenses, and so forth.

78. Question. Are the Federal taxes on gasoline and lubrxcatnng oil
increased by the bill?

Answer The Federal gasoline tax is not increased, but the tax on
lubricating oil is increased from 4% cents per gallon to 6 cents.

79. Questlon Was the Senate amendment provndlng for a Foderal
tax on parimutuel betting retained in the bill as finally enacted:

Answer. No; it was eliminated in conference. The States i
betting is lega!wed already collect a tax of this kind, and they Yoy

a Federal levy would encourage the placing of bets through . g,
makers, thereby decreasing their own revenue from this source ' "’
80. Question. Are any excise taxes repealed by the bill? L
Answer. Yes: those on clectric signs. rubber. articles, comr. ' .

washing machines, and optical equipment.

81. Question. What is the change which is made in connection Wlth
the cabaret tax?

Answer. The existing law with respect to the cabaret tax is amended
by subjecting to a 5-percent tax all amounts paid for admission,
refreshment, service, or merchandise, at any roof garden, cabaret. or
other similar place furmshmg a pubhc erformance for profit. by or
for any patron or guest who is entltled to be preseent during any portion
of such performance. The term “roof garden, cabaret. or other
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similar place’” is clarified, and a performance is to be regarded as
being furnished for profit for the purpose of this tax even though the
charge made for admission, refreshment, service, or merchandise is
not increased by reason of the furnishing of the performance.

TAX-EXEMPT SECURITIES '

82. Question. Does the new bill provide for the taxation of State

and municipal bonds?
Answer. No; this Treasury proposal was not included in the bill,

SOCIAL SECURITY PAY ROLL TAX

83. Question. Did not the bill amend the Social Security Act so as
to prevent the contemplated increase in pay-roll taxes from going into
effect January 1 next? _

Answer. Yes; under existing Jaw, the present 1-percent pay-roll tax
on employers and employees would automatically increase to 2 percent
on each, beginning next January 1. Because the existing tax has
already built up twice as large a reserve as is required under the
provisions of the Social Security Act, the Senate voted to freeze the
existing 1-percent rate for another year. This Senate amendment is
included in the bill as finally enacted.

C . .
RENEGOTIATION OF WAR CONTRACTS

84. Question, What changes does the tax bill make in the law
requiripg the renegotiation of war contracts?

Answer. The changes are as follows: .

First. Renegotiation is made applicable to the Treasury Depart-
ment.

Second. The terms ‘“‘subcontract’”’ and ‘‘article,”” which are not
defined in the present statute, are defined to mean, in the case of
‘“‘subcontract,” any purchase, order, or agreement to perform all or
any part of the work, or to make or furnish any article required for
the performance of another contract or subcontract, and, in the case of
“arti¢le,” as including any material, part, assembly, machinery, equip-
ment sor other personal property.

. jwird. In the discretion of the Secretary of the Department con-
9y, the provision for the renegotiation of the contract price may
jcihe period for renegotiation, and may provide that renegotiation

e gp[t)] y only to a portion of the contract or subcontract.

{“yurth. The Secretary may renegotiate contracts or subcontracts
i iofTOUP. A v

“1ith, In determining the excessiveness of profits, the Secretary
shall yrecognize the properly applicable exclusions and deductions
which the contractor or subcontractor is allowed under chapter 1 and
chapter 2K of the code.

Sixth. The Secretary of the Department concerned is' authorized
to credit against excessive profits eliminated pursuant to this section
‘the amount of Federal income and-excess profits taxes paid or payable
with.respect to such profits. :

Seventh. No renegotiation may be commenced more than 1 year
after the close of the fiscal year of the contractor or subcontractor
within which completion of the contract or subcontract occurs.

H. Docs., T7-2, vol. 16——18
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"~ Eighth. Contracts and subcontracts for certain mineral or natural
deposits, or timber, are exempted from renegotiation.
inth. The Secretary of the Department is authorized to exempt
specified categories of contracts and of subcontracts. :
85. Question. Are these changes in the interest of the contractor?
Answer. Yes; they are intended to make the law more certain, Of
special importance is the change requiring rencgotiation within 1 year
after the completicn of the contract, instead of within 3 ycars after
the close of hostilities, as under the present law.
86. Question. Are any further changes in the renegotiation law
contemplated? -
Answer. Yes. The statement of the House conferees on that
subject is as follows: The committee of conference does not feel that
the amendments which are made by the bill to the renegotiation law
contain all the changes r.nd improvements which it might be desirable
to make. No attempt has been made to study and reexamine all the
possible methods for dealing with excessive profits realized on war
contracts. The bill mercly attempts to remove some of the more
pressing objections to the present law and to make the law adminis-
tratively workable. It is anticipated that the Ways and Means Com-
mittee will study section 403 in connection.with matters now pending
before the committee, with an eye to a more general revision than is
contained in the 1942 revenue bill.

FURTHER TAXES

87. Question. Is this the last tax bill which may be expected for
the duration of the war?

Answer. The Secretary of the Treasury, even before the new bill
was passed by Congress, proposed a further increase in taxes of six
billions. It is very likely that Congress will begin consideration of
another new tax bill early in 1943.

88. Question. Are there any substantial sources of revenue which
remain untapped? -

Answer. Taxes have reached the point now where it is difficult to
raise taxes much further without stifling war production, driving
business into bankruptcy, and drastically reducing the standard of
living of our people. Iz)wever, the tremendous expenditures being
made for carrying on the war require that we raise the maximum
amount o6f revenue possible, which, at best, will still leave a staggering
amount to be financed by borrowing on the public credit. About
the only i)lace Congress can turn to raise any substantial amount of

additional revenue 1s to the sales tax.

O



