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Jilaa IA BeJI4: 

Pleua read tll1a :rouraelt 
a1l4 ••• tbat tba ~1dc1; r•c1a 
u, pl ..... 

M'MnR*!PQM FOR F.D.B. 

P.s F: T-:f 

propoaad tu publlon:r aner lllorob. 15th Ia not o~ parUcularl:r uacaroua 

in U>eea tlllea but a gra'ra political blunder 011 our pan. 

It 1t Naulta UlltortW>atal;f, u I paraoul.l:r bellna 1t will, 

It will ba pinned on the Pr .. ldan\, the Sacra~ of Ule '1'r ... ll1'7 a1l4 

CongreN. Il1Ul1Nch aa all thr .. ot theea happen to be D01110orda, and ln­

aomuch u the meuure wu paMed by a De110cre.Uo Congr..,.. end elsned by a 

DIIDDcratic Praeldant, •DT attaiiPt at buolc paaeiDg ...,DC than tbrae will 

ool.y attord IIIDua_..t \o otbere. 

I aa oer\ail1 that cuual ratlao\lon 011 tble ~~ethr will a bow 

Us trmandoua aerlowoneea, and I 811 aquell:r ~r\&111 that eoaetb1Dg abould 

be done between now a1l4 lfarch 15th to prnant tbia law trOIIl bacollllDS at-

t eet lYe. 

I .,. told that the Treuury Depanment •a atti tuda I a one of ' 

neutral1t:r, and I "'" Informed that tbe eligbteet word troa :rou to Co~~grau 

rlli put Co~~greee 1l1 llne \o repMl thle Act. 

I told you aau time ago that allan there- publ1olt:r ot tu .. 

before, the bowl - not rrc. tbe aucca .. tul but tl'ODI the little fellows 

• ho re~ented tha GoTe~ant•a publiabiDg their laelc or auooeea to their 

neighbora end their oredltore • 

.ll"'rt trom thla, bowner, ona or two lddnapp!Dga u a raauU 

ot such publlott:r wi ll put Ula White Bowoe, 'l'reun.tr:r Depar~ent and 
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u:J ot t~ thillb that it oa •lYe ita puoUoular 41tt1cnal'J by 

poi nUnc 1 te tiJic• at the otheN. 

1b7 ap•4 a wbDle wetlk ill Wullinston on or1• prn•Uon u4 

than penal t a thins like thia to happen? 
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(1) There has not yet been incorporated in the new tax 
bill the principle, originated in the tax legislation of last 
year, of taxing intercorporate dividends so as to discourage 
holdi~ companies. 

(2) Such a tax is important not only to continue 
pressure on !1-oldi.llg company structures but also for its rev­
enue potentialities in lieu of processi.rlg taxes which the 
Ways and Means Committee may llish to drop . Robert Jackson, 
formerly General Counsel of the Bureau of Internal Revenue, 
est mates at for each 1 of the rate of such tax the 

The tax in the legislation of last 
year - lost in the new draft - was 1!%. 

( 5) An ameiXime.nt to effect this tax has been carefully 
drafted in the Department of Justice and is ready for presen­
tation to the Ways and .lleans Committee by Jackson. LaFollette 
and Jackson have talked to Oli}ilant. West bas talked to 
Doughton; Doughton bas called but not reached Jackson. 
JackSon seems to wa.nt more direct assurances than he has . bad 
to date that he will not be embarrass!~ the Trea.sury by 
going ahead • 
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ESTIMATE OF INCREASED REVENUE '1'0 BE DERIVED 
DORING FISCAL YEAR 1951 FROM AN DIOJ!EASE OF 
ONE DOLLAR PER GALLON IN THE EXCISE TAX ON 
DIS'.l'ILLED SPIRITS, ONE DOLLAR PER BARBEL D1 
THE RA'l'E ON FERIIENTED MALT LIQUORS, AND SUB­

STITUTING A BOTTLING TAX FOR THE RECTIFICA­
TION TAX. 

At $2 r atez 

Imports 
Domestic 

At f5 rate' 

Imports 
Domestic 

Distil1ed Spiri ts 

8,250, 000 gallons 
120, 000, 000 eaUons 

Total 

71 4251 000 gallons 
108, 000, 000 gallons 

Increase 

Fermented Malt Liquors 

At $5 rate, 51, 1500, 000 barrels 
At $6 rate, 481 735, 000 barrels 

Increase 

$ 16, 500, 000 
249 I 000 I 000 

$ 256, 500, 000 

$ 22, 275, 000 
152410001000 * 546, 275, 000 

I 89, 775,ooo 

$ 256, 500, 000 
292~410.QOO 

35, 910, 000 

Bott.J 1 ng Tax Substituted for Rectification Tax 

30¢ Rectification Tax 
50¢ Bottl.ini Tax 

Incraase 

Total Increase 

$ s,soo,ooo 
52.400~000 

I 2s, ooo,ooo 

• 151, 585,000 

Above estimates assume a 10% decrease in con6UIIption of distilled 

spirits and a 5% decrease in consumption of. fermented malt liquors, as 

the result of the suggested rate increases. 

It is believed that over a three year period the average annual 

increased revenues which would result from the suggested rate increases 

alone would aproximate $1401000, 000. 

The figure for the increase to be derived from substituting a 

30¢ bottling tax would be subJect to further enlargement when the 
gallo~e of imported distilled spirite bot tled in this country is 

ascertained. 

• 

• 
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THE aECRIETARY Of' THE TRI:A8U 

WAOHINOTON 

NT dear Mr. Preaident1 

!he inYeatigation of the income tax returne for each eucceaaive 
. 

7ear rneala the inoreaei~ atubborn tight of wealt~ iDdJ.Tidual.a and 

corporations agalzat the ~ent of their fair ahara of the expenaes of 

their Gonrnment. .Uthough Mr. Juetice Holmes aaid: 8 Taxea are what 

we p~ for civilized aociety," too many citizana want the ciYilization 

at a dhcount. 'll'e are eliminatln&, one b7 one, deTicaa for tax avoid-

anca and evasion and loopholes in the law, but each one eliminated se81111 

to cause an increased uee of the remaining achemea. Sales between lma-

banda and w1 vee are no longer popular, eince the Kitchell caae; legia-

lation following the Pecora inYeatigation largely stopped tax eYaaion 
• through aecurity partnerabipa; and educational trusts of the pictures 

kept in one's houaa had too much publicity in the Mellon eaae t o com-

mend them to further usa. But we atill have too many caaea of what I 

mq call 110ral fraud -- that 11, the defeat of taxea through doubtful 

legal devicea which haYe no real bueineaa purpose nor utility, and to 

which a downright honeet IWl would not reaort to reduce hie taxes. 

Tour Administration haa bean notable for demanding a higher etand-

ard of 1110rality i.n co•ercial dealinga. l'e need a higher etandard of 

morality in the dealings of the citisen with hie GoYernment. 

' 
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!o gin pout to rq atataenh, I want to lilt below aou !4 the 

drricee which haTe oaw~ed our 1937 rnUIIlla to be leaa than thq ahoul.d 

han been, and the 11.81181 of the tazpqara .-plo)1.11g tha. Our awl! t of 

the 5,500,000 returna f or 1936 la onl:r beginni~~g, but our initial cheek 

hae rnealed theae faota, which I bell en you ou&ht to know at once. 

1. The creat ion of multiple truata f or relative• and dependenta. 

Splitting income two ~·· between husband and wife , reduce• i nco11e taxea, 

and leans the faa1ly income intact. 8pl1 ttiDg the faa1ly income b;y ~~eana 

of lllaD7 truate mq eff ect a greater aaving, while leaTing the 110ne7 ac­

tually in the 18111 handa. Thua, Mr. Louie lllauatein of Balt1110re haa 

eatablhhed 64 different truats in favor of hie wife and three children. 

The beneficiaries thereby claimed a tax saving in one ;year of $485,257. 

Kr. Charlee E. Merrill and llr. ~win C. Lynch of Merrill, Lynch & Compan;y, 

110 Wall Street, New York, have 110 tl'Uit fund11 , ae well ae 23 personal 

holdi ng corporations. The7 operate a great man;y nWIIbered brokerage ac­

counts and only at the end of the ;year ident1f7 for whoae benefit the ac­

count baa been operated. In thia we:t iDDUilerable tran11aet1one are car­

ried on between the different corporati on• and truats which have no effeot 

upon the beneficial interest of Merrill and Lynch, but which are designed 

t o r educe their tax liabilit7 ver.r greatly. GrenTille Clark of Root, 

Clark, Buckner & Ballantine, and hie wife, have 16 trueta. There are 

undoubtedly a great llti.DT more inetanoea of the same aort which will be 

diecloeed i n our audit of the 1936 returna. 

2. roreign peraonal holding corporation• organiaed in the llabe•• a, 

Pa.nama, and Newfoundland, where taxea are l ow and corporation l&W'I lax. 

I • 

• 
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Jmericane han f ol'lled 64 euoh co11panles i n the llahemu alone in 

the last two yeare and 22 80re were orpnhed by Jmericana in the :B•hamu 

during the paat alx weeke. Panama and llewtoundland aeem to be tTen more 

ferUle terrltoey alnce their corporation lan uke it 80re diffleult 

t o aacertain who the actual atockholdere are. Moreover, the stockholder• 

have resorted t o all aanner of devicea t o prevent the acquisition of in-

formation regarding their companies. Thus , Urs . Dorothy Whitney Elmhirst 

ori ginally or ganized her personal bold1nt; co11pany in the leland of Guernsey 

and then moved it to Pan•me: and the corporate books are kept in Newfound-

land. George Westinghouse, Jr. hae a $3 million Bahamas corporation and 

in an attempt to prevent the »ureau of Inter DRl Revenue f r om catching up 

w1 th him, moves hie home addre11 from one 811&11 hamlet to another each year. 

Re r eported from Saanichton, Vancouver Island, British Columbia one year: 

the year before he r eported from Seabold, Washington. The Burem having 

secured access to the records of the International Corporati on Company of 
) 0 

!lew York, which 1s active i n forming Behsmu and Pen ems corporati ons , i t 

now organizes such corporations through its Paris sUbsidial')' , International 
Corporation Company s. A. , f r ee from the possibility of our investigations. 

Wallace Groves of the General Inveetment Corporation hae two :Bebemaa 

corporations with a nominal capitalization. Ria General Inveetment Cor­
poration, which is reported to have cost the public a lose of $67 million• 

between 1932 and 1936 out of total assets of $77 millione, i l under in-

vestigation by the SEC, and Ur. Groves eeems to have left the count~')'. 

One of the traneactions d.hcloeed by t he investigation was the eale of 
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the lru.enoa .Urea n'b'ftT, on which oae Philip De Roade wu paid a ooll­

lliadoa of ~.ooo. De llonde ocaed the oo..t .. ion to be paid to hh 

B•hnu Oo-.p&DT and h det,iag u to collect the tax upon it. B7 wrq 

of inaul t he baa offered to co-_proaiae hie a4ll1 tted tax 11abil1 t7 of 

$33,000 for paat 7eare b7 a p&1Jient of $1,700 • 

.Another indication of the 1111gn! tude which thia &Tenue of tax 

&Toidance mq ae8UIIe h afforded b7 the cue of Julea 1. llache of 

liew York. Mr. Bache 1 e pereonal return ehowed no tuable income for 1936. 

'lfe haTe diecOTered, howeYer, that Ur, :Bache, hie two dpngbtere, end truat. 

ln faTor of the "engbtere own t he WenoDah DeTelopiDent Oo-_p&DT, Lt4. of 

Oan•da, which had lnco• froa JMrioen d1Tiden4e ill the eaount of $1,6o6,000. 

lio return haa yet been filed for thia corporation. It ia intereeting to 

note turther that Ur. llache deducted $89,lm on hie peraonal return ae 

interut on a loan u.de to him b7 hie personal holdin« COIIJ>&D7• 

The moat flagrant caae of thie character h perhape that of Jacob 

Schick, for11erl7 a Lieutenant Colonel in the United Statea J.nq. Schick 

wae the owner of all the atoek of the Schick Dey lh&nr Ooa}lan7 of 

Connecticut. On December 18, 1935, he became a Brithh aubJect through 

naturallmation ln Canada. He had been drawing a penalon from the United 

States J.nq end he inquired froiD the SeCl'et&rT of War if he could continue 

to draw hie peneion. The lecret&rT adThed him on J'ebruaey 5, 1936 that 

• 

he waa no l onger entitled to a penaion and he wa• directed to return the 

retire111nt pq cheek• he had recei Ted after Deoembe·r 18th. On December 24, 

1935, eix daTe after hie naturalisatlon, Schick foraed Schick lnduatriee, 

Ltd. 1n the Ballft•aa and tr&l18ferre4 to 1t hie atock in the Connecticut 

1 
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OOIIpaJII'• Be \hereby na4e4 the proneion of our lan 111pol1q a 25 
percent tax on tranatara ot aecur1Uee to toreip oorporaUona. Be 

ona the stock ot three other Bah••• oorporaUona, the purpoae ot which 

is not 7et clear. !ha Intelli1ence Unit is now ~nv,atigating Colonel 

Bch1ck 1a caae with a new to trau4 charpa. " 

3· B•bn•• innrance CO!panlee 

A lfew York inaurance a&ent caused the organization of two illBurance 

companies in the ll•b•ua W1 th a new to enabling taxpqers to secure take 

deduction• tor interest tbrough an iD~,;eDious aohe11e for the ietJUaDce of 

large life insurance policies. Americana who went into the schelle pur­

ported to PaT a large single preaium for their policies, but 1amediatel7 

borrowed 'back pract1call7 the enUre BUll· Under the p).an, the 110-called 

•policy-holder• sou,gjlt to obtain a lart;e deduction for intereat on this 

loan, although t he fact was t'hat no interest waa reall7 paid. By- thia 

means six Americana, llr. Richard •· Dwight, Henr7 1J. Lowe, llr. Jacob 

Schwab, Jlr. Lawrence Yarx, llr. Oeorp !hems, and Dr. ;rinthld .&1rea sought 

to en.de nearl7 $550,000 in ' incoae taxea in the 7ears 1932 to 1936. The 

fraud was diacovered b7 the !pecial_lptellicence Unit and all of the 

taxpqera han now submitted otters to pay the full amount ot taxea 

evaded, plue interest. llr. Dwight 11 a senior partner, 1n t he law fil'lll 

ot lfu&hee, Bcburaan & Dwight, 100 llroa.dwq, JJew York. 

4. DoaeaUc personal holdi!!ft OO!!paniea 

'1'b.e rates of tax applicable to peraonal holding co11panha ware re­

duced in 1936 and are not now autfioientlT high to discourat;e the use of 

such companies as a valuable means of avoiding the surtaxes. The personal 
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holding coll)iu1ee that - haTe exuined would han paid 81.7 pei'Oellt 
• 

.ore in tuea on their 1936 return• if the IIJIPlie&llle tax rat11 ha4 

not prenoual7 been reduced. !lma, the peraonal holding COII.P&IIl' owned 

b;y the late Mr. Oharlea Kqden diatr11Nted none of ita inco~~e in 1936; 

and Mr. lra1den thereby e&Ted $322,958 in taua. Mr. and Mrs. Jltred P. 

Sloan had their personal holding COIIIp&lliu diatr1bute a portion of the 

corporate earninp; but the uae of the CX'Itpln1u a&Ted the Sloau 

$791.054 in 1936. Mr. and Mrs. Bo;y 1'. Howard han emplo;yed a personal 

holding compan,r to great adTanta&e in the purchase of add1 t1onal newe­

p~er prcpertiee. In 1936, their personal holding compan;y reported OTer 

$5()0,000 of net income but the total taxes paid by the two Howards were 

lees than $6o.ooo. If the personal holding co~ were not in exietanoe. 

thq would han had to pa;y onr $200 ,000 in additional ta.xee. !rhe 

Schaefer llrewing Co111pan,r of llrcokl;yn, an operating COII.P&DT owned b;y two 

brothers and their w1Tes, lhowed an inereaee of net incoae froa $1,050,204 
' ' 

in 1935 to $1,825,46o in 1936; but dietributed only $300,000 in diTidenda 

in 1936 ae against $5()0,000 1n 1935• If the diridends had kept pace w1 th 

the 1nereaeed earn1nge, the Treaau%7 would han collected $246.073 a4d1-

tional 1n taxee. 

Another faTorite device 1e to or ganize a coneiderable ZlUIIber of 

personal holding companies for the sake of reduc ing the tax and of in-

creasing the Treasur71s difficulties in auditing traneact1ons between 

companies. I han alread7 referred to the 23 personal holding companies 

of Mr. Charles 1. Llerr111 and llr. Edwin c. L;yneh. .According to our lae~ 
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report (for 1933), Mr. Yilliaa Randolph Hearet was intereeted in eoae 

96 oomp&D111 ecattered all over the United State• and lnc'and. Ye have 

not 7et been abl e to 41ecover how ~ co11p&Diee he now utWsee, tor 

their return• are 1'1114 all onr the CO\Ultey, and the Job of au41UDC 

their ~&DCled traneaotione 11 tr ... lldoua. 
• 

5· Incorporated :achte and COlllltrz places 

Mr. Alfred P. Sloan'• yacht 11 owned by Bene Corporation, one of 

his per sonal holdiD& co11paniea, alon& with $.3 lllillion in securities. He 

rents the yacht from hie COIIIp&IIY and the COmp&JlT uaea ita inco1111 from ae-

curitiea to pay depreciation on the yacht, the wages of the captain and 

crew, and the expenses of operatin& the yacht. !lone of these i teae would 

be deductible 1f lb-. Sloan owned the yacht penonally. J. great IIIIUQ' 

wealtb;y t~qera are ut1l1z1n& a 11111lar arr&n&ement tor the operation of 

their countey plaeee. Other weal thy t~qere using this aethod, the value 

of their countey places and the tax eartnp they are ef'feoting, are: 

Alfred I. Du Pont (now deceased) 
llr. & Kra. lqron c. T~lor 
Ym. R. Crocker & family 
Y1lhelmiua Du Pont Boas 
Rarvey D. Gibeon 
Jacob J.ron 
Mr. & Mrs. Henry Ittelaon 

Value of 
• coun tey place 

$1,0,39.521 
1,000,000 

750,000 
421,000 
978,000 

1,166,457 
565 ,000 

Tu 
savings 

$59,000 
15,000 
lto,ooo 
80,000 
20 ,000 
20,000 
30, 000 

Yra. Boas has improved on the general plan by eauein& her pereonal hold­

ing comp&JlT which owne her countey place t o pq her huaband a lalary for 

men•ging it. She thereb7 euppl1ea hia with pocket 110ney, and in effect 

eecurea a deduction for the expense of maintaining him. 

6. Deductions for non-buline11 1ntereete, l oeaea, ate. 

Ta.x,p83'era are still taking large deductions for interest on loane 

to thllll by their own pereonal holding eompaniee or on l oans t o them by 

thei r family trusts. I have already mentioned the deduction of $89,4oo 

.. 
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which Mr. Jul.ee 11. llache took on the lou to hi• 'b7 hie OenecU u cor­

~ration. lire. lathu L. Miller, ~e ot fol'lltr Governor Miller, took 

a deduction of t35,639 ill her 1936 retUl'D tor a loall to her 'b7 her l:ale­

bud u truatee f or their enlll "an&htere. 

7• Perclllt!C! depletion 

!hie 1e perhape the beat exa~~ple of legalised theft tro11 the United 

States !l.'reaeury which the reTenue lawe etill pel'lllit. Sillce 1928, the 

large oil a11d 11WDg corporatiou han been entitled t o deduct troa 

5 to 27t percent of their groee income aa an allowance tor the depletion 

ot their mines or welle, alld the deduction ~ be taken even though the 

coat of the property hae been completely recovered. Thus, in 1936, the 

Homeatalce Mini Dg Compaey deduc ted $2,922,722 under thie proTieion, al­

though it had alread1 completely recovered the coat of its pr operty. 

The amount of t he deduction was a sheer gift from the United States t o 

this taxp~Q"er, and t he reveJNe tha t we lost ther eby was $81.8,517. The 

s1m11ar l oss of revenue in tAe ease of the Gulf Production Oompaey 

of Pitte~gh was $584,955 (1935); Texas Gulf SUlphur Compaey, $413 ,009 
(1935) , $557,487 (1936) ; Shell Oil Oompaey, $512,452 (1935) : Sun Oil 

Company, $272,041 (1934), $267,091 (1935): Stenolind Oil & ~as Company, 

$202,244 (1934); Jaerada Petroleum Corporati on, $152,025 (1935) • I 

recommended in 1934 that thie pr ovision be eliminated but nothing was 

done, pr esumably because of the heavy pressure from t he large oil and 

mining companies which are pr ot1 t1Dg immensely at the e:xpenee of other 

.. 

' 
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8 . Dhillon of inooM betnen hue'baDd ud rite, parUcularl7 u 
the 8 oommunity property etatee 

!hie 1e another leplhed fraud on the rennuee at the upeu of 

tupqere ill the 4o etatee which do not have ooDIIIUDity property lawe. 

A Hew York resident with a aalar7 of $100,000 p~ about $32,525 Jaderal 

income tax: a Oal1forl11an ri th the eae aal.a1'7 ~~q canee 0111 half to be 

reported by hh rife, and the Jederal illcome taxes pqable by the two 

will be only $18,626. The loss of revenu~ due to the refusal of members 

of Congress from the community pr operty states to permit the taxation of 

their citizens on the tome basia as citizens from the other 4o states 

rune into the millione. 

The existence of this legalized diecrimination has etimulated the 

formati on of f ake partnerships between husbands and riTes and t heir 

children i n other states. Thus, at t he end of 1935, Granberry &' Company, a 

New Yor k brokerage firm, took i nt o partnership the f our minor children 

(two boys and two girls) of c. K. R.eynolds, one of the partners. The tax 

eaving t o ~. Reynolds i n 1936 amounted to $55,000. 

9· Increasing purchases of tax-exempt bonds by wealthz citisens 

The last etatistics which we have show enormous holdings of tax-

exempt state and municipal bonds by our wealthiest citizens. Our recorda 

are very incomplete Iince theee indirtduale do not r epor t fully what 

their actual holdings are, but our last compilation thon t hat John D. 

:Rockefeller, Jr. owned over $32 milUone of etate and JIIWlicipal bondt; 

Frederick W. Vanderbilt, $28,700 ,000; H. S;ylrta Wilke, $31,895,000: 
Uary G. Thompeon, $17,778,000: the late!. H. R. Green, $14,254,000. Such 

returns ae we have been able t o check for 1936 indicate a gradual i nereaee 

in these holdings . 
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One of the aoat dbheartenia« facta d1aclo .. d 'b7 01U' innatlp.Uon 

1a that law;rera of high atiUI4inc at the bar are a4T1a1ng their cl1enta 

to utilise de'rioua tax avoidance de'ricea, and they are actively ueing 

the theuelne. KJ'• J?wi&ht and Jlr, Clark, proll1nent lln York law;rera, 

are aentloned above'. · Jilo~~g the Jrew York law ti.l'llll whieh have f ol'lled 

Panama, Babnaa, or Newfoundland corporations for their cl1ente, area 

Sullivan & Cronen, Palmer & Searles~ White, Sima & Boueton; and Davie, 

Polk, Wardwell, Gardiner and Reed. 

A recent case decided ~ the Sixth Circuit, ~raman v. Commiesioner, 

i llustrates the l&llle poi nt, and also t he long struggle which the Treuury 

confr onts i n ferreting out tax evaders and i n collecting from t hem. One 

~rsman, desired t o a ell two l ot a of etock 1n 1929 at a large prof! t. 

Advised by his 4w;rer brothar, he transferred the etock to hillael! aa 

true tee to accwnulate the income for hie own benefit for five years, and 

thereafter to diatri bute 1 t to h1maelt. He waa, ther efore, not only 
• settlor and trustee·, but 10le beneficiaey. Raving aold t he atoek during 

• 
the next week as •trustee" at a profit, he contended that the trust, not 

he , was taxable thereon. The court has just now, eight yeare later, de-

cided in favor of the Trea8Ul'7, and we can now collect the tax and 

interest. Ivan eo, one ~ieeenting circuit judge could not see Korsman, 
I 

the individual, behind the legal mask of Mersman, the trustee, for Moreman 

the sole beneficiary. 

In conclusion, I have two observations to make from the evidence 

before me. In the firs t place, the instances I have giTen above were 

disclosed by a quick check of comparatively few returns. Uoet of the 
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large corporation return a ban 110t ;yet been filed. The general audit 

of 1936 returne h Jut beg1nn1J18· I reget to eq that I aa afl'a14 tu 
' 

cuee I haTe digeeted above are IJlii.Ptoll&tic of a large DUilber of otbere, 

whleb will be dleeloeed b;y a careful audl t . Ill the aeeond place, tbe 

ordinar,r salaried man and the amall merchant doea 110t reaort to t hese or 

limllar deTicee. The geat bulk of our 5,500,000 returna are boneatl;y 

made. Legalized avoidance or evaalon b;y the eo-called leadere of the 

bualnesa-communit;y le 110t only de1110ralidng to the revenues; it 111 de-

morel.izlD& to those wbo pr actice it a.a well. It thron an additional 

burden of taxation upon the other membere of the COIIIIDWlltT who are leaa 

able to bear lt, and who are already ebeerfull;y bearing their fair ahara. 

The success of our r evenue system dependa equally upon fair admlnistre-

tlon by t he Treasur;y, and upon completely honest returns by t he taxpayera. 

1fe have a right t o expect higher etandards of moral! t;y l n high places 

than the 1936 returns disclose. 

l1'a1thfull;y, 

The Prealdent, 

The llbl te Rouse. 



TAl BILL 

,(1) In a contid.ot.ial c<Xlveraation which he hoped could be aomtbow 
indirectly rel~ed to the Preeideot, I told ae ~ that-

(a) he had been observing vecy closely the working Gilt ot 
the Adll1n1 stration1 s propo.U for taxes on corpor ation earnings 
in the House Wars and l&ean11 Collllittee; 

(b) he had a llWiber of conversation!! on the subJect with 
Senator LaFollette, Oliphant, Belverillg and Arthur lent (Act ­
illg General Counsel of the Bureau of Internal Revenue 11ho 1e 
world..ng daily with Oliphant before the House Co-.ittee) J 

(c) LaFollette, Belvering, Kent and I are convinced that 
the or1c1naJ. proposals have already been so riddled with exe11~ 
tion11 and exceptions llhich cannot now be eliminated that it is 
very likely that taxes received from corporation earnings under 
the new legislation will aggregate less than taxes received 
from corpora~n earnings under present tax legislation; 

(d) Oliphant is so &bao~bed. with the i dea of establish­
ing the principle of taxation on surpluses and so harraased 
by the multitude of original problems involved in the working 
out of the new scheme, that be seems impractically oblivious 
to t be manner in which the exemptions and exceptions are gutting 
both the application of the principle and the expected revenues; 

(e) both the principle of the intercorporate dividend tax 
to discourage holding companies and the principle of graduated 
corporation tax on aize established in l ast year' s tax legis­
lation are likely to be lost in the shuffle. 

(2) X pr oposed as a way out of the difficulty the adopti on of a plan 
llhich seems to be LaFollette' s idea for the proceedings in the Senate Finance 
CoDllllittee - leave the present corporation taxes as they are, possibly r ais­
ing the intercorporate dividend tax from l ·! to 2% and add a new surtax on 
undistributed corporation profit s . 

X pointed out that this plan would-. 
(a) establish the principle of taxing un.distributed cor­

poration profits, llhich Oliphant is t rying to do with the more 
complicated plan; 

(b) assure the raising of the B.lllount of revenue r equired 
without taking risks on complicated and unpredictable new 
proposals; 

(c) retain the principle of the intercorporate dividand 
tax with its salutary effect upon complicated corporate struc­
tures and the pri nciple of the graduated tax on eize, both 
of which risk being lost in the present contusion before the 
Committ ee; 

(d) give an opportunity for a year ' s study of difficulties 
not clearly foreseen at the time the proposal was first made in 
the application of the principle of tax1ng undist ributed profit s. 

• 

•. . 

• 



Bxoerpt fro. P. c. 531 - Karch 21, 1939. 

Q ~There is a great deal of discussion about a lons-
' 
r&n~e tax prosraa; that is, one that woulcl be 

at least tor five yeua, the idea beina that 

soll8 curtailaent ot the IOYern~~ent revanuea woulcl 
' uncloubteclly nsult troa such a j)rograa 1n the 

first 7-,ar or tro but that over a t1ve-1ear 

peridd the revenv,es would at least ~ably equal 

and possibly exceed those we receive toclay troa 

tne present structure. Would that, 1D your 

opinion, be barred as a po~sib111ty in view ot 

your sta tement that no reduction in cor porate 

taxes is contemplated? 

,4- : ~ PRESIDENT: 
• Again, if you will read 'the annual 

message to the Congress you will find the answer. 

In other words, quite simply, we have the 

choice of following the policy recommended in 

the annual message or 4ft adopting the t' 1r 

policy which has been advanced by per fectly well­

meaning people'~ that is .-., cutting down 
.) / 

certain expend'itures of the Government, which; 

as I pointed out in that annual messag~ mus~ 

in order to be substantiaJ come out of certain 

obvious 1 terns which can be readily cut • 

• 
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~1 ~~~~"~:;lelief for the unemployed, all fo r ms ot public works, 

social security for the aged, slum clear ance and 
T;;,f~, 

various other !tems wn ich give work in large volume 

- - all of those being pre1icated on the guess ~ 
.au'r iRI a•sDI of maey well-meaning people IJt that 

thereby, taking away employment ... ,. from 

several million workers, business will automatically 
411(/ ~ w•J4.,.._ 

pick up that entire slack plus the other large number 
A. 

of people who are out of work but not i n any way being 

helped by the Government. 

If ther e was some guarantee that this would 

happen, it would be ~Ia worth consider ing. 

• 
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;ro 
I doubt, however, whe~~er ~ would meet wi th popular 

approval. if it were tried and tne resul~were not 

attained. 

There is the answer. 

It is purely extemporaneous but I think I said a 

mouthful . 

~Q Can we quote that, too; Mr. President? 

ae · Ttl£ I i&SIDkNf: Yes. 



FOR THE PRESS nll!EiliATE RELEASE fAARCll 211 1939 

The followin& is an excerpt i'l'om the President's conference 
with the press of Tuesday, lJa·rch 211 1939: 

Q1 There is a creat deal of discueaion about a long ranee tax 
program; that 181 one that would be at least for five ~rs, 
the idea beinJ that some curtailment of the government 
re'V'enues would undoubtedly rQsult from such a program in 
the .first year or two but that over a five-year period the 
revenues would at least probebly equAl and possibly exceed 
those we receive today i'rom the prcsent structure, Would 
that, in your opinion, be barred as a possj,bil.ity in view of 
your statement that no reduction in corporate taxes is con­
templated? 

A: THE PRFSilEJlT 1 Again, if you wUl read the annual mess~o to 
the Congress you Y1i.ll find the aDSl'fer. 

In other words, quite simply, we have the choictl of 
follordng the policy recommended in the armual. message or 
adopting the policy which has been advanced by perfectly 
well~eanine people; that it, cutting dcmn certain expendi­
tures oi the Government, \7hich, as I pointed out· in that 
annual. message, must, in order to be substantial, cane out of 
certain obvious items which can be readil;r cut. They- include: 
relief for the unemployed, all fonns of public works, social 
security for the aged, slum clearance and various other items 
which today give work in large volwne - o.ll of those being 
predicated on the guess of many well-meaning people that 
thereby, takine away emplo;yment from several mi1Bon worlcers, 
business will automatically pick up and e:nploy that entire 
slack plus the other large number of people who are out of 
work but not in any way being helped by the Goverrunent . -

If there was some guarantee that this would happen, it 
would be worth considering, I doubt, hovrever, whether this 
would meet with popular approval if it were tried and the 
results were not attained. 

There is the ansrrer . It is purely extemporaneous but 
I t hink I said a mouthful. 

-----------------
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THE SECRETARY OF THE TREASURY 

(J5r 
June 3, 1939 ~ 

WASHINGTON 

~ dear Mr. President: 

In oomplianoe w1 t h Kis e Le Hand 1 a 

request over the telephone, I am sending 

you herewith the statement or E. c. Alvord, 

presented to the Ways and Means Oommi ttee 

on June 2nd. 

The President, 

The White House. 

Yours s incerely , 
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\ S"f.tl'IICIJJT or KLLIV01l!rH C. ~VOBD 
II 
• 
I 

(Preaented to tb8 Wqa &Dd Neue Coe~~lttee of 
the Houee of llepreaentaUna at hoar1nga on 
reveaue propoaala, Juae 2, 1939) 

Mr. Chain~~an, Gentlemen: 

I am :lllavorth C • .U'V'Ord, an attorll&y, of Yaahington, D. C., appearing 

as the Vice Chnirman of the Oomittoe on lederal Jillance, of the Ohallbor of 00111-

marco of the United Statea. 

Introduction 

It iB alwaya difficult to dilcuee a revilion of our revenue lava in tbe 

abaence of specific proposals. It is additionally difficult this morning, for we 

are tully appreciative that the limitations of time necessarily reatrict your 

00111111i ttoo and the Congreee and prohi bit extenaivo' ohan8e• in ex1a t1ng lav. 

We are att .. pting a t vo-fold classification of our euggeationa1 (1) 

those which we think can be considered and enacted prior t o JUJl& 30th of thil 

yeN'; and (2) thoae which we believe should be cone1dered a part of a more f ar 

reaching and more permanent revie1on, to be considered, for exa~~ple, durint; the 

adjo~nt of the preeent aeseion and prepared for tbe oona1derat1on of the 

Con,~rase during the next aeuion. We haaten to a aaure you, hovenr, that our 

.uggeated claaaification ia tentative indeed • 
. 

We ere very happy to endorse ar.d appron (with two a1nor exceptlona, 

of perhapa no immediate importance, which will be dlacuaaed briefly berelD&!ter) 

the objoctlvee and the program of the Secretary of \be Treaaury in hie opening 

atateDent to your Committee l ast Satur~. We coameD! hla conatructlve ~preach 

to the flloel problema oontrontizlg the Cont;reaa IUI4 the country, It marl ta the 

aupport ot enry oiUaen, Dltforencea of opinion with reapeot to the applloaUon 

of the prlnolplea onunolated and ur~d by the Secretary of the Treaaur7 are, of 
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objeot1Te of acnmd f1nU!Oe 1e a bel•oe4 ba4cet: &114 tllat obenpa 1n our flecal 

progr• wet ooDfol'll to Ulil eod. The Beoreta17 a!4h\ ban a44e4 \bat tbe7 a)lwl4 

guide not onl7 fhcal 4eo1aiona but 'all aot1Tit1ea of 0onl'DIII8nt. 

One of our. reHrtatione is directed toward the fourth objeotin 1D \ax 

poliey, namely, 11a more equitable dhtribution of national lncC11118"· Our r .. ena­

tion 1a baaed upon the faot that we do not \1114eretan4 the atatellent. We merel7 

lllake the point at this time, not for purpoeea of dobate, but solely to avoid mie-

underatanding of our poaition. 

The aecond re .. rvation ie . directed toward coupling a reduction in indi­

vidual aurtax rates (which eeom, we believe, to be admittedly far too high, and 

which must be reduced aubatantially if one of tbe moat serious deterronts to pri­

vate invoatment and induetey 1a to be reoved) with the taxation of f'u.ture iaiiU8s 

of Federal, State and IIIWlicipal aecuritiee. We have advocated 1118aaureeto reaoh 

both objeotivea. llut we can not a«ree that they are so closal;y interrelated that 

neither should be brought about unleaa both are, and that the former should await 

the attainment of the latter. 

• Magnitude of the Proble11 
' 

Ye are ney far from the fulfillllllnt of our objectives at the pr&Bent 

t11118. In the ;year a a1110e 1931, we han lfbought tilll8 to think" . perhapa, but we 

have made little progreaa tovarda a permaDent recoYeey, 

(a ) Maintenance of Sound Public liiW1Cea. - On June 30, 1940, we 

ehall have completed a ten-;year period of eontinueua deficits, &11100 the deficit 

of 1931. The booll:a of the federal OoveJ'IIIIIent will IIbov the following reaulta of 

operations over the periodl 

(1) Total oxpenditurea of $72 billiona, or $7 b1111ona anuv.ally ( in 

the laat two ,eara, $9 billiona a.mraall;y); 

(2) Total deficit. of $31 bUliona, avareging $3 billions a J&ar; 

• 

' 

' ' 
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(3) Gro111 J'ederal debt which will appro:daate $45 b1ll1ona, exclwUa& 

guaranteed obllgo.tioDa of about $5 b1ll10AII 

(4) fhooee GoverDJDentlll debt, including State an4 local c!Jibte, of about 

$63 billi ons; 

(5) .ln increnae in the per capita debtp i'ederal, State, 8Jid l ocal , from 

$289 to $482, in the apace of teu years; 

(6) An annual 1ntarost burden on the 7edoral dobt of more than a billion 

dollars. 

Tcble s markod (1) and (2) indicate tho receipts, expenditures, doficite 

c: 1 d •i t , by yoars, from 1931 to 1940. 

(b) Promot ion of Privnte Investment. -- While public expendi~res hnve 

mor., than d.oublod in the last decade , private invostmont has dwindled even more 

rapid.ly. In fact , new priv11te 1nvastmont aeema clmost to have disappoarod. 

At least two pos itive indications of t hio trend are at hand, Table (3) 

ahows the decline in t he volume of corporate security iasues. Table (4) indicates 

the oxtont of tho shift f r om privete to public construction. 

Professor Adolf A, Berl e, in his recent testimony before the Temporary 

National Economic Committee, ~rized the situation as follows: 

11 The flow into capital construction may be said to have 
found i t a norm at a laval of somowhero betlfflen eight and ten 
billions of dollars during the decade from 1920 t o 1930. Of 
this, at loast six billions went throU&h · the public markets -­
that 18, ocCUl·red by sul.e of stocks 8Jid bonds. The balance 
went into construction through the mortgage markets or through 
private placeiDint. By 1931 , the snounta going through the 
public markets had falleu to approximately helf that amount; 
than withered t o a mere fraction . At a maximum, since 1931, 
not mor e th'an two and one- half billione of true capital money 
he.s gone throU&h the moobaniam of the public mark11te. The 
avorege i e considerably lees, 

"The coMlueion ie obvious: AIIIGrican privat e markete 
are not fUnnuling e~ital funds into capital constructi on at 
more t hen (r•l\l&hly) ono- third to one-half the rato they were 
doing in tLe 1920 ·1930 dece4e, Thie moans that private activity 
1n heavy il:duotry 1a not being continuouely genorated in 8\lf­
ficient vol w e to keep those i nduatl'iee busy, or to keep the 
country continuously on an even eooncoic kool. • 

• 
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To 8011e eztent, Oonl'llrJDnt •2PIID41tu.re ~ t.ken up tbe alaok ill 

prl vate flD&DC ~. ltut it baa been 88t1JIIIl tod, al8o ill teatiaoDe;r before the 
; . 

~por8.1'7 llational lconomic Committee, that ill the ;yaar8 1930-19371 1nc1uaive1 • 
tbere vaa all acCUIIIUlated deficit of .17 bllllona ill mv purohaalng paver, 

deapite tbe bUUCn8 expellded b;r tba hderal Oovel'lliUilt, It, a8 Obalri:IOil 

.loolea reoommoD481 the Oovarnment had ·att4111pted to make good thia ahortt~ge 

of private inveatoent, 1t would have roquired all additional Jederal deficit 

of more than $2 billion8 ill each of these eight :reare. 

(o) Attainment of Rocov81')'. - OUr r ecovery goal mq be ate.tod 

as the sum of thll follovinga 

(1) Tbe maintenance of a decocrat1c form of governmentr 

(2) Adequate provision for national defense; 

(3) Reduction of unemployment, at lenat to 1929 levels; 

(4) .l balanced budget, including provision for orderl;y debt 

retirement; 

(5) .l eubstant1al hlcrense in our national inoome -- to t90, · 

bi llions to $100 billions annuall;y. 

Eov close are w nov to this ~aU 

There are nov between 15 and 4D million persona receiving public 

aas1atance financed b;r J'ederal, Stato, or local f\ulda . The cost of relief to 

the Federal Gover111110nt alona this year approximates $a..3/4 b1111ona. 

In~atrlo.l produeti':>n last month vo.e onl;y 9~ of the 1923-5 average; 

faotor;y p~olle only 85~ of wages pe.1d 1n tbe period 1923-5, more than fifteen 

;yoara 980 o 

Tho llationo.l 1noome has not approached $80 billions ainoo 1929 - has 

not, in faot, in all the in terven1ng 18 ara bean Y1 thin $10 billions of our 

minimum objective, 

Tbe indezea of bueiness recovery, and the stat1et1ce of relief, given 

-
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1D table• (15) IIDd (6) tell 1belr own ato17 of our failure to aabi..,e reOO'N1'7• 

1'be7 will repq ·~· 
AJei'IIIUIIn t J'1acal Procr• 

It aeeaa clear tbat a full, heal tey c d pei'CIDZUint reoon17 requ1rea 

a tranl1t1on from GoverD!IInt apemi~~g to private 1Jnreawent, a aolmd conatruc• 

tin fhcal progra13 for the J'ederlll, State, cd local gonrnJII8nta, a decreaN 
• 

1D the damonda tor J'ederal aaa1etanoe, a reauct1on 1D relief roll• with a 

oorreepoDd1ng inorellle in private pqrolb, cd a aubetantial 1DOref.'.ae in 

the national income. 

Those results can <;~DlY be attained by the encouragement of private 

industry, private investment, and private employment. 

In terme of a goncral f1ece.l progr8Cl, this meenu 

(l) Adjustmant of tax rates to the point of ma:diiiUIII businoss 110tivi ty 

and heJ.;'e maximum productivi t;y; 

(2) Bomoval of tax barrier• to private enterprise and investment: 

(3) .lesurnnce of etabilit;y md certainty 1D the r ovenue a;yetem: 

(4) Simplicity and oase of adminiatration; 

(5) .An effective control expenditures, eo that the;y may be kBpt 

within the revenue ;yields of a roaaonabl;y pemalli3Jlt tax a;yetem enacted to 

carey out tho foregoing progrS!Io 

Control of !xPondi turee 

We commend for tho conaideration of the Co~ress, the recomendaUon 

of the Seorotacy of the Troaeucy that CoZ~greesional procedure be devi sed for 

the oona1derat1on of revenues and expenditure• t ogether a• two interrelated 

aspeota of n eii~glo pl'Oblem. Stability &lid certainty 1D OUJ' f1Bolll progrs 

cennot bo mnintained without offeotive leg1elnt1vo control over expenditure& 

an". coordination of roco1pta and GJPeDditurea. 



: 
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Ve are oonfidiDt that the Coilgre11 can readil7 d8The l~ialaUw 

prooed1U'8 to improve the exhthrg control. ror ezeple, a .peolal JIIJdpt 

Committee of the Bouae a!&ht be created, to oonabt of the ltpealatr, the 

M.J orit;y and Nlnorlt;y Leaden, and the ranldJtg member• of the Oo111111ttee on 

Ya11 and Meant, Appropriati ona, and Bulea. Thia Committee could conaider 

the Bu.d&et •• a mole - that 18, the eatimated revenuee and the propoaed 

expeDditurea - and report to the House ita rocomnendation as to the total 

&Jlpropriationa t o be made. The Co~~~~:~it tee 'a report could be mbJected to 

full debato and the Houae decide upon a total for all appropriati ons, thue 

placing an effective "calling" beloft which the;y must be kopt. The Jpproprl~r 

tiona Committee would tmn adjust ita varioue eppropriation billa llld keop 

them w1 thin the maximum thus fixed. liTo· approprl.atlon could oxoeed tho 

11 ceil1J:~g 11 1 unless epecial.ly approved w tho Budget Oomittee. I f the :Budget 

Committee concluded that the eppropriatio.n vo.a eaeential1 despite the previouel;y 

fixed aggregate total., it could approve a Special Rule permitting ita coneider­

f'tion: otherwise the appropriation -..ould not be considered • 

.\ similar comittee, suito.blo to Sonata pr ocedure, mi ght be developed 

for the Senato1 which, of oouree0 could act independentl;y of the House. 

~h a plan would seem to be fiexible en ough to allow extraordinary 

and 1111ergency oxponditurea but it would permit fixation of o. definite and well 

considered limit to expenditures and to legi alation authoriaiJl6 expenditures. 

General Tax RqCOQIIIondatione 

Obviouel;y, it ia not feasible to o0111pleto a reviaion of the r evenue 

system before the end of tho present aeaaion. Bevertheleu, progress ean be 

made. .\ stable, permanent revenue llf&tetll 1s sorely neoded as o. foundation for 

maximum busilleaa activit;y, tho f irst r equisite of me.ximum yield of a revenue 

system. 

• 
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.le the t1r1t 1tep 1D woh a procr•• and t~ ~Uatl aotloD b7 

00IIgHIIt W reOOIIMIId tbl f ollowiqr lpeoifio obftDCell 
' 

(l) A fiat . rate DOmal, oorporatiOD tax of 1~. with a tpeoitio credit 

ot ~.ooo ~ reduce the applicable rate oza 1111111 lDooaelo 

(2) Outright repeal of the 3-l/?1/. ad11tr1bllto4 protltl tax. 

(:.;) A oareyover of net bue1Da11 lo11e1 tor thrH ;vearlo 

(4) IS1mpl1f1eat1oD of the 1Dd1v1dual e~~pital gain prodeloza1, elimiDating 

the unDI!Ioeeear;y diatinction between aeeotl held 18 ODd 24 moDtha and lllb&tltut-

1Jig a shorter hcldiag por1odo 

(5) The trea1ment of "long-term11 capital galne end loesee of corporations 

as ordinD.17 geina am losse1, thus more nearl;y aocordiag to corporations the 

treatAont now accor ded iDdividunlso 

(6l)kl annual declaration of ca:pitlll stock valw, beginrd.ng with tbe 

current year. 

(7) Permi ssion for affiliated groupe to filo conaoli dntad returns. 

(8) J:limination of double taxation b;y exel!lpting all inte rcorporate 
I 

dividendi f r om tax1 and excluding corporate dividendi f rom individual nqrm,al 

tax. 

(9) Reme~1D& a fev of tbe <.lxisting dofecta in the so-called technical 

' r a·'lminist rat ive pr ovision• of the prea&t law. 

We believe that a long range progrsn of tax revisi on should incl ude 

tln follow1ng4 

(1 ) .A. reasoDably permanent r evenue eystCil1, baaed upon tho principles 

above advo oatod - that is, a a;ys tam tbe bade principle s of which are to 

remain in f orce1 for exempla, for a par1od of t en yearsa 

(2) Simplification of the present law, which can be effect ed in large 

part by tho el imination of unpeoeesarilf complicated policies and ref1neoente; 

(3) 'rl:B reduc~1 on of 1Dd1vidu.nl 1111r t axes to the point where they will 

• 



not d.lloourago private llwoet&ent aDd iDU.vidusl 1nit1at1ftl 

(4) .l mbltct1al ret!llotion 1n the tax upon o11pital plniJ 

(6) ~ effeothe e&n~ed. 1Dcolll8 credit; 

(6) .l rov111on m d. e1mpl1ticat1on of the pruant utato taz lawa, Ulcluding 

a aubetaotial reduction 1n tha proeent coatieoator.r rateeJ 

(7) .l provld on ,_r tbe 61tt1ng aelde of adequate fullde (through 1nwrBJICe 

or otborwlle)1 free of eetate tax, for the ~~nt of the utate taxa 

(8) The repeal of tbe capital stock - exce11 pro!lte tax B)'l tem, ae aoon 

o.e the r e venue requirEI!Ients pomit ; 

(9) Removal of the inequities nov existing in our exciee tax eyatemJ 

(10) A pr ocedure for the collection of exclse taxoe oorreeponding to the 

exlating pro~e for the collection of inoome taxes, 

.ltto.cbod, ae Appendix A., are a series of examples, showing tbe 

effect of existing surtaxes upon the investment of individuals. 

Corporate Bormal Tax 

'rbe normal tax on corporations lhould not and need not exceed 1~. 

It 1a agreed. of course, that some all6wance from the maximur:l r a te should be 

made for corporations bevl;ag an income , fo r example, below $25,000. A. epeclf1c :: 

credit of $21 000 for this purpose is preferred on the ground of elmpllficit;r. 

Such a credit would redu~ the offectJve rat e t o ~ on incomes of $5, 0001 12% on 

$101 0001 and 13.8~ on . 25r000o 

-
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Vi th this o.eSUDpUon, we con not acre•• The fund omental factor in u 1Dcaae taz 

h the aaount of inoou wll,1ect to tu. '!here h a point of • •rlm• pro4uothi.t,'. 

Above that point, 1noreaeee in the rate dia1nieh bueineu volume au4 the to\&1. 

pr~fite .ubJ,ct to tax. 

Prl~r to the undistributed profits taz of 1936, general corporate 

rate vas 1'3-3/4'/. for the ;years 1932, 1933, 1934 and 1935. The present normal cor­

porat'l tax 1e l&.l/2'/.. which in itself constituted a voey .ubeto.ntial inoreaee -

attributable eolel7 to the enactme.nt of the undistributed profitl taz. Adding 

other taxes, many corporatione to~ are p~ing more than 50% of their net i~ 

come in taxes. In our opinion, this 1s well above the point of maximum pr oduc­

tivity. Attached is a table (Table 7), prepared from llegietro.tion Statements 

filed with the Securities and ExchnngQ Commission, snowing the total tazes 

paid and their relation to the net incomes of certain groups of oorporati one. 

It would seem that fUrther pr oof is unneceaenry. 

The only w~ in which more reveuue can be realised from corporation& 

is by sticul.ating 1Jlcreaaed business activity. The possibilities flre rev84led 
. 

by the following table, showing the rate of industrial production, the acount . 
of corporate i ncome subJect to tax, and the revenue collected !roo corporations, 

• 

by cd endar yeara, frOI!I 1922 to data l 

' 
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J'.l. Bo In4ez Oozopora~e Bah of 
IadUe\rial •. , OOI'pON\8 lrreau :h'olll 

Teazo l!:o411a).!Oil baOM . tu Ooaporate \ax - I 

1923 8& 6Ht 18-1/1 776.8 

1923 101 83D a.-1/8 937.1 

19M 9lS 7lS87 U..1/3 881.6 

193lS 10. 95M 13 1o1 70o3 

1926 108 9673 13-1/2 1,229.8 

192? 106 8982 13-1/2 1.130.7 

1928 111 10618 12 1,184 .1 

1929 119 116M 13 1o193.4 

1930 96 M39 13 711.7 

1931 81 3683 12 399. 0 

1932 M 2153 13-3/ 4 28lS.6 

1933 76 3986 
I 

13-3/,4 416.1 

1934 79 4275 13-3/4 588.4 

1935 90 5149 13-3/4 707.9 

1931 10lS 6732 ( 8-15 1,111.0 
(•elll't a.x 

193V 110 7160 ~. (on undia- 1,160..0 
(trlbuted 
(pr ofits 

1938 86 47001 ) 795.0 l at . 

1939 ) 
J aJl. 101 - ) -) 

J'eb . 99 ) 16-1/2 + 2-1/2'/. 
) Ulldlat r l bu\84 1,005, lllat. 

Mar . 98 - ~ pr ofits 

.Apr. 92 P• ) 
) 

Mq 92 P• ) 
) 

Tear 98-100 6,200 ) 

P • - Pre1imlnal7 
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Given u 1n4u.h'1al produDUon tn4•z of &bOilt 106 u4 a o~oraM 

t:~: ·late of .7 bllliOAe, a 1~ rate would produce Ot'er a bUllOA dollar a, 

ap .... rox.:.lll&tel.¥ the &aOUDt whloh will be oolleokd for the cn~~Ten\ calen4ar rev 

at preso:1t ra•e•· It appeu-1 froa the kble that •hl• h OAl,)- a ao48rate 

e:.p!Waion of bua1De .. volUIIe over the pneent ettlll&hl of 100 for the indez 

and $6200 million• for the corporate ~.e. .I 

In the recant publication •~azation and Capital Inve1tmant• ieaued 

by The Brookings Institution, the author oonclude11 

"Aa has bean pointed out earlier in this ana11silo 
the means of securing fiscal stability h to be found 
in the e:.pansion of total nationDJ. production, Tam­
t1on revenues will pretty llllCh take care of themselves 
if we co.n achieve fUJ,l econo~c recovery. • 

We are thor~ in accord vi th this an.all'•ia• 

Undistri buted Profits Tax 

Thera ia no legitimate excuse for retaining the 2-1/~ undistributed 

profits ta.x, The principle of o. penalty ta.x on earninga vaa repudiated at 

thn l ast aession of Congress. The tax produces no substantial revenue. The 

c~:~ut. •.tion of a dividend paid credit introduces comple:.dties which are wholly 

Ol!t of p.·oportion t o the importance of the tax, 

It ho.s been asserted that the repeal of the 2-l/?f/. undistributed 

profit s tax will encourage tax avoidance by wealt~ stoekholders, who will 

prefer to leavo profits in corporat• ons under their control rather than t o ~ 

h i gh personal surtaxes thereon, Bo.turall.¥, every effort should be made t o 

prevent tax avoidance in this or ~ other form. The whole problem, however, 

of tax o.voidauce by corporate stockholders has boon grossly exaggerated, The 

per sonal hol ding oomp~ provisi ons , enacted i n 1934 o.nd strengthened in 1936 

and 1938, ore adequo.te t o take onre of "incorporated pocketbooks . " In the 

rare onDe of an oper nting comp~ baing used for tax avoidance, section 102, 

I 
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' wtflolent prohoUon to the Gonl'lllllent. !hie MOtion ou be afol'Oe4, u the 
. , --

lati~nal Grooe!'l O?!!P•If' 0&11 (306 lJ, S. 283) 4aonetrabt - detpltl repNIIDt._ 

t1on1 to \be oontru"T before thh OOI:IDl ttee lalt rear when the !l tle Ill tu: on 

'cloee~ld operat1nc oomp•nhe va• propoeed, It will be recalled aleo that 

aeotlon 103 wa1 purpoael7 atrent;theud laet year to l:lllke 1 t more eaell1 enfol'Oe­

e'Jl c, by puttln« the burdan of proof on the ta,J~>~er to ehov the abeence of a 

let Lose Oarrzonr 
I 

Ve urp that the privilege of oarryin« forward net operating 108881 

be re8tored to the Revenue .Act 1t:~D~ed,iatel1. 

The aelecti on of n 8inglo year as the t~ble period i8 admittedly 

. arbitrary, aud results in grea.t hardship to indu8tries and particular compa.nisa 

in which years of profit end lose alternate. 1f 8UCh compani&8 are taud in 

years of profit, without allowance for prior years' lo88e8o t heir tu: burden 

1e wholly out of proportion to tha income actually earned over the period as 

• 
a whole. .le compared v1 th busine8ee8 b.a'T1.n8 ,a •8ta.ble income from year to year, 

moreover, they are at a aevere competitive dieadvantf&6e, There are attached 

a aeri e8 of coZQpUtaUon'e (~endix B) illuatratill8 the effectln ratee of 

taxation upon corporations austaining l oe8e8 durill8 one or more yeara of a 

five-year peri od, 

1'ba Rovellue Aot, from 1921 to 1933, recognized thi8 bardehip and pe~? 

mittod 1. net lou carryover. The privilege vaa abol18hed in the lational Indue­

trinl R covary Act i n 1933, 80lely by reaeon of t he urgent nece88ity of protect­

ing the revenues at that time. It ha8 never been d1eputed that such a pro-

vision is nn essential fea.ture of an equitab1e tax ey8tem. 

The determinution of the car17over period 1e neceuarily arbitrary. 

The British i ncome tax permits loaeea to be carried forward for eix year8, ~ 

·, 
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ahor\er period 111V' be ~alrable for l'ft._. piU'pOiea. 1n new of the abDoi'Ml. 

conditione of the laat hn J'NZ'Io and the vl~ fluctuation of bu.alnan aotlTlt;.,., 

incomea and valuea we bATe el;)llrienced, a OVI'fOYer of At leut three yeara 

should be allowed. 

Capital Ga.lna and Loa .. a 

The capital pln &D4 loas prondona applicable to lll41ndual.a, u 

revlsed b;y the 1938 jet, dlat1Dgu.lah between aneta held len than 18 montha, 

taxable in tull; aneta held 18 to 24 months, taxable At a mazl111111:1 flat rate 

of ~~ and assets held oore than 24 months, tuable at a ~mum flat rate 

of 15~. The "intermediate" period of holdin8• 18 to 24 months, sppeued aa a 

compromise provleion, for whioh no real necessity existed. As a practlc«U 

~tter, it greatl7 complicates the structure of t he section, and for purposea 

of simplification, it should be ellminated. 

The divldlng line between 1 ahort-terc aneta" and 1lo~terc a11eta• 

1e intended t o separate speculative from invostcent trensactione. Since aaeeta 

bought for speculative purposes are rarel7 held longer than alx contha, a 

subatantial.l7 shorter holding period than the 18 e onths now prescribed should 

be coneldered. 

Oorporate co.pital. gains were ignored in the 1938 revlalon of the 

section. ltuoh galns continue t o be taxed in full regardle11 of the perlod 

of holding; while corporate capital loaaea are deductible only to the extent 

of gains plus $2.000. There la an obvlciUa inJustice in this eltuatlon which 

should be corrected. We reoomcend tho.t "long-term" l osses be allowed as a 

deduction, without llcl tat1on. 

O~ital Stock and lxoes~roflts Tazea 

While it le undoubte~ desirable t o repe«U these taxes, we belleve 

that it is necessary t o retain t hee, aa a tenporary proposition, f or revenue 

purposes. 'l'he oost serlous objection to thee h that ther do not 1opoae a tax 

... 
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on ti'WI ~W~eu protlU. !he illiquit0\18 feature of the preMnt law h that 1t 
- • t' 

requirea a corporation to dealare a Yalue for ite capital etock whioh will ••rr• 

aa a baala for the coaputaUon of protih for the nex\ three 71are. llnce no 

corporation oan eaUcate ita profUa bqond the current 7~ with &QJ 48£1'8• 

of certnln~. the declaration of a proper Yalue 1a aheer cueaworlt, and no 

pr oper bnah i • eatabllehed for determining e:~~Ceaa protlh. 

Aooordi~, we reooaund that the capital atoclt tax be reYlaed to 

rermit an lli1JlU&l declaration of value, beginnsng with the current ;year, with 

adequate precaution, if neceaaar;y, 8£a!nat ~ immediate reduction i n ite yield. 

Oonaolidated Beturne 

~· r equirement of aeparate returns for a group of affiliated cor .. 

porations is i ndefensible. Such a requirement leads to the statement of non-

existent pr ofits and l osses on intercomp~ transaotions and distorts the pre-

• entation of earnings of parti cular units. Accountants, the Stock J:xohange and 

the Securities and ExchP~gc Commissi on uniformly require or permit consolidated 

returns to reflect the financial position of the affiliated group. ~e Trea8U17 

Department haG consistently supported the uae of : consolidated ieturna. 

J. mnodtltory requirement for eonaol~dated r eturns 1s i.mpraoticable 

owing t o constituti onal and administr ative difficulties. J.n elective pr ovision 

similar to tho one i n force prior to 1934 is therefore recocmended. 

Double Taxation of Dividenda 

Prior to 1936, corporate dividend& were emludad froo the i ndividual 

no=l tax, since the corporation hnd alrenclf paid the tax upon the enrnlnga 

out of whi ch the dividend waa paid to ita stockholders. In the 1936 Act, 

divide~~• were sUbjected t o the individual normal tax, but onlT becauae the ~ 

distri buted profits ttU, as originall;y drAfted i n t he Hause. did not require the -
corporation to pa, a tax on income which it distribUted. With the reatoration 

of a corporate normal tax, tho impoaition of a aeoond' normal tax upon the atook:-
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holdors c~ot bo .upportod. 

lntii'OOIIIp"IJ¥ dhtrlbuUODI offer aA eYeD I:IOl'e llftl'l iDitADOe of 

double or multiple 'azation of oorp~te e&rDiDC•• 8Qab dletrlbutiana are 

eubjeot to tuatlon in the baAde of the orlci~~atlDC oorporatlolh ap.tn to the 

extent of 1.. thereof in the baDde of the reoelTiDC oorporatlon, &d t1nal~ 

vhen di stributed to ita etockholdera. 

On the other hand. bond 1nteraet. aa dlet1nguhhed fJ'om d1Tidende, 

1a alloved o.a e. dadnetlon to a corporation in computing Det 1nc01118 and 11 

taxed only onoa, ae income to the bondholder. This sitUAtion haa lad the 

20th Oentury J'und to conclude in a recant etud;y thAt borrovad money , is oore 

attractive than venture capital, both to corporations and i~eators, vlth the 

result t hat a heavy peroanent debt structure ~ be created vhich beoomaa ~ 

nnnngeable in tinea of depression. 

We recommend that the exempti on of dividende froo normal to.x be 

r r storod and that the intercorporate dividend tax be r epealed. 

• 
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In addition to tt. forecoillg maJor reco111111811d&t1ona, we bol.ieve that 

cc:tsid<·ra.t1on of the followi~~S ameM!!!Anh of a teohnioal nature ahould not be 

delayed, and should be acted upon at the present seaeion1 

(1) Correction of the B!fect of the Heml!r Decia1on. - In United 

Statee v, R8114ler, 393 u.s. 564 {1938), the Supreme IIJcur t held that the &siNIIIp­

tion am ~ent of bonded indebtedness by the transferee in a 112(b) (4 ) re-

organizati on constitut ed llother property" ta:mble to the transferor UDder sec­

tion 112(d) . This decision was cont.rary to the loqo;-esta.bl1ahed Bureau rule 

that the assumption of a liability was not "property" of the character r eferred 

to i n 112(d), since it was not Cp.pable of dlatri bution to stockholders. It also 

seems contrary to the policy aiXi interest of Co~rese to accord eimilar treat-

mont to reorganizations effected b~ consolidations or mergers, by acquisition 
I 

of control, or by acquie.ition of assets. The Recdl er decisi on has c r eat ed gr eat 

confusion i n the r eor ganizati on field, not only because of uncertainty as t o the 

rcono of t he Hemler rule for the future , but a l so because it affects countle ss 

pri :.r r eor ganizati ons, opan1ng the way to cl.e.ims by the Governmant f or i ncreased 

tnxes =d cl aims by ta.x•J&yers to s tepped- up bases w1 th r eepect to t r ansactions 

l ol'l(" ">i:tce closed. I n addition, UDder the defini tion of a ur eorgani zation11 i n 

section 112(g)( l) (:S) of the 1934 and subsequent J.cte, ther e 1s c. seri ous question 
. 

whether r eor ganizc.tiona carried out after tbnt date i nvolving the assumption of 
I 

liabilities were not tnxable transnctions i n their entirety. 4 general retro-

active nme:ldm:Jnt coni'irmi..'lg the Bureau rule seems to be the only satiofactory 

method of avoid ing these complexities, both for the Government aDd the t~er. 

(2) Correction o1' the Effect of the Rosenfield Decisi on. -- R, s. 3186 

provides for nn aut omatic lion of the Federal Government for unpaid tQX l1ab111-

tie s, The lien is not valid 1:14tllinst a purchaser for value unleas notice ther eof 
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h tiled in accordance W1th the 1a ot the lltate in vhioh tbl propert;v .ubject to 

the 11en 11 aUuated. In tJ.I. v. lloaentiel4, (D. Ct. JI.D. Mich., Dec. 8, 1938: 39 
I 

C.C.B. 3204), tbl hderal Court 1n MlcMgaD enforced .uoh a lien upon negotiable 

aecuri U ea 1n the bud a of a t1ra of Detroit atockbrokera, Who had purclaaed the 

stock v1 tbout actual DOUce of tm lien. The 11en bid been proptrq recorded 

Wider Michigan law &D1 the dechion obrlous~ conforms to the atriot teras of the 

statute, lleYerthele11, the fears aDd UDDerta1nt1u of purch&eere and eecur1t;v 

dealers created b7 the decislon are apparent, sillCe it 1a virtual~ impouible in 

the course of normal aealinga in securities to determine whether there ~ be 

liens filed agai nst securities presented for delivery. It is recc11111otded tbat 

the Federal statute be amended to confor m to the Uniform Stock TraDsfer .lot, b7 

providing tba t no 11 en shall attach to negotiable se-curities unleee notice of 

the 11en 1e stated on the certificate, or actual notice can be proved. 

(3) Correction of the Effect of the Xoshlaai ani Gowran Cases, - From 

1921 to 1936, the Revenue .let provided that all stock dividends were t~free. 

The Treasury Regulations required, where a etock divideD! was declared, that the 

basis of the original abares be apportioned between thoso abt.rea azd tho div1d.El!ld 
I 

0 I 

stock for computing gain or loes on the sale ther eof. In Xoahlam v . Belvering, 

298 tJ.s. 441 (1936) , the SUpreme Co'UZ't held that a divi dend of common stock on 

preferred stock was a taxable distribltion. The Co'UZ't further held, contrary to 

the Regulations , tbat vbere o. stockholder had received auch a divideD!, and had 

sold the treferred. s tock, no Jnrt of ita coat could be a llocated to tho dividend 

s tock in determining gain or lose. In Belvering v. Gowran, 302 U.S. 238 (1937) , 

the converse sitUAtion was presented, where tho dividend stock had bee:~ sold, am 

the Court held that the coat of ouch stock to the ta.xp1yor wae nzorou. These 

decisions overturning the R~oulations may adversely affect either tho Government 

or tho t~UpB.Vor, depending on w!lich stock the tax:payer my mvo parted with, 11 

~ 
wholly fortuitous oiroumatanoe . It i s suggested that tbl! proper remedy 1a a 
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etatutory rat1t1aation of the DopLrt111ent 1 e regulation with :roepeot to a ta~e:r 

vho etlll lae one of the etooka am in dieposlng of the other OOatpUt ed gain or 

l oss i n aocor~e w1th that regulation. 

( 4) Inventor1 jmendment. - Section 22(d) of the 1938 J.ct recor'lllzed, 

f or the first time, the "laet-111, f 1:ret-out" method ot valu1ng imentories. but 

S•'vere!~· lillli ted it s area of application, I n ace~danc e wi th the ins truct1ons 

of t he Senate and House Conferees on last year• i Bill, fUrther study has been 

given to the manedment by the TreaBUrz Department w1 th a view to action et this 

session. It 1e u.ud.erstood that the Depe.rtmeut is ready to present an appropriate 

rodrllft of tho ameodment , which should be i ncor porated in the Bill, 

(5) Purcwue of Bonde at a Discount. - There is no IIPeoific provision 

i n the Act with r espect to the tax treatment of purcmee or cancellation of in­

debtedness, but the Regulations provide that t.be purchase or cancellation of in-

dobtednose at l ese than par results in taxable income to the extent of the in-

debtednees discharged, except where the ta~er i e insolvent after the cancel-

la tion. This r egulation, in our opinion, 1e unaoUDd . The purcl:aee of indebted-

nose at lese than par produces no real gain or. income. Moreover, the regulation 

works extreme hardship on corporations in di str essed financial c1:rcumstances1 

whi~h are umble to r educe unhealt~ debt structures because of t.be amount of 

h :.ab!P gain which would be r ealized in the transaction. A partial r el axation of 

the s tric t Treasury rule was afforded by the CmDiler J.ct at t.be las t session of 

CoJl€ ~·c ss 1 which contained a specific provision that no taxable income shall be 

r ealized by virtue of ial.ebtednoee cancelled or reduced in a proceeding ual.or 

that Act, The sound principle thus expr essed. however, 1a too limited in applica-.­

tion, s1rJCe it does not apply to the purcl:ase of imebtedness generally, or to re­

ducti on of indebtedness effected without tho aid of a J'edor sl. bankruptcy court. 

A general principle that the purchase o£ bonds at a discount does not r esult in 
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taxable 1nao• lhoul4 be vrUtm 1Dto the anezme loot. 

(6) Ke'rie1on of 8ect1on sao. -- !'hie OOJIPleX aa1 tochn1oal prov111on, 

relat1~ to the conoct.ton of 81'1'0re barred by the autute of 11lllltat1one, re­

quires rovieion 1n eovaru illportant }Brticulare. lor preeent p~a>poeea, however, 

it 1a autf1c1mt t o call attmt1on to one obvloua deticienc;y, 'rbe eect.ion author­

hoe e.n a4Juatment ~ai1111t thG ta.xpol'er, if a determinat.ton eetabl1ehee the proper 
• 

year for a deduct.ton or credit arroneou.a~ allowed b;y the Co111111i111ioner in a 

barred year. It does not , however, permit an adJustment in favor of the taxpayer 

if a deduc tion or credit has bem e~neou.al,y dieallowed by the Oommleeioner 1n 

a barred year, ard a determim tion ie later ob to.ined eetabliehi~ t.ha t fact. Cor­

r ection of the section in this respect will not afford relief to the taxpayer who 

has failed to claim a bad debt deductt on in the proper ;year, and seeks to correct 

the error after the statute of limitations bae run; the deduct.ton IIIUit have been 

claimed aZid improperly denied to get relief. But the am81Xlment does cov er an 

important type of caae which the Subcommittee recommended should be cover ed, am 

which is neceeaary to dispense "even-handed ju.atice11 between the t~r and 

the Ccmmiaaioner. 

( 7) JOrelgn Tax Credit. Section 131, allovi~ a credit for taxes 

paid to foreign countrie~o vas designed t o encourage jUJl. protttct .&merican c1th e1111 

ent;~ed in foreign trade or having investJDenta abroad. J. recent limitation on 

t he credit, however, had deprived 1t of much of ita effectiveness. This restric-

tion arlaes from the c~e in the definition of "net income11 made by the 1936 

and 1938 Acts, For United States ta.x purposes, the term "net income" now in­

cludes partly-tax--exempt interest and intercorporate di vidends, credits against 

net income being employed to remove th11se items, 111holly or }Brtially, fro m tax. 

For ~poses of the foreign tax credit, however, the pbraae "entire net income" , 

used in computing the limit on the credit, includes both partl;y-t~exempt i nterest 

• 
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aDd intercorporate divideDda, wlth tbe retJUl.t of d1atort1nc the appl1oatl.on of 

the formula am unJuetq reduci~~g the amount of tbe oredit. We hope an ameDd­

ment to correct this error will be :srompt~ adopted. 

(8) Penaion Trl.wta. - '1'he pendon truat ueDlmeDt adopted i n eect1on 

1: 5 of the 1938 Act, tocether with t be etri~ent 118W r88Ulatione adopted, threat­

ens the oreation aD1 continued e:riatence of IIIIUIY penaion, boiiWI am protit- ahar-

ing tl-uata for employees. The uendment deniee taz-exemption to t hese truata, 

if there 1a any poaaib1lity, hoveTer alicht, tbat :f'ua:la may r eTert to the anploy­

er prior to the aatiafaction of all liabilities - both fixed aD1 contingent -

to employees umer the truat. The onq exception 1a tbs poaeibility of r ecovery 

of amounts thro'U&h erroueoua actuarial oompu.tation. Since thie requir ement can 

be ~et only by a virtually i rrevocabl e tl'Wit, which 1a usually umesirable, 1:f' 

not il!lpos sibl e, from a buaineas staalpoint, the effect will be to curtail serious-

~ the number of these trusta, to the detriment of employees. 

The 1938 amendment unquestionably went too fa.r. Tbe original law workl-

ad well , o.nd no convincing r eo.eon was advanced for cbangi~~g i t . The amexximent 

vas baaed on the asSUl:lption that tax avoidance cicht occur through the use of 

revocable trusts. llo aotual cases were presented in support of this assertion. 

I t !.a our recommendation that Oongrees, at this aenion, should re~rn to the 

o:: \ .:;ilJ.•1 law. If that is i mponib1e, at least an ameDiloont should be adopted to 

correct the present situation, preferably by limiting the requirement of irre-. 
vooubility to tbat por tion of the t rust fund whi ch is neceaeary to satisfy 

liab111tiea which bsve become :f'1xed BDi cer tain, as contrasted with li.abil1ties 

which are mer ely contingent. 

(9) Deficiency Divi dends. - A cr edit was IK"Ovided in the Revanue Act 

of 1938, permitting personal hol ding companies subject to tbe penalty lllll'taxes of 

Title I A to declare dividends to offset deficienci es detem1ned by the Collllllissi cn­

er or the courts. All 'bleineea corporations , w1 th respect to 1936 am 1937 
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inco•a. are liable to the bea"7 penalty l\11"t&ut of thl 1~6 Act tor failure to 

dittribute lDcoae, it det1cienciea are hereafter dlaooverecl. In tbe abaence of 

a aillilar oreclU, a corporation which in sood faith d1ttr1butecl all thl tnco• 

thow on ita return tor 1936 and 1937 rtA'1 11Uddenl7 be confronted vUh an W18»­

peoted iDDreaae 1n ita taable 1noome tor theae 71&1'1 aD1 becoM aubJeot to a 

heavy W141ttributed profih tax. We reco•eDd proTltlon tor I'ClOh a credit in 

the pendiq revltlon of the' Act. 

(10) Capital (Ja1na ot Pereonal !oldilll OoD!Jl!Zliee, - .t. 'VU7 large 

amo\Ult ot capital auete which han .appreciated in value realn 11 t r ocen" in 

personal holding companies. UDder the 1938 .Act, complete 11qu1datlone could be 

effe~ted at capital gain rates (aec. 115(c)) aDd, uDder certain otrcumatnnoee 

(sec, ll2(b)(7)), without &JV immediate tax, upon the stocll:holdera. However, 

me.~ ot theae companies could not, am can not nov, be completely liquidated. 

A partial liquidation 1s prchiblted, for 1t involves tull taxation of the cap­

ital gains. Sale of the aaaets 1a out of the cpeatlon, alnoe tba gain would be 

taxable f1rat as corporate income aDd then either aa an ordi~~ary divideDd at full 

normal tu and surtax to the atockhclders or as undlatributed income ot the hold-

ing comp~ at the 65-7~ rate. 

Tba pereonal holding colllp!luy aurtax vas inteDded as a rough equalise.- " 

tion of the tuea ~ic_h would lave been pa)lable by the atcckholders 1f the in-

come bad been realised b7 them directly. In the caee of capital gains, however, 

the eectlon goes tar beyond thia objective, alme the stockholders would be ezr. 
I 

titled to ~he flat 1~ rate if they diaposed of the aaaets directly inetead of 

through the corporation~ 

One solution would be the exclusion of ce.pi tal gains from the defini­

tion of 11\Uldlatributed net income'' of pereonal holding companiee. Another 

possibility ia the extenaion of section 112(b)(7), ~1ch would permit the die-

tr1but1on of the appreciated assets with the tu postponed Ulltil eubeequent aale 
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by tbl Hookbol4era. Otur IIUCCBitiozaa deeerrt~:~~ OOJIIideraUon are to pel'1111t 

the p.rUal l1qu1daUon of ~ OOi!pUiee at capital pin ratee, ar with a OU"1?" 

over bade &Dd the taz poetponed until the cain h actuall7 realbed b7 the etock­

bol4er, or to allow the corporation to eell ih capital auete, pa)'l~~t; the cor­

porate rate thereon and thereafter to die tr1 bu.h the cain tax-free to ita etock-­

hol4ere. 

(ll) Surtaxee upon Income from Pereonal Serrleea lxtelldiqs over a 

Pt~rioC. of Teare. - .&. veey eevere hazodahlp uahr the exiatlJic law, vhich can be 

adequat~l,y &Dd eimpl)' remedied at the preeent tlllle, e:dats with respect to the 

taxation of income for pareonal services rt~~~.dered over a period of years and paid 

for after completion. For example, i~entors, authors, engineers, seientista, 

la1ey'ere, and others frequont:cy work for years. &Zid receive their compensation 

upon the successf'ul completion of their serrloes -- usually all in one year. 

Consequently, their entire income, being accumulated and received in one yenr. 

is subject to the higlleeb surtaxes. If this income imd l)een received as their 

aerv1oes were rendered, it woul4 tave been subjected to the lower rates of tax; 

and the aggTegate taxes paid would tave been aubstantiall,y l eea than the amount 

payable under t he present law. It would seem that the peraon who invests his 

time and services over a period of ;years should be in the same position a.s one 

who i~eats his funds in ll.SBets ~ich appreo1ate over a period ot years. We 

r eCODIIIIend that income from peraonal aerrlcee extendi~ ove:r a period of more 

than two years should be taxed at the capital gain rates. A reasonably eimple 

d.erloe to prevent evasion will afford effective prohction. 

Oonolueion 

We approve the progrll!l to revise our existi~ revenue l&wa, aa exten.. 

sive}¥ as time permits, in accor~e w1 th the principles advocated by the Secre-
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\ar7 of. the Tre&IIJI'7• We urp the Oo~reee t o cona14er eerloul17 other n.eo,e-.z,o 

obanplt with a new t o their enactment dur1~ the Dlxt eeellon of Oo~re11. 

We al.WT• etam r~ to a111ht the Oo~re .. &114 the .4dla1111etraUon 1n 

1 h cona1derat1on of revenue leg1 alation. 

• 

• 
• 
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Table (1) 

l td!ra1 Debt u d lr:pend1t ure e, 1931- 1940 

I heal Total 
Tear To tal Rece1pte !xpend1 turee • Groll Def1c1te 

1931 • 3, 189, 638, 632 $ 4,091,597, 712 • 901,959,088 

1932 2, 005,725, 437 5, 153, 644,895 3, 147,919 , 455 

1933 2, 079,696, 742 5,142,953, 627 3, 063,256, 885 

1934 3, 115, 554, 050 7, 105, 050, 085 3,989, 496, 035 

1935 3,900, 467,202 7, 375, 825,166 3, 575, 357,964 

1936 4, 115, 956, 615 8,879 , 798, 258 4, 763, 841, 643 

1937 5, 293, 840, 237 a, 105,158, 548 2, 811, 318, 311 

1938 6, 241 , 661, 227 7, 691, 287, 108 1, 449 , 625, 881 

1939a 5,520,070, 000 9, 592, 329, 000 4, 072,259,000 

1940a 5, 669,320, 000 9 , 095, 663, 200 3, 426, 343, 200 

y 

$41,031,930,142 $72, 233, 307,599 $31,201,377, 462 

Source: .\Dnual Report of the Secretary of the Trea<~ury, 1937. 

a- !lat1mated, President' s Budget Kessage, January 3, 1939. 
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Table ( 2) 

Jederal. State, yd LoCal Debt. 1931•1940 

(Millions of Dollara) 

Grou Groll Debt, Including 
J upe 30 Jeder!l Debt State and I.oca.l ler Capita 

1931 $16,801 f35,861 $288, 94 

1932 19.487 38, 817 310, 60 

1933 22,539 42,056 334,39 

1934 27., 053 45 , 876 362, 29 

1935 28, 701 47,673 373,84 

1936 33, 779 52,757 410, 78 

1937 36,4.25 55, 579 429, 99 

1938 37 , 165 56, 165 !!:at, 432,04 

193911 41, 132 60, 165 ~at, 459, 98 

1940a 44,458 63, 458 ~st. 482. 20 

Source: Annual Repor t of the Secretary of the Tr eaeuey, 1937. 

a - S:atimated. President ' s Buc~&et Meeeage, January 3 , 1939 . 
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Table ( 3) 
. 

l'n Oa;pital li11U11 1D the United Stat81 (OoYin1111eDt 
Ob11cat1one and Rttuad'D'I 'Jp1ud•d) 

(Millions ot Dolla:l'l) 

Total Domeet1c l'orei&n 
!.!!lH: Corporate Corporate Corporate 
1919 2,303.3 2,246.4 56~9 

1920 2,710.0 3,563.4 146,6 

1921 1,823.0 1,700.7 122,3 

1922 2,335,7 2,211,5 124,2 

1923 2,702,5 2, 635,4 67,1 

1924 3,322,3 3,027,1 295,2 

1925 4,100.7 3,604.5 496,2 

1926 4,357,0 3,754.0 603,0 

1927 5, 391. 0 4,656.8 734,2 

1928 6,079. 6 5,346.1 733,5 

1929 8, 639,4 8,022. 0 637,4 

1930 4,944.4 4,484,7 \ 459,7 

1931 1,763.5 1,550.7 212. 8 

1932 325. 4 325.4 -
1933 160. 7 160.6 .1 

1934 178.3 178.3 -
1935 403.6 403.6 --
1936 1,216.9 1,193.9 23.0 

1937 1,158.5 1,158. 5 -
Sourcet Commercial and Financial Chronicle, 
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'l'&ble ( 4) 

ltJBLIO an llUV.l!l CXlDT.RtmiO• .AJrD Wll'l'II.DOI m '1'D 
tJIInp ru:r•. 1920-lPH 

jpqllf4'M hrt of Work JleUef OoptFw?Uop 

(M1111ont of Do1lare) 

Percent of 
Total Public lrivate public to 

!!1£ Oonttruotion Oopttruo t ion Copetruation total 

1920 8, 563 2,044 6, 519 23.9 

1921 8, 062 2, 325 5,7~ 28~8 

1922 9, 346 2,358 6,988 25,2 

1923 10,920 2, 228 8, 692 20,4 

1924 12, 049 2, 555 9,494 21, 2 

1925 13, 063 2, 819 10, 244 21 , 6 

1926 13, 779 2, 862 10,917 20, 8 

1927 13, 944 3, 189 10,755 22, 9 

1928 13, 710 • ;3, 330 10, 380 24,3 

1929 13, 488 3,309 10, 1?'9 24~ 5 

1930 11, 814 3,733 8, 081 31,6 

1931 8, 689 3,424 5,265 39. 4 

1932 6, 445 2, 539 2,906 46,6 

1933 4, 044 1,918 2,126 47~4 

1934 4,860 2, 474 2, 386 60,9 

1935 5, 578 2, 548 3,030 45,7 

1936 7, 731 3,496 4 ,235 45. 2 

19~ 8, 440 3, 329 5,111 39,4 

1938 8, 396 3,711 4,685 44. 2 

Source& Table prepfred for Temporar,v National !bonom1o Committee by 
Nt\tional .Reeourou Oo111111ttee. llaeio data f r om Oopetl\!Otion jot1v1t1 i n the 
United Statet, 1915-1937, Departmant of Qo11111eree, and Survey of Qurront 
llueineee. 
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Table (5) 

Jedllral Beelll""t'e BIU'e&U of Labor 
Board 1ndu of Stnt1tt1o• index JraUonal. 
industrial pro- of t ac tol')' pq- IncQJD8 
c!ucUon. .&zmual rolls. Almual paid out. 

&VIII" age, aver ace. Dept • . of 
~ ot 1923o-1925 ~ of 1923--1925 Oo1111118rcll 

I.w: !VtrMI• aver Me. (Bill• f) 

1925 104 101 69,9 

1926 108 104 72,8 

1927 106 102 73,4 

1928 111 102 75, 8 

1929 119 109 79 , 8 

1930 96 89 73, 6 

1931 81 67 62, 6 

1932 64 46 49 , 8 

1933 76 49 47,9 

1934 79 63 52~4 

1935 90 71 55,1 

1936 105 82 62, 6 

1937 110 98 69 o3 
• 

1938 86 78 64, 0 !!Jet, 

1939 68. 0 !!let. 

Jan, 101 83 -
Fob. 99 85 -
War. 98 87 --,. 
J.pr. 92 P• 85 P• -

p -- preliminary 

' 
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1934 

1935 

1936 

1937 

1938 

1939 

Table (6) 
l 
I 

lt4ere1 ReUe( Oottt ( 1) . 
(11~et 1D mill1ont) 

~ ····· · ···· · ····· ···· ······ · ·· ·· ········ 

• I I I o I I I t I I t t f I I I I e I t I I I I I I I I t I I o I f I t I I f 

t t t 1 1 t t t I 1 1 t t I t t f t 1 I t 1 t I f t I I t t I t t 1 1 t o o t t 

, • • • •••••• •••••• • ••• • • • • • • •• • •••••• t ••• ' 

• 
• t t t t t I t t t t o I t t I t t o o t f t Itt t t t I t t t t t t 1 t t. 
••• •• •••••••••••••••••• ••••••• •• •••••••• 

2,467 

1,953 

2,741 

Sourcez •.Actual & !!:stimated Receipte and B:xpendituroe of the 
Government for the F1ac,:L Yeara 1931~1939 ou the l!e.ais of Present 
Olass1f1cnt1on lhown 1n Daily TreRsury Stet~ent1 , published~ 
Treasury Department, September 15, 1938, Year 1~3~1 oetima~od, , 
Bulletin of Treasury Departmont, Apri, 1939. 

(1) Includoa direct relief, work roliaf (11'.P.A. and O.J,A.), 
and Civilian Conservation Corps. 

I ep.r 

Dec, 1933 

.. 1934 

I 1935 

I 1936 

I 1937 

Number of Persons and Households 
Roce1ving Public .Assistance F1nancad From 

· ladera]., Stahr or Local...l_unda 

Households lersone 

7, 000, 000 24, 800,000 

6,547,000 23,475, 000 

5, 886,000 19, 851, 000 

5,968, 000 18,872,000 

5, 390, 000 15,605,000 

. Source: Prel1miner,y Report, Special Committee to Investigate 
Unemployment and Relief, United States Sonata, pp. 4-5, s. Rep. 
No. 1625, 75th Oong., 3d Seas., Apri l 30, 1938. 
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Table (7) 

Qprpgrat1gp Z!l•• - 1937 

r!!II~IE 51' Tuee(l) l'r1Ao1pal !Jet ~of 
Induatcy Pr 1Dc1pal Oompu1es ( bcluaive of lDOome Taxes 

Oompan1ea aud aalea, exciaea, after to net 
tUbtid1nr1ee etg . ) Tptt Ineog 

Steel ProdUcers 10 316 f149 , 215,305 fl99,743, 515 74.7 
VeRt Pnokora 4 157 21,495, 637 19 , 334,716 111,2 
Chai.n Variety 

Stores 10 30 29 ,804, 997 64,616,968 46.2 
Automob!le Wfrs. 10 129 152, 866,266 261,435, 246 ' 60~8 
Tire and Rubber 

Wfrs• 16 219 43,934,899 27, 178,443 161,7 
Jgricul tural I~ . 

p1emont Wfrs. 10 66 39,410, 325 65,918, 418 5S.8 
Cigarette Kfra . 6 16 24,786,185 83, 357.,751 29~7 

Sugar Refiners 14 53 15,745, 628 19,720,972 79,8 
Vail Order Houses 6 33 2~, 327 , 215 53, 479 , 005 47. 4 
B'n Refinors 19 567 223, 681, 402 522 ,722, 343 42,8 
Office Equipment . 

Kfra. 10 92 14,963,832 34, 728, 285 43t1 
Cement W!ra. 8 21 2 , 888, 433 6, 571, 240 4410 
Dapartment Stores 27 232 30, 758,286 28, 940, 073 106, 3 
Container Wfrs . 10 48 18, 631,304 44, 161, 686 42. 2 
Chain Groceri es 13 52 15,338,924 9 , 439,804 162~5 

Chemical lllld 
Fertilizer Wfrs. 21 217 55,138, 294 193, 517. 916 28. 5 

TOT.ALS 194 2 , 238 $8631 886, 932$11 624,755, 381 53. 2 

Source: Coi!IPiled from published reports sponsored by the Soeurities lllld 
Exchange Commission. 

(1) Above figures on tnxes exclude !\ll excises , sales taxes and other imposts 
which may be regarded as 1 conaumers1 taxes•, with tha possible oxoeption of miDOr 
amounts, if lllly; of such taxes which ~ not have becm excluded frotm the data is­
sued by tho Socuritiea and ilxohM,ge Oolllllliseion. U i s understood, however, that 
certain other taxes which might properly have been incluced 1n the total borne 
by tho registrants were ignored. 

• 
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lznp1ee 8how1Dc the ltfeot of Bilh Surtax 
latee Oil 1D4J.Tlaaal bcOMI tJD4er the Jl.rtiiiiU 

~t of 1938 

+ edtz A 

(Mo\mh of 1110oaee here refene4 t,·:are •eurtax net i~~o­
oOM• after allowaDOe for eZIIIIptiOile, etc. .tllau.nh f1l 
tax are o*1ne4 noral aD4 eurtax ratee.) 

I. (a) .llii&D with .fiO,OOO of net 111001118 ( tuable at frcm ·- to 

31-) will have a tax to PIV of .9,700 (an aver~ rate of 19.4~)• He will have 

left, after tax, a Jl.et 8IIIOUDt of ~.300. 

(b) .lD ad41t1oDAl .1000 of 111001111 will be taxable at 35~, eo 

that t ho tax will take .fiO of that amount, le&Ting him Jl.et, after tax, $IlK>, or 

6~ of such additional 1noome. 

II. (a) .lJDaD with $100,000 of n.ot income ( taxable at from ·- t o ~) 

will have a tax t o pq of $34,000 (an average rate of ~) . He will have l eft, 

after tax, a net 8IIIOUDt of $66,000. 

(b ) .lD ad41ti0Dal $1000 of i nocme will be taxable at 6~, eo 

tlaat the tax will teke $620 of that amount, leaving him net, after tax, $380, or . 

' ~ of such additional iDOome. 

III. (a ) ,l. man with •150,000 of net 1Doome ( tuable at from 4~ t o 

6~) will have a tax t o P"¥ of $65,000 (an averllf:e rate of 43-l/3~). He will 

have left, after tax. a net a~~~ount ' of $85.000. 

(b ) .lD additional $1000 of income v11l be taxable at M- eo 

that t he tax will telte .MO of that amount, leaving him net, after tax, $360 

or 36~ of INCh ad41t1ona1 inoome. 

(o) Oone14er1ng the .l50o000 net i110ome by $50,000 blocke. the 

reeult ie ae follovea 

• 

, 

• • 
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AiPIIIDdl• I. 
Pece a 

!u •• li~!!!l 
!-' lDoOM .,!!!'!&! ! - I• nmt -! All out 

liret $eo,ooo I(a) lg· •• fg,700 eo.6! $6(),300 

SeoODd !50,000 .a.~ 3',300 151.4~ 2!1,700 

$100,000 II(a) 34.~ 34,000 66.~ 66,000 

Third 50, 000 62.~ 31,000 38.~ 1g!ooo 

$150 ,000 III(a) 43-ol/~ 615,000 M-2/3! 86,000 

IV. Ooneiderin& 4! ae the rate of intueet which a reaaonab~ aate 

incluetrial 11118ht ;yield, 6f, ae the rate f or a bond or loan which carried a 

reasonable bue1neae risk, and higher rates of sf,, 1~. l~ and ~ aa the 

possible ;yields which might be IJ!Pect~d aa greater elellente of rhk mlcht be 

involved; then we find the 'net ;yields, after the federal income ttl.% (but without 

conaidering state income or other tues) , if these represented additional inco.lll8 

. t o J. who alread;r had $50,000 of net incClllle, to ll who alre~ had $100,000 of net 

income, and to 0 who alread;r had $150,000 of net inoame would be as followea 
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lDCOM I 
late I 

• to 1 il\el' 
I ~\a 

~ a.~ 

sf, 3.~ 

~ 5.~ 

lo.' 6.~ 

l~ 9.7&.' 

~ l3.oo;C 

_ .. 

•t T1el4 
to I iflel' 

a;f\u 

1.~ 

a •• 

3.~ 

3.~ 

tl.~ 

?.~ 

to 0 iflel' 
~\a 

1.~ 

2.1~ 

2.~ 

3.~ 

6.~ 

7.2~ 

Poealbl)t A llllght feel that the net 7lelds wbioh he oould hope for 

would be auf!lolent to justify auoh investments if conditione were reaeonablT 

satiafactoey. B and 0 o<Nld hard4' be upected to make investments which il)ot 

volved BU.Oh buaineu rillce aa would normall)t ca.ll for 6~, 8~ or 1~ returne 

to mak:e them attractive inveetmente when B and 0 would onl)t have ~. 3l' or 4~ 

n.t left to themeelvea from 8'llCh investment&. 

V·. (a) If A, a man who alread¥ baa .50,000 of net income, is contem­

plating investment of .100, 000 in a buaineaa which he hopee will 7ield 1~ a 

:year, he finds thAt t he .1<>.000 he hopee t o receive will be subject to 

$3,660 tax eo the net :yield to h1l:l from hie .100, 000 i nveatoent will be .6,340, 

or slightl)t core thAn 5l'. He ~ feel that this 1a sufficient to justify the 

inveatcent. 

(b) If :s, a man who alread¥ baa .100 , 000 of net incou, 1a contem­

plating inveatment of $100,000 in a business wbioh he aleo hopee will 7ield 

l~ a 7ear, he finds that the .10,000 he hopea to receive will be aubjeot to 

$6,200 tax, so the net yield to him will be onl)t .3,800 or leas than ~. He 
!' 
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the 1nveetaent. 

n. !he h1ch nnuee woa ou.t to place exo .. llve peulUee on 

var1aUone 1n iDOcae from JNZ to flU• 

(a) A au with f60,ooo a reaz ut i11001:1a pare .9,700. Jor 2 

;reaze on •100,000 of 1ucome tlma reoe1ve4 hie tu would be tl9,400, leanac 

to hie a net amCNAt, for the 2 ;reaze, of teo.soo. 
(b) A can with $20,000 net 1Dcoae 1n one ;rear, on which be h.aa to 

PI!¥ .2,060 t&x; and .80,000 net tncoae 1n the next ;year, on wh1oh hie tu 

would be $22,8001 would also have $100,090 net 1nooae tor the two Jeara, but 

hh taxee thereon would be $24,680, leaving h1a a net m ount, for the two ;years, 

ot $75,340. Beoauee of the 1rregular1t;y of hie 1nco~:~e, he hae t o Jl8IY 2~ core 

tax than 1f hie 1ucoae had been received in equal aaounta 1n each of the two 

;reare. 

(c) If a can had .50,000 loee in one ;rear and $150,000 of 1DCCII:II 

1n the next, he aleo would have a net 111001111 of .100, 000 t or the two ;yeara, 

\but h1a tax would be $65,000, leaving him net onl.T $36,000. Rla tax will be 

over 3 t1aee the acCNAt of tu p8¥&ble on .100,000 realised 1n equal amounta 

each ;rear. 
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The lffect of Jet Lone. 11poa ~11••• lDYeet.lld 

~ man conllderiDC a uw iDYeetau.t will be faced w1 th ma~ pouible 

conolit1ons which •1 develop. Be 11111t condder poeeib1liU11 of eucce11 &114 

posr1bil1tiee of failure; po11ib1liUee of lonee in ecu 7e&r1 &114 ga1ne in 

other.s. Be muet balance the probab111t7 of a final roeult with gains to out­

weigh loeees. 

The man who would Jlllllte a 81ibetaut1al buaine a a investment ie probably 

a man who already bas a mbatautial 81110unt of other 1nC01118o In measuring the 

advantages to him of ma)dng the investment, he will take into account tbe net 

r e811lt of the new venture to h1!!1, applyiDC to it tho rates which would be applied 

to it on top of his other income. Manifestly, unl ess th1a will yield to him a 

return in addition to hie other income which is suffloi ent to cover the risk, he 

would be better off to be contented W1 th hit preeent incoiiCI and not ma.k8 the new 

inves tment, or poeei bly to matB the inveatment in eome conservative low-yield 

aeeuri ty, 

In trying to determine the net re811lt of tbe bueinees the inveator 

should take into account the poeeib111ty, or even probability, of having one, two 

or three yeare1 losses before the now buaineaa could get on ita feet BD1 really 

a tart ita earning e. Even after 1t has reached a point where it can ehow earn­

iDle in good years, he IIIU8t etill consider t be poes1bil1ty of !\Ollie yeare of loss 

falling in ~ extended period of years, Of course, 1f be can feel well assured 

of tbll absence of eerioua rhk in tbe inveetment am thG reaeo~~,able expectation 

of eteadyinco1111 from it, he can make hit iDYeetunt with little regard to pos­

sibility of loas. Only rarelf, however, will th1e condition exiet with r egard 

to ~ new enterpriae • 

.l mo.n my coneider the r e811lt a of thG investment 1f he •111acee 1n it 
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illdhidual~ (or \hl'ouch a rarU.rcip) 10 there will be DO oarpanU.on '-s to 

JlaT wt o~ tbl 1Jl41T1dual 1Doo• \ax. In 1ba t O&H be oc ficUJ'e tbl a44Uloa­

al tax he "'uld baYe to pq on lAno• fl'o11 tu chrpriee reoeincl ill a44Uion to 

hh other lll0011e, &114 aq count Oil beiJIC able to appq louee on t.lalt .Uupri .. 

in )'ears ot loll ac&lllat hit other UOOIII, with reduDtlon of \M MOUAt ot -.x 

he would otblrwiu have to pq. 

It, however, be makea an investlll8nt thro'Qih a corporation, then tbe Det 

amount r rmallllDs to him will be vbat 1e lett Attar pqiDC the corporate tax in 

aey years in ~ich the corporation has a gain (with no corporate tax to pay in 

years of corporate loss) aDd After payinc hie ill41vidual income ta.x on any Det 

prof its the corporation distributee to him, 

We have set up certain rather qpical tli81Dplea ot how thla situation 

would work out a a to tax all4 net gain from inYeetmente, J'ir at, aa to a lDAil vi th 

$100, 000 of other lllcome, so that aey taxes he would have to 'P&7 on adell tlonal 

income would be at a rate of at least 6~: aul aecolld, tor a ~ who had auch 
' . 

income that tbe average rate of tax he would lave to pq on additional income 

would be 31~. (This latter computation cannot be r elated to apecitio UIOUAta of 

" income a s tbe 31~ falls at a point Vbere the gradatlona between rate a are quite 

rapid. Bovever, we are Justified 1n mald.ng the computation on an auumption that 

a man might bo.ppen to have this e:mct rate to pay on additional income, or that 

he r: J.&b.t be one of a number of men vbo ware partlcipatlzw; i n the lnTeatment so 

th.. ... t ho would have an averace rate of 31~ to P'Y• ) 

J'or convenience of computation, ve have auumed earn inca ot $100,000 a 

year in years of profit, vlth posaiblllty that there micht be a ;year or years 1n 

WJ.ch t hare would be loeaes of $100,000. (Computations could, of course, be made 

aa to fluotuatinc amounts of inCOme 1n varioua yeara aD1 fluctU!ltinc amounh of 

poselbl e l oss, but the computations are at beat 10 complicated that tbe elmple 

• 
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App!ll41z B - Pace 3. 

oaae aoe~:~a auft1o1ent to 111'\latrate tho tendenole 1 1DYo1Yo4.) 

J'or almpllolt7 aleo ve are atmalDC \bat tbl 1DY11'«1r !aa a 1tNI47 1Jrr. 

come from other IIOUI'Oel *lob doe• 110t tluotlate fl"o11 ;rear to 711U'• Perbapt tbl 

real tc4co7 would be fr# hh other 1Doo111 to be h!ch•r 1n the 71&1'1 ~ the 

new ctel'pl'he had lDOOM for dlatrl'lllltlon, aDi be lover ln fi&Z'I tllben the new 

enterprlle vaa 1111talnl~ loll, vlth the ef!eot, a1 hereinbefore DOted, tbatthle 

voul4 eerve Rill further to liiOr••e the &Yerace ratea of tax tllbloh be would 

have to p&fo 

On theee aa8WIIpt1ona ve h&ve Jilt up varioUI ell8lllplea which in each 

oaae ahow the results for a flve-11&1' period: 

(4) If tbe enterprise had 1t~ earnings of 
$100,000 a fe&r, w1 th no fe&rS of losses: 

(B) If the enterprlae bad earnltlga of $100,000 
a year for four 18/ll'S of the five-year 
period 8Zld had one YfJnr of loaa of $100,000: 

(C) If the enterprise bad three ;years at earnings 
of $100,000 a fl&l'o am tvo flal'S of loaa 
of $100,000 a 1ear; 

(D) If the enterprise had ho ;years of profits of 
$100,000 a year and three years of lose of 
$100, 000 a year each. 

Some of theae 1187 seem rather extreme f!&uree, but the1 are by no 

meana beyond the poseibUitlee with which an inveetor •:v be faced with r egard 

to a new bua1neee. 

The computations show how this would work out -

I(a) -lor an individual conducting the bueine11 
directly. 

I (b) - J'or an individual lllho lad the ltu.a1nen 
conducted by a corporation uDder exbting 
provleiona Where taxable inoome of each 
78&1' •• OOJDpUted w1 thout deduction for 
loaaes of another year. 

I (c) - J'or an 1D41v1dual vho conducted the bua1neu 
through a corporation 1f' the net i110ome 
of one 78&1' was collltlUted after allowance 
for deduction of loeees of other 71ar1o 

' 
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.lpll"'b: B - Pace 4 • 

.. 

.la a tiDal oomp1tat1on we han f!cured what would be the anrace net 

return UD1er the ftl'iOUI aoraditlone 'llhlah would r-.t.n to the 1nnator atter JltA'1'-

lag tbe 1nco• taxes 1n"f''1Ted -

( l) On \he a .. waption tbat a $1,000,000 1uveatment 
vaa requlred to ;rleld the eaU•ted earniJ!ga 
( 10 that in ;year a r4 profit the buelneaa would 
be earn lag 1~ on ita iunated capital); aDd 

(2) On the aallllllptlon tba t a $1500,000 iDrestment vaa 
vaa required to ;ylel4 the eatiiiBted earning• 
(ao that in yee.ra of profit the business would be earning rof. en its iuveated capital). 

Jirst, the ae are presented on the aetiUIDption that the individual bas 

other i ncome of $100,000, eo that on Bll7 income from th1a enterprise be would be 

taxed a t 6~. 

Aa to computation I (a) if tbe busineaa were conducted i ndividuall;y, 

it is assumed tbo.t the losssa i n aey years of l oae would I:Bve the result of off­

setting $34,000 of tax which the i ndivi dual would otherviae bave to ~ on hie 

$100,000 of other income. 

On CO!llpltatione I (b) and I (o ) it 1e &IIWiad tmt even. though tbe .cor-

pora tion might have to JiAY til% on the fUll 8lllount of income which 1 t earned in 

yeara of profit, it W?uld not be penalised for failure to d1atr1bute earniage 

to the extent that 1 t vas necoai&J'7 to a~ 1110h .mince to otfeet tbl lcaaea 

of other years . 

.. 
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I(a) 

.A.ppdb B - Pace 5. 

B c D 
5 l!!Z'' lo louea 

bluaa ooDducted b7 1Adhi4u&l. 
1 71&1' 
lou 
$100,000 

3 J'ISZ'I 
loaaea 
$300, 000 haviDC other income of 

$100, 000. 

Bue1Deea eamiDCa $100, 000 per 
year except tor loaaee aa 
indicated. 

Net ea.rniDC••, •••••• •••• • • •• •• 

Not tax .. .. , ... . .... ... .. . ... . 

Net wn ..... .... .. I •••• 
.A. vera&& net cain per year ••••• 

Percenta&e of eo.rnln&e 
remaining to represent 
net gain to inv e a tor .... , • , . 

.A.verage annual net return 
on capital: 

(1) On $1, 000, 000 investment, 

(2) On$ 500, 000 investment, 

$500, 000 $300,000 $100,000 -$100,000 

310,000 214,000 118, 000 22, 000 

$190,000 • 86,000 -· 18, 000 -$122,000 

$ 38,000 • 17,200 -$ 3,600 -$ 24,400 

38~ 28.6~ 

1.7~ 

3.~ 

-18\C 

There is here. of cour ee, no iDdu:: ement t or investment it two ;yoal's' l oa e-

ea or three ;yeare' 1oaeea are a probability, aa in Columna C am D. Ivan an 

aatiUIIIptl on of one ;year' a loaa 1A five would certalnl;y leave no illlucement f or 

investment of $1, 000, 000 in such an enterprise, There 1a practically no induce­

ment for the results in Column B to be obtained on a $500, 000 inveatment, 

If t he busineae could reasonably be expected to make ~ a year on a 

$500, 000 investment, with no years of louea, as in Column .A., the poasib1e 7, &fo 

return on the investment m~ht be sufficient to offset the probability of loaa, 

There would bardl;y bo sufficient inducement if it -s neoenary to make a 

$1, 000,000 inveatment to obtain these results. 
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If, ~aow ... r, .aeb a '1:111ine11 h to be collducted b)' a OCII'pol'&Uon, 1.III4C' 

~ ex11t1111 law *lab 4ate• richt to appq lo11e1 of 01111 JMr •• dedWJUou fro• 

profih of other 7Mr .. all4 all eamlJll• in ezoeu of U.S.• azd lo•••• are to be 

proaptl;y d11tr1buted to a •toaldlol4er (or to •tockhol4erl) taxable thereon at 

6~, mch computation• briefly IIUIIIIDaZ'ized ebov a• follon: 

I (b) 
.1 

6 zeara lto loaaea 

Corporation earnings $100,000 per 
year exoopt f or l ouee ae 
ind.loated, 

Net earnings d1etributed to 
bolder taxable 8 6~. 

stock-

Net eamlJIIa .•.. , ••.. .. . . .. ... . $500,000 

Total tax (corporation aDi 1nd1• 
vidual) 341,350 

Bet gain ........ ..... ...... $158,650 

.lvera&e net pin per year. , • , •. $ 31, 7'l/J 

Percenta&e of earnings remaining to 
represent net gain to investor .. 31. 7~ 

.lverace annual net return 
on capitnl.: 

(1) On $1,000,000 investment •• , 3.173~ 

( 2) On $ 500,000 investment. .. 6. 3~ 

B 
1 78&1' 
lOBI 
$100,000 

$300, 000 

211,080 

$ 88,920 

$ 17, 784 

1. 77~ 

3.55'1 

• 

0 D 

2 :v-r• 3 78&1'1 
lollel lollel 
$200,000 $300,000 

$100, 000 -$100,000 

80,810 33,000 

119,190 -$133,000 

$ 3,838 -· 26,600 

19.190)( 

.3838~ 

. 7676~ 

-. 

Th1a g1vea aome variation fl'om the relllllta UD:ler J:xample III (a) where 

the bu lneaa 1a oonduc~ b;v the individual, In Column 0 !2 ;veara louea), the 

tax would take aubatant1ally all the net earnings UD:ler I(b) but would not 

actual~ exceed tbe net eaminga aa 1t would under I(a). 

Probab~ the only baaia which would make 1111ch an iuveatment reaaonable 

under theae conditione would be the auumptioli that the corporation could each 

year earn ~ on i te 1nveated capital, w1 th no years of lou, 
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.!pz!D4lz I - Pill! 7 

If. ln o~Uac taD It lOIMI' of ou ;rear oCN14 'be uaaaM4 fi'OII 

' protlh ot otur 7NI'It a 1...,ba\ bethl' nwU woal4 'be lhon, but at 1 ... \ 

the eliMilt of 1011 a. to taae w01114 'be alnlld.aed. NKlac thh ocaputaUon 

UDder the oon41Uou of • aple I (b), the nnlh wCN14 'be u follow11 

I (o) 15 rear• 

Corporr t t on earDince .100,000 per 
year e~ept tor loeeee ae 
1ndionte4. 

Lo11ee dedu.otod i n oomputln& taz 
on profita 

Bet earnlJl8e dietrl'buted to etook­
holder tazable e 6~ 

Bo 1011 .. 

Bet earninc•~ •... .... .. ..... .. ... ....... t5oo.ooo 

Total t az (corporation nnd 1n41vldual) 341,350 

JJet gain,~ ••••••• ••• •• •••.•• 158,650 

J.ver~ net gain per ;rear , • •• ...• ' ••.. •• $ 31,730 
' . 

Peroent~ of earnings remaining t o 
represent net goin to investor ••••• 

J.verage anmal net return 
on oapltall 

(l) On .1.000,000 inveetDent ••. •• 

(2) " $500,000 investment ••••• 

B 

17HZ 
lOll 
.100,000 

t3oo,ooo 
204,810 

• 95,190 

• 19,038 

31.73~ 

.. c D 

a rear• 3 7eara 
l one• loeeee 
•aoo. ooo •aoo. ooo 

.100,000 -$100,0CD 

68,270 -
• . 31~730 -$100 ,000 

$ 6,M6 -$ ao ,ooo 

31 .73~ 

.63~ 

1.26~ 

-

-
-

The reiiUlte ln the first Column J. (no l oeeee) remain the eamo ae in 

hample I (b) but the poeeible return unde;r Columna B and c, while not nn induce­

ment in itself, ie subatantiBlll better than in I (b), If the Column D eituation 

should exiat, the inve1tor doe1 not have to 1tand taxea to the Government in 

addition to a net 1011 of the bueinoee, ... 
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jppea41z I - P• 8 

Tbe forecoinc :bulploe I (a), I (b) end I (o) an all on the bal11 

of r .. ulh to a atoakholder (or atoolrbol4are) tuable a\ •• 

We ~ aa111111e liD indlndual. (or 1n41T1duale) tazable • 31~, vlthwt 

attemptln' to 1117 e:motl7 where 1n the tax acal.e that anrece rellllt would 

oome. .Ueo we mq a.eiiUIIIe that 1.f the bualnen were in41n4ual17 oollduated azv 

l osese would rellll.t in a tax aav!Dg to the 1n41v14ual of l~ of the lo11. On 

t hAt bnsl a, with oondltlone othervlse t~ aame ae in Sxamplee I (a), I (b) fZl4 

I (c), we~ make the re~eotlve computations of II (a), II (b) and II (o). 

II (a) 5 years 

.A.s in :lxample 1 (a) except that 
individual is taxable e 31~ 
and l ossee give taz aavlng of 
1~. 

A 

!let earninge, • . ................. . . • .. $500,000 

Bet tax ••••. ..... . . ... ...... . ........ . 1.55,000 

Bet ga.in • •. ... .... .. . ... ... . . $345,000 

.A.verage net gain per ;rear ••• ........ . $ 69,000 

Per centage of earnings remaining to 
represent net gai n t o i nvestor ••• 

Average anzN&l net return 
on ce~pi tall 

(1) On $100,000 investment • ... .. . 

(2) • 500 ,000 investment •• •...• 

6.~ 

13 .. ~ 

B 0 

1 ;rear 2 years 
lose loeeee 
boo, ooo $200, ooo 

D 

3 ;rears 
l oesee 
$300,000 

$300,000 $100 ,000 -$100,000 

109,000 63,000 17,000 

$191,000 • 37,000 -$117,000 

• 38,300 • 7,400 ... 23, 400 

3.8~ 

7.64~ 

.74~ 

1.48! 

-

-
-
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II (b) I 6 78&1'1 

.&.a in 'lzamp'Lo I (b) eXICept tbat 
stockholder ie taxable • 31~. 

5et earning•··· ········· 0 . ....... . 

Total tax • • ............. . .. •... .. . 

Bet gai.n • •• ..... . . ... .... . 

Average net gain per year, ••... .. • 

.A. 

•o loa1811 

$5()(), 000 

$311,926 

@8.075 

• 57,615 

Percentage of earnings remainin& to 
57. 61~ represent net gain to investor • • 

Average annual net return 
on capi tala 

(1) On $1,000,000 investment ••• 

(2) • $ ~.000 investment ••• 

II (c) 

.&.a in Example 1 (c) except that 
stockholder ie taxable e 31~. 

5.76~ 

11.5~ 

5et earnin&lo •••... . ........ ... . : ..• $500,00Q 

Total taz . •.. ... . . ....... •.. . . . . ! • • • 211 • 925 

Net gain , .. .......... . ..... . $288,075 

Percentage of earnings remaining to 
represent net gain to investor • • .... 

Average annual net return on 
capi tal a 

57. 61~ 

B 

178&1' 
lOll 
.100,000 

$300 ,000 

138,540 

$161,460 

$ 32,292 

~3.8~ 

I 

$300,000 

127,155 

$172,845 

Sp!ndb: :a - pap g 

0 D 

a 78&1'• 3 fe&Z'I 
1011111 1011811 
~.ooo ~.ooo 

$100,000 -$100,000 

66, 1~5 33,000 

• 34,845 - $133,000 

• 6,969 -$ 26,600 

34.84~ -

-
-

$100,000 -$100,000 

-
• 57,615 -$100,000 

57. 61~ 67. 61~ -

(1) On $1 ,000,000 investment • •. • .•... 

(2) On$ 500,000 investment ••. ··· · ··• 

5.76~ 

11.523~ 

3 .457~ 

6.914~ 

1.15~ 

2. 311~ 

-
-

' 
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!peendix B - Page 10 . 
Onl1 a brief review of these is naoessar,y t o ahow how much more of 

an inducecent for inveatment is offered t o the man taxable at 31~ than is off ered 

to the man taxable at 6~. 

Adcittedly, the oocputations here aade deal with certnin special 

situations which are Adopted as assuaptiona for these computations . The results, 

however, are generally representative of the tendenciea which exi st in t he present 

lnv, c.s will appear from even oore extended comp~tat1ona of thla kind which can 

be Dade. 

While it is not perhaps the ordinary contemplation thnt c. single in­

vestor will cake the complete investcent of $500 ,000 or $1,000 ,000 for financing 

an enterprise of this kind, computations DO.de in this wey will show the saoe 

tendencies ns would face an investor if he were contemplating putting in only 

a pnrt of the total acount, with the balance t o be suppli ed ~ other s . 
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... lo .... ltae for \lie •• ,...u. I I tu 

ai'Pltoa•lo to ~rau .. with Mt IM- of Gftl' ...... a 
fta\ .... ., - • 

I 

loM'fo earpoNUOU .S\11 M\ lae-o of ..... ta,IIO • 
... jeo\ to tho rate• .,..oy1414 tor la eda\tq law. 

a. 1. Wow oorporeUou e tbl'ea ,.ar Hhi-•1' of 
M\ J.oeoea, oxolu41q .. ,ual loaHa. 

•o. :1. ...-1 no 12,000. ltaltetloa oa t.M 4e4uoUoa 
., oorpordlou of oepl\111 aet loeaaa troa otbor taoo.., tu6tar •• 
.-ll loona raalllt troa aaaeb lael.4 O'far 18 _, .... 

a. 4. Allow a oorporaUoa \o boree.ao lh 4oolare4 ftloa 
t• aapUal doelt tax pllJ'pooaa tor tile tlaoal ,..... oa41ac ,._ ao, ltS , 
... lllae 30, INA, nt 4o aot peait tMa to More ... ••Ia ftloa tor ._ll ,. ..... 
plea. 

/ 

O.lu frca (1) .... oeo,aoo. 

' 
J.oaNa frca (I) aa4 (S) •.ooe.~ 
J.oaoaa frca ,., a .... -. . 

... .-Ia 1,1110,100 • 

•• 

.. 

• 
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JJo. 1. aub.Utute ~ar the oozpcazatioD 111 1 ta aw'1olble to owpcaz .. 
+Jone wlt.h Mt '" a • of .,... 125,000. a nat rate of Ull'· 

LNft ocapcatats.oN with M\ '" a •• of •• 'v 125,000 • .-jeft to tM rate. 
Jll'ft1ded ~ar ill alat4Jic ~. 

JJo. 2. mow OCAparatlcGII a three 7MZ' OC'J"1-otw of Mt loa ... , aolwt1ma 
oapl.tal 1011 .... 

Jo. 3• Jep11l b 12,000. lilld.tatioD • t.be ~ 'b7 owpcatat.1.-. of 
.. tal M\ w•• floca au... iDOl ., 1n .. far .. nab :a.o. ... ruult floca USN bel4 
CJNl" 18 .atha. 

lloe 4. mow a oo:rparat.i.on to 1DcriiM it. ct.olarecl "fflu far oapital .took 
tax purpo••• f~tJ>e fiscal yura end1D£ JuDe 30, 1939, and Jane 30, 1940, 'bll't do DOt 
J*l'ld.t tb.- to~11se su.oh val.ue for III10h ;,.ll'ae 

htimates of retWMW far tbe oalendar "18111' 1939 UD4ar n.oh a pl•n• 

(Je1ne boa (1) 

r.o .... troa (2) and (3) 

r.o.... 11'all (4) 

Bet pin 

159,000,000. 

53,000,000. 

].SQO.()QQ. 

2,500,000. 

2. !be MCIODd .age.tioo will a1l.olr OC&'JM4'&t.1.01111 to Nn7 CJNl" opcatUr 
net loSMI to be applJ.ed apiut the1:r M Srw• for the WIIIIIIM'C J'UII'• Aid if ill 
uoe•• ot t.be M\ inoone ot t.be noouMns "18111' to be applied .,a.nn the Mt 1u1 1 
tar t.be •eocmd ;,.ar. JD4 it in .xoe•• ot the net inoow for the seocmd JMl' to be 
applied -caiDet the net inoome far the third J'881'• 

3• Dli• naution perll1t. oozpata+Jon• 'llbioh han a.pi.W Mt lo•M• 
froa U18U bel4 ONr 18 mzrt.ba to~ III10h WH8 ~ tU1r otbar 1nOEI far 
the u. ,.ar. ID W.. respeot these ool\b'at.ioDa w1U be treated Ub iDM.'fidnal • 
wbo ll'8 J*l'ld.tted. to otts.t tbe1r oapital net loa188 to a oerta1D ut.ut ~ tM1r 
otbR Sm • 
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1be ta,ooo. lild.tat.iCIIl'ld.ll .t.1.1l. ~ u to uplt.l. uet J.o. ... 1'l'aa the 
Nl.e ar ezob•• ot Ollpit.l. uaet. held 18 ..the ar la••· 2bia •n poetd OOI'PCII"A­
tiou 1'l'aa vsfnc th··· 81*"''•t1'ft lo•••• to reduoe thm Cla'd1.Du7 1MCJ •• 1Jnlerr tblr 
rattplll'd rboald be pv.t 1D, the lild.tat.i.an 011 lbart-ten Ollpit.l. lo ... r eppUecl to 
1Dd1Wcfnala ~be nade4 bT the rClllWaticD ot pcroDil boJMnc oo-.•''• Cl4 tm 
eJ1w1Mtioo or ~t 1"'. r bT rpeon'di.,. lor .... 

4e U w all.ond a 601Pii&t.1CIIl to deo'.,.. a n.J.ue rar oap1ta1. .took ta 
puipo ... each ,.ar, it ~debt be 1hat J.o.a in retwaw ...,,d reeal.t, upeo1•"7 111:th +h:re 
owporaticme ~ fiaoal. JUra ...t!ng f1:lart.'b" att.r the oloM or the oap1tal at.clk 
ta: 78&1', which eDIU .f'clm 3C or each year. n.ntare, to noid ~~~:q J.o.r o! rev ..... 
1'ral this roaroe, it u auaen.ct that tar the fieoal ,..are enct1nc JUDe 30, 1939, aDd 
.l'lme 30, 1940, tm oorparat.iona be peraittecl to inareaae their capital stoo1c n.l.ue 
but uot to deoreaae ru.ch n.J.ue. 2b1a w:lll cml7 renlt in a eli&trt lora or ret6IIWI 
1'ral the coeu pro11te ta, aDd beoauee or the addi~CJMJ CNipital. atook tax to be 
p&i.d, it u not beliend that it 1d.ll e::oeed two and a halt m1111on dc,Urre. 
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OP'P'IO& O f" TH& OHA UtM A'M 

Aprilll,, 1941. 

My dear Mr. President : • 
In response to your request, I bave gone OYer the Currie tax 

memorandum which you gave me , The memorandum herewith attached was 
prepared in consultation with Dr. Currie , Dr . Hansen, and staff members. 

I wish particularly to call attention to the main pointe stressed , 
as follows: 

1 . Public Concern oyer Debt . Deficit and Inflati on 
A budget deficit of $13 billions, with existing tax system, 

is indicated for fiscal year 1942. The public will be much concerned un­
less this gap is closed by a substantial amount. With respect to infla­
tion , specific price control measures are of primary importance, but the 
publio will not be reassured Without substantial tax increases, 

2 . War Profits and Labor Trouble 
Corporate profits in 1941 will rise rapidly. Unless these 

profi te (mainly incident to defense expend! turee) are taxed away, labor 
demands are almost certain to get out of band. Without an honest program 
to take the profits out of war, we cannot hope for social and labor stabil­
ity. 

v 
3 . Progreeeiye Tqes v , Sa1es Tax 
' Interested groups are pressing for a sales tax, If corpora-

tions are allowed large profits and sales taxes are imposed , inflammatory 
labor diSturbances will be fed . .trom two sources: (l) large corporate 
profits , and (2) rising labor costs. 

4. Corporate Profits plus Broe,dep1pg ot Income Tax 
Excess defense profits must be taxed away. But this is not 

enough. Everyone above a basic m1n1nnnn income must contribute to defense . 
Ollly by broadening the income tax base and raising the normal rate can ws 
head ott a regressive sales tax. 

5 . Yield 
The proposals made will yield about $2 . 5 billions additional 

revenue for fiscal 1942. The memorandum also calls attention to the 
prodigious yield of a strong excess profits tax when the national income 
reaches $100 billions . It is not only the most equitable tax but it is 
also a great revenue producer. 

The Honorable , 
The President , of the United States, 
The Vlhite Hoube. 



April ll, 1941 

Exoeu Protite Tu - 'n1e pr .. eDt etatute, falling far short ot the in­
tention stated in your meu.ge ot July 1, 194o, "to see that a fflff' do not gain from 
the sacrifices of the llle.ey" in the tuk of ar.miZII for national defense, should be 
drastically revised. Labor oan not well be uked to moderate i te demands 1t em­
ployers are permitted to retain huge profits. After pa7ing taxes reflecting in­
creaeee alre~ made and in prospect, ~ individuals will have leu money lett 
than they had before the defense progra got under way, while corporate earnings 
after taxes are sharply higher and ~~~aey corporation. are mald.ng more money t han 
they han enr made before. In oontrut to individual earnings, these corporate 
earnings eeoape the full force of the individual surtaxes because they mq be re­
tained without penalty. An effective exceu pr ofits tax 1e the beet ..-.y to make 
them bear their f air share of the tax load. 

Specific Proposal - Fix the excess pr ofits base at not more than 10 
per cent or leu than 6 per oent on invested capital, the exact figure within 
these limite to be determined by put earnings experience. Eliminate borrowed 
capital from the statutory invested capital bue. Retain the present specific 
exemption of $5,000. On excess profits over this exemption, levy rates as 
follows: 

Firat $20, 000 
Between $20,000 & 45,000 
Onr $45,000 

(Per ce.nt) 
25 
50 
75 

Retain the provisions of the present law allowing personal service corporations 
to escape exoeas profits tax if stockholders are taxed on their appropriate share 
of corporate earninga under the individual income tax. 

A:IJ. alternative plan 'II'Ould be to establish a uniform excess pr ofita base 
of 6 per cent return on invested capital. A tax rat e of 10 per cent might be 
applied to earnings between 6 a.nd 7 per cent of invested oapital1 a rate of 20 
per cent to earnings between 7 and 8 per cent1 end the ume scale of graduation 
continued until a rate of 100 per cent would apply to earnings in exoesa· of 15 per 
cent on invested capital. A modification of this plan, beginning the ratea at a 
level somewhat higher than 10 per cent and fixing a mn1mnm rat e of s0l11811'hat less 
than 100 per cent, might meet the objections that the schedule of rates first 
outlined would produce relatively large differences in taxes for corporations with 
relatively small differ ences in earnings, that fiscal pr oductinness 'II'Ould be impaired 
by a schedule taxing the very large Tolume of earnings between 6 and 8 per oent on 
invested capital at relatively low rates, and that a 100 per cent rate would deprive 
business of any incentive for effi cient man.gement. 

Normal Cor poration Income Tax - The maximum r ate of normal corporation 
income tax should bi increased tram 24 to 30 per oent, a step generally antici­
pated and already r eflected in corporate policy. 

Personal Income Tax - This is the moat equitable of all taxes and 
should be made the backbone of our tax structure . Up to now, however, we have 
failed to make u full use of the personal inoane tax as other democratic countr ies 
have done , with the result that it yields only about 20 per cent of total Federal 
revenue. Pressures on the Congressional Committees have resulted in an income 
statute shot through with inoonaistenoiea , inequities and imnunitiea for minority 
groups of taxp~ers. 
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Speoitio Propoaal -

(a) Diaallow the peraonal exem;tion and credit for dependents for pur­
poaes of surtax. Present practice amounts to granting a subsidy that inoreaaea 
i .n value aa inoaae increases. 

(b ) Tax the inoaaes of husbanda and wives aa a single ino01118. The 
privilege or tiling separate return. is a tax-avoidanoe device that 1n practice is 
valuable only to wealthy couples, and practically all wealthy couples make use of 
it. Profesaional servioes of a high order at the Goverument's disposal are ade­
quate to remove thp l'gal obataoles to thia proposal if the use of those aervioea 
is not blocked by objectors whose opposit ion rests basically on political oon­
servativiam rather' t han on legal grounds. 

(c ) Lower the eurtax exemption to $,3, 000 and increase surtax rates. 
(d) Increase the normal tax rate from 4 to 8 per cent. The comparable 

Br1 tiah r ate is now 32 1/2 per cent. Lower personal exemptiona for married persons 
from $2, 000 to $1,6oo. This exemption should not logically be more than double 
the present exemption for single persons of $800. Recognizing all the disadvantages 
of ahuply increasing taxes on large numbers of comparatively low- income ci t izens , 
it now seems imperative to increase the number or oitizena participating by the 
pa;ym.ent of direct taxes in the financ ing of the defense program. 

Estate and Gift Taxes - On June 19, 1935, you said "The transmission 
from generail.on t o generation of vast fortunes by will, inheritance or gift, is 
not oonaistent with the ideals and sentiments of the American people . Such 
inherited economic power is as inconsistent with the ideals of this generation 
as inherited political power was inconsistent with th.e ideals of the generation 
which established our government. " The task of br inging law into conformity with 
popular ideals , begun i .n the Revenue Act of 1935, ought to be finished now. 

1. Establish a single schedule of r ates applicable to the cumulative 
total of gifts during life plus estate passing at death . Under present praotioe , 
gifts subject to tax i n the lowest brackets of t he gift tax oan be used as a meana 
of avoiding taxes in the highest b.raoksts of the estate tax. Great accumulations 
of wealth can be t ransmitted by gift as well as by bequest, and a consistent 
public policy would tax both types of tranafer at the same effective rates. But 
if it were thought desirable to leave an incentive for the making of gifts, the 
total tax assessed on a gift might be arbitrarily reduce d by ten per cent from 
the tax assessed on a transfer of the same amount lllade at death. Rai se the now 
unduly l ow ratea .applicable to estates under $10 million. 

2. For the preaent exem~ons of $40, 000 under the gift tax, $40, 000 
general under the estate tax, and , 000 insur ance under the estate tax. - a 
total of $120,000 -- substitute a single exemption or $25, 000, applicable to 
insurance proceeds or pr operty in any other fo~ 

; . Limit the right to make tax- exempt gifts and bequests t o educational 
and charitable institutions either by limiting the amount of such transfer s or by 
requir ing the gift or bequeat to be cer tified as truly in the public interest 
by qualified expert opinion. Suoh tranafers often merely reflect the whims of 
the donor and serve no useful public purpose . 

4. Broaden the legal concept of "gifts" and "transfer at death" to 
include all transfers of p r operty that transmit wealth from one ge neration to 
the next. 

' 
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Royenue Y1e1d - The yield of these proposals in the oa.leudar year 1942 
may be rouahlY estillated as follows: 

1. Excess profits tax revi.siona 
2 . Normal corporation tax 
3 . Individual income tax: Y 

(a) Disallow credits ssainat surtax 
(b) Tax incomes of colJII].es as sillgle income 
(c) Raise surtax rates and lower exemption 

(Millions of dollars) 
800 
600 

(d) Raise normal tax rates and lower ex!llq)tiona 
4. Est ate and gift tax y 

200 
200 
250 
500 

2,550 

With a national income of $100 billion, the proposed changes in the 
excess profits tax would result in an addition of $1 ,750 to the yield of the 
present law or a total revenue from excess profits tax of $3,500 million. 

y In the estimates of individual income tax yields , full account has been 
taken of the effect of increased corporate taxation on divi dends . 

y Because of the long las in collections, no appreciable yield is to be 
expected in calendar 1942, but about $500 in r evenue would be 
realized in 1943 and subsequent years • 

.. 
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TH~ BEC .. ETARV OF" THE TR~A8URY 
WA8HINOTON 

.IFU n, 1941 • 

• 

JIBIIJJWI'Dtll[ FOR TBB PRESIDJ!lNTt 

Testi1)'1llg before the &mate FfMnce C~ttee on the Public Debt Act of 1941, I expt• .. sed the hope that two-t-bird8 of our cwtent exptmditures be ll8t b)" current retenue and the other oue-tbi.rd be f'!Mnced through borrowillp. U tb1.a 1.8 to be acco~~pl1•bed it w1ll be neceefl&17 to .met at tb1.a session of Congress a tax bill 71e]d1ng an add1t10D&l $3.5 billi.on per 7ea1'. 

Blltilllated expenditure& for fiacal 1942 • • tl91000 w11Hon 

'l'lro-thirde of expenditures • • • • • • • • 121667 w1111on 

Eet.illated net rewDUII fucal 1942 ••• • 9,223 w1111on 

.Ba,Jenoe to be raieed by new taxes ••• • 31 -444 w1111on 

'1'be attached schedule presents a sl.lggested plan for rai.eil:lg approxia~ $3.5 Ml11on. 'l'b1s aaount represeata 111ft' tax llabilJ.tiee wbich woul.d aoorne dur1zlg tbe tiiJCal ,ear of 1942. Howeter, because of tbe lag in oolleot.ion:; in the cue of inc~, e::xcess profite and eatate taxea, tbe actua1 collectioDII in f1acal 1942 1l1ll be eubetant~ leas tbm tbe total of $3.5 b11Hon. 

• 
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441-5 
Tax chaDcft aarecati~~& appr oximate}¥ an additional .,3 ,6oo aillion ot rnenu lJ 

Souroe 

iiidi Tidu&l income tpee 
Increue nrtax ratee, adopting attached tchedule (with detente tax) 

latate and gitt taxee 
~etate tax 11 (1) re~oe exemption to . 25,000; 

2 adopt attached estate tax rate echedule (vith detenae tax) 
(,3 reduce inaurance exclusion t o $25,000 
Gitt tax ob•nptl (1) reduce uemption to $25,000; 
( 2) increue the gift tax ratee t o three-tourtha t he ratee 
in the eetate tax echeclule • 

Coftjration taxee 
l: Surtax on normal tax net income , ~ 

( 2) ~cue proti te taxi Reduce the aver84!1;e earninge credit 
from 95 to 75 percent and t he invested capital credit 
from 8 to 6 percent 

Tobacco 
Cigarett eal Additional 75 cents per 1,000 
Cigars, tobacco and anuttz Double rate• 

Other excite taxee 
Gaaoline, 2 cents per gallon additional 
Soft drinke, l cent a bottle and equivalents 
Automobilee, parte and accessories, double rates 
Check tax, 2 oenta per check 
Admiesione, r educe exempti ons from 20 cents to 9 cents 
Jewelr,r, 10 percent ot retail eale price 
Tires and t Ubes , incr ease rates from 2t and ~ cente to 5 and 9 cents 
Telephone, telegraph, cable , etc., lower exemptione and increase 

rate a 
Tel ephone bill , 5 percent 
Passenger t ransportation, 5 percent ot amount paid 
Caney , chewing gum, 5 percent 
Fu.re, 10 'per cent ot retail sale pr i ce 
Photogra9hi c apparatus , etc., 10 percent 
Toilet preparations , r evise basis 
Clocks, watches, etc. , 10 percent 
Club dues , initi ation tees, lover exemptions and redefine base 
Mechanical refrigerators, i ncrease r ate from 5i to 10 percent 
Mat chee, 2 cente per 1,000 
Cabarets, change base and i mpose occupational tax 
Dentifrices, toilet soap, etc., 5 percent . 
Sporting geode , 10 per cent 
Radio seta and narta, increase rate f r om 5t to 10 percent 
Musical instruments , 10 percent 
Bowling all e;ye , $15 per alley, billiard or pool table 
Trunks, auitcaaes and other luggage, 10 percent 
Pla1ing cards , increase rat e from l l t o 15 cents 
Sate depoeit boxes, increase trom 11 to 20 percent 
Phonograph a and phonograph records , 10 percent 

Summation of iteme 

5.3.3 ·5 

400.0 

125.~ 
75.6 

4oo.o 
1.32·5 
78.,3 
56.0 
55-0 
ao.o 
3-5 

,37.0 
30.0 
30.0 
20.0 
15.0 
13.0 
12.0 
11.0 
9·5 
9.0 
s.o 
1·5 
l·2 ·5 
5.0 
5·0 
a·o .o 
2.0 
2.0 
2.0 

,3~.0 

933·5 

200. 8 

1,056.0 

Least Allowance f or interrelated tax bases 
4,06o.4 

(approxi mate ) 460. 4 
Total ,600.0 

"'reaaury Depart ment , DiTillion of Tax Reeearch .April 10, 19 l 
..J _yEatimatea tor individual income taxes are on basis of calendar year 1941 l..,.els of 

income; all other eetimatee are at buaineee levele eatimated tor t he tiecal ;year 1942. 
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hr-.z u\ hocal I ..... , ~"•'• • !o\al ra.I"MZ 
(Ia~ I I 

II All)IDl I 
(pen•\) I 

a la,l'ft 

• 0- 2 11 ./ . 220 
2- .. 1 .. 500 .. _ 

' l.6 120 
6- I 19 1,200 
I- 1D 21 1,620 

10- 12 ~ 2,010 
12- u. 25 2,,.0 
1 .. - Ui 27 ),120 
16- 11 29 l•700 
11- 20 · 31 ,)20 
20- 22 ~l a..z: 
22- 26 6, 
26- 32 ~ 

1,760 
32- ~ 

U,210 

~= ::i I ~:= 2: P:: 51 21,96o 
70 5IJ ~.36o 

70- ., 57 "·* 80- 90 it ~·~ 90- 1DO ,06o 
lDO- 150 62 ,o6o 
150- 200 ~ 107.~ 
2100- 2!10 139·= 

'250- = 66 172, 

== " 2110.~ 
500 70 ilD·~ 

500- 1,000 72 70.~ 
1,000 - 2,000 Jl 

1,1100.~ 
2,000 - ,,ooo ,,61D,!J'O 
0.. ... 5.000 75 -

ab m j1, i§U 
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- If-'ll- s-
ao.rhon of nnu rah •ohe4ul•• v.n4a1' 

pl'eiRt 1D aD4 propol&l 

hnazDe\ • kacDt rate I total nnu 
b oo .. • ~~t~ 1 n;~u.,. 
(fOOQ) I fii•Rl' ropo!ll 1 httn 1 h01)0y1 

• o- 2 - u - • 220 
2 - 4 - 14 - 500 
4 - 6 4 16 • ·so 1120 
6 - 8 6 19 200 1,200 
8 - 10 8 21 36o 1,620 

10 - 12 10 2.3 56o 2,080 
12 - 14 12 25 800 2,580 
~- 16 15 27 1 ,100 3.120 
16 - 18 18 29 1,46o a·100 18 - 20 21 31 1,880 .320 
20 - 22 24 ~l 2,~ 4,~80 
22 - 26 27 3. 6, 20 
26 - 32 30 ~ 5.24o 1,76o 
32 - ~ 3l 7. 220 11,280 

~ = ~ 165 9.380 1~,980 

~ 48 11,780 1 ,s6o 

~ = 
44 5l 16,180 21 ,96o 

70 47 54 20,880 27.36o 
70 - 80 50 57 25,880 33.06o 
80 - 90 ~ ~~ 31,180 ~.96o 90 - 100 J6, 780 ,o6o 

100- 150 ~ 62 65.7110 7 ,o6o 
150 - 200 u 95.780 107 ,56o 
200- 250 62 • 126,780 13~.56o 
250 - ~· 64 66 158.780 17 .56o 

~ = 
66 6s 224.780 24o,56o 

500 6s 70 292.710 ~.56o 
500- 750 70 72 467,710 .560 
750 - 1,000 72 72 647.780 670,560 

1 ,000 - 2,000 ~a ~a . 1,377.7110 1,4oo,56o 
2,000 - 5.000 3.597. 78q 3.620,56o 
Onr - 5, 000 75 75 - -

frauury Deparb at, Dhh1on ot Tax Jleaearoh March 31. 1941 
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Oollparboa of pn.ent AD4 propoee4 1D4i'f1dD&l 1Dcoae tUlle 

oa net tnco•e of ee1ecte4 ehee !} 

llarr1e4 penon - DO ~ate 

let 1Doo• I A.ount of tax J} I I 
1 

KffeotlTe l'&tee1 
Iaoreaee ta tax 

before I uncS.r oroJioeal 
pereoul 1 Pl'eaeat 1 Pro!)Oeal 1Preeu\ 1Propoeal1 .Mount 1 hroeat 

empUoa 1,./ 1 law I I law I I I 

2,5()0 • 11$ 72 · ~~~' 2.~ • 61 554.~ 

~·000 31 152 1.0 5o1 121 390.3 
,000 70 312 1.8 7.8 242 345.7 

5,000 110 506 2.2 10.1 396 36o.o 
6,000 150 700 2.5 11.7 550 366.7 
8,000 317 1,131 4.0 14.1 814 256. 8 

10,000 52S 1,628 ~·3 16.3 1,100 208.3 
12, 500 858 2,316 

8:, 
18.5 1,458 169.9 

15,000 1,258 ~,073 a:>. 5 1 ,~ 144.3 
20,000 2,~6 ,800 11.7 24,0 2, 105·2 
25,000 ~· 3 

6,824 15.4 21·3 2,~81 11· 
50,000 1 ',128 19, 540 28.3 ~·1 5. 12 38. 3 
75,000 27.768 35.127 ~1·0 .8 7.359 26.5 

100,000 43,476 ~,474 3·5 ~·5 8,998 20.7 
500,000 330,156 ,122 66.o 9. 2 15,966 4.8 

1,000,000 717.584 7JS,OS6 71.8 u .s a:>,5()2 2.9 
5,000,000 3,916,5118 3.937.050 78·3 78o7 20, 5()2 ·5 

!'Nae1U7 Depart..-, Dtrtetoa of fax Beeea.roh ~I'll 9, 1~1 

JJ VncS.r the pzoopoeal tbl attached nrtax rate eohe41:ale 1e nbeUtute4 tor 
the pneea' eahe&le. · 

!/ Max.taaa earae4 tnoo• u.u.4. 
JJ ID.o1u~e 10 ~roes cS.feue taz. 
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Jet eatate after ' ' On-'eUYe apeottto eaeaptto~ • Bracket rate ' ( b t bOUIIMI t (Perce~t ) s tu Oil bSclwr 
ot 4o11ara) s ' 

nat 

• 0 - • 5 4 • 200 
5 - 10 8 60o 

10 - 20 12 1,800 
20 - ~ 16 ,,~too 

~ = 
20 5,ltoo 

6o 23 10,000 
6o - 80 26 15,200 
80 - 100 29 21,000 

100 - 150 32 37,000 
150 - 200 35 54.500 
200 - 250 ~~ ~· 500 - 250 - 300 ,000 
300- 500 44 182,000 
500 - 1,000 47 417, 000 

1,000 - 2,000 49 ~07, 000 
2, 000 - , .ooo 51 1, 17,000 ,.ooo - , 000 53 1,~7.000 
,000 - ~·000 55 2, 7.000 

5,000 - ,000 57 J ,o67, 000 
6,000 - 7.000 ~ ~. 657,000 
7. 000 - 8, 000 , 267,000 
8,000 - 9,000 63 4.~7,000 
9.000 - 10, 000 65 5. 7.000 

10, 000 - 20,000 67 12, 247,000 
20, 000 - 50,000 69 32.947,000 
Onr - 50. 000 70 -

Treaaur,v Department , D1Y111on ot 1'u Jleeearob .tprll 9, 1941 
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hopoeel eetate tax rat•• OOIIIU'el wl\b 
preeu' ••tate tax ra••• 

••' ... ,. aftlll' I Jlrgpott4, r&h• lf 1 h'lltpt rat11 1/ 
epeolflo u.ptloiU:Iraobt ra••' Oa-l•Un lllraoat rate' Oav.latbe 

( ln \houU41 "' I (perOIIlt) I Mx Oil htchlll'l (piii'O t) I Mx Oil hlcblll' of 4pllere) J I ypppt t 0 1 •=ppt 

• 0 - • 
IS-

10 -
ao-
30-
40-
60-
eo-

1oo-
150-
aoo-
250-
300-
500-

IS 
10 
ao 
30 
40 
10 
eo 

100 
110 
aoo 
250 
300 
ISOO 

1 ,000 
2,000 
3,000 
4,000 
6,000 
6,000 
7,000 
8,000 
9,000 

1,000 -
2,000 -
3,000 -
4,000 -
6,000 -
6,000 -
7,000 -
8,000 -
9,000 -

10,000 -
30,000 -
OYer 

10,000 
20,000 
50,000 
50,000 

4 
8 

12 
18 
ao 
23 
ae 
29 
32 
3IS 
38 
41 
44 
47 
49 
IS1 
53 
156 
IS7 
IS9 
61 
63 
65 
67 
69 
70 

• aoo 
800 

1,800 
:5,400 
15,400 

10,000 
1ts,300 
21,000 
37,000 
M,ISOO 
73,500 
94,000 

182,000 
417,000 
907,000 

1,417,000 
1,947,000 
2,497,000 
3,067,000 
3,657,000 
4,267,000 
4,897,000 
5,647,000 

12,3&7,000 
32,947,000 

'freaeur;y Department, Divhion of Tax Rnearch 

1/ ~1ue1ve of temporar;y defense tax. 

2 
a 
4 
6 
8 

10- 12 
12- 14 

14 
17 
17 
20 
30 

20-23 
23-29 
32 - 3IS 
38 - 41 
44-47 
ISO - 53 

IS6 
IS9 
61 
63 
65 
67 
69 
70 

• 100 
aoo 
800 

1,300 
a,ooo 
4,300 
6,800 
9,800 

18,100 
26,800 
36,600 
46,600 
89,600 

222,600 
567 ,600 
952,600 

1,407,600 
1,922,600 
2,482,600 
3,072,600 
3,682,600 
4,312,600 
4, 962,600 

11,662,600 
32,362,600 

April 9 , 1941 



- OCIIIJIU'hOa of propoaecl ••••• kz wUb pre••' ••••• 
\u oa aet •••'•• (before • ...,uoa) of eeleo'ecl 

ell .. l/ 

•• , ••• ,.1 
Mnla' of -.z J1 I s 

b.tore I 1 ~eoUn ra•• 1 bar••• la kz 
a ;Uoa 1 PI'•••• I Pl'opoul IPI' .. a''Pr ull Mnla' 1 (QQQ) I lAY I I lp J opo I I .eroa\ 

• DO J t .t -· 2,NO o •• a.?J' • 2,MO 1,aoo.OJ' eo NO 4,MO 1.1 8.1 4,110 aaa.s· eo 2,300 t,'Tal5 2 .8 12.2 7,58 342.5 
100 •.eao u,ao 4 . 8 16.3 10,8'70 au.o 
aoo 21,780 D0,3Z 10.i 3&.2 28,e40 131.1 
.6()0 84,410 1.39 , 700 16. 1 M.i 715,360 118.7 eoo 113,7.0 238,i76 19.0 39.8 13&,316 110. 1 

1,000 23.2,100 '"IS,776 23.2 44.6 213,876 i3.1 
2,000 H?,iiO t84,22a 19.t .Q. 2 ZM,ascs M.8 
4,000 1,527,680 2,12'1,1215 ae.a 63.2 H9,446 39.2 
6,000 2 , 706,230 3,368,0215 46.1 56.0 861,806 3&. 1 

10,000 6,430, 2110 6,083,8215 64. 3 10.8 863,886 lli.O ao,ooo 12,799,380 13,463, 2'7lJ M.O 67.3 863,8N 5.1 
.0,000 27, t78,l!OO .218, 832,7215 "·' 71.6 864,2215 2.a 
.80,000 4a,as8,010 -63, t22,4150 72. 1 73.2 654,380 1 . 5 

100,000 74,068,010 7-&, 722,4150 7-&. 1 7-&.7 864,380 •• 
fr'•Rr7 hpart.ent, Di'f'idoa of fax BeHUcb .April 9. lM1 

1/ Va4er the propoul the a t tachecl rate achech!b h IIUbatUutecl for tile 
pre .. nt aoheclule u4 the apec11'1c u.pUoa h rec!Doecl fr• $io,OOO 
to .26,000. 

1J l~~e1wlea 10 perceat 4eteaae tez. 
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Cbeok \ax 
£4alee1ou 
lne1.17 
ftr" u4 tullea 

!elepbou, telecraph, 
cable, etc. 

!elepbou bill 
Paeaacv tnmeportaUoaa 
Ou4T' Cb.nlac caa 
I've 
Pbotocnphio 
apparatu, ItO. 

!oUet prlp&J'&UODI 

Oloota, -tabM, etc. 
011111 4'ole, 

1a1UaUOD fHI 

Keoben'oal refr11eratora ... , ... 
Ca'bareh 

DaUtriou, 
toilet eoap, etc. 

eporu111 coocl• 
la41o aeh an4 paria 
baioal iada ·aau 
ltowl1111 all•• 
ft'ub, IUitOUII u4 
o\Ur 11a~PC• 

PlqiDC carte 
late 4epoait 'bozea 
PboJMtCl'llllbl aa4 

phcllutC'J"aph 1'1001'48 

0\Mr uolll ,,... 

~~ rate 2 oeah per plloa 
a441Uoaal 
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oaa ~laeU1e4 4rilllta aaa4 foataiaa Ql4'1 
~~ ratea oaa at080'bUea, etc., Ira. 
3l \o 7 ~-' aaa4 oaa paria or acoeaao-
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56.0 
55·0 
50.0 
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37·0 
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20.0 ' 
15.0 
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11.0 
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.tprll 10, 1§1i1 
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·~ THE WHITE HOUSE r WASHINGTON 

I~,J :lo-r .J".._f.J..tr~ 
'f • 'f I 

~~~ 12, 1941. 

M:EUORANDUil FOR THE PRESIDENT: 

Re: Tax Testimony of Eccles and 
Henderson. 

The reacti on to this testimony 
has been almost uniformly favorable. 
I am sorry, however, that Secretary 
Korgenthau bas taken affront. I asked 
llinton to speak to Doughten as he 
knew him personall7, and I thought 
that the matter could then be handled 
more infol'IIIB.llJ'. Unfortunately, unde.r 
pressure, Doughten apparently acknow­
ledged that the suggestion bad emanated 
from the wqite Bouse. I think the 
whole episode illustrates the possible 
usefulness of the proposed Fiscal­
llonetary Advisory Committee, though 
probably the present i s not an auspi cious 
time to inaugurate it. 

~.L r::=) ~ 
~ ~uchlin Currie 

• 
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§'!W&.RI OF STAT!IJIM 

The stateaent calls for putting a ceiling on the average 
earnings exemption baaia of 10 percent of invested capital and 
for lowering the other exemption option tram the existing 
8 percent of invested capital to 4 percent. Rates, to be 
graduated in accordance with the rate of return rather than the 
existing absolute amount of excess profits, are not specified, 
A possi ble alternative mentioned i .s the re.imposition of the /J 
undistributed profits tax, (7/ 

Cqnpenta 

1. Suggest deletion of sentence on page 12, reading, 
"It should be possible to raise the desired r evenue with a lower 
rate scale on the average than under the preae.nt law because 
of the larger amount of profits that will be subject to tax", 
as this uy convey the impression that no revenue over and above 
that yielded b.r the present law is desired, 

2 , - Question the desirability of subjecting J!!ll profits 
below 4 percent on invested capital to an •excess• profits t~ 
Page 11. 

3. Stat•ent i s completely silent on r ates in mind and 
revenues anticipated. These were supplied for the other parte 
of the Treasury program and the CO!IIId.ttee will doubtless expect 
them in this case. 

4· Statflllent proposes shifting the basis tor graduating 
the tax from an absolute earnings basis to a r ate of return basis. 
Thus smaller semi-service corporati ons earning a high rate of 
return will be doubl7 hit: (a) by the imposition of a ceiling of 
10 percent on average past earnings and (b) b.r being subject to 
the higher tax brackets . This might be met in part b.r raising 
the exemption !rom $5,000 to $10 ,000 or $151000, 

5. Stat•ent is confined to excess profits t~ It would 
be desirable to have the Treasury suggest shifting the emphasis 
from conaumer non-durable excise taxes to consumer durable excise 
taxes. (The reaction to the Eccles-Henderson proposals along 
these lines was very f avorable.) 



July 9 , 1941 

MEMORANDUM FOR 

THE SECREI'ARY OF THE TREASURY 

I am ready to make a strong statement to 

Congress on the tax bill whenever you think the 

time is appropriate . I would lay particular 

emphasis on the excess profits tax. 

Will you consider also the means which I 

should employ to give expression to this matter . 

F . D. R. 



~~r:. SECRETARY OF' THE TREASURY 

WAaHINOTON 

July 10, 1941 

• 
MY dear Mr. President : 

I am simply delighted at receiving your 
memorandum of July 9, and learning that you are 
prepared "to make a strong statement to Congress 
on the tax bill" . 

In the light of this memorandum, I asked 
Speaker Rayburn ' s advice, in strictest confidence, 
as to how he thought we had better proceed. He 
infoPmed me that the Ways and Means Committee will 
not report out the tax bill until a week from Tues­
day. Both the Speaker and I feel that before you 
make any statement, it would be politic to send for 
Bob Daughton, Jere Cooper , John Sullivan and me, and 

·review the whole matter. 

Not later than Monday, I will have in your 
hands the pros and cons of the excess profits pro­
visions of the bill as it is now written. 

I am sending you herewith a summary that I 
have had prepared for myself on the status of the 
tax bill . You might like to glance through this . 

The President , 

The White House . 

Yours since:ely, 

• 



' July 8, 1941 

MEIDRANOO'M FOR 'lHE SECRETARY 

From: Mr. Blough 

Subject: Status of the Revenue Bill of 1941. 

History 

Congressional action on the measure might be said 
to have begun with the conference with congressional 
leaders i n Secretar.y Morgenthau 's office, Thursday, 
A~ril 17. The Hearings before the Ways and Means Com­
~ttee began with a statement by the Secretary on 
Thursday, April 24, followed by a more detailed state­
ment by Mr. Sullivan. The Treasury was again heard on 
Monday, May 19, when Mr. Sullivan i>resented the Treasury 
recommendations on the excess prof~ts tax. The public 
hearings were concluded Wednesaay, May 28, and the 
executive sessions of the Committee began Monday, June 2. 
A tentatively adopted measure was turned over to the bill 
drafters on Wednesday, July 2. It is not likely that the 
bill will be ready for further action by the Committee 
before Mond~, July 21. _ 

Summar- of bill as tentatively adopted by 
ays and Means Committee 

The additional revenue from the measure for the 
first full year of operation is estimated at $3,502.1 
million. Changes are made in individual and corporation 
income taxes, excess profits tax, capital stock tax, 
estate and gift taxes, and numerous excise and miscellan­
eous taxes. 

Personal income tax 

Existing personal exemptions are retained. Com­
pulsory filing of joint returns by husbands and wives 

·. 
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is provided. Surtax rates begin at 5 percent on the 
first dollar of income above exemptions and are much 
higher than at present. '!he additional annual ;yield from 
individual income taxes is estimated to be $1,154.5 million. 

Corporation taxes 

An additional corporation income tax in the form 
of a surtax is imposed at rates of 5 percent on the 
first $25,000 of net income and 6 percent on the balance. 
The existing plan of excess profits tax was retained with 
the following modifications? 

The excess profits tax is comfuted with­
out deducting the income tax and lS deeucted 
in computing the income tax; 

The percent on invested capital allowed as 
a credit is reduced from 8 percent to 7 percent 
for invested ca~ital in excess of $5, 000, 000 . 
New capital is lncluded in invested capital at 
125 percent; 

Rates of tax are increased b;y 10 percentage 
points, and a special tax of 10 percent is placed 
on the amount of current profits in excess of the 
average earnings credit and not exceeding the 
invested capital credit. 

The increased revenue from corporation inoome and 
excess profits taxes is estimated at $1,334.0 million. 

Capital stock tax 

The rate of the capital stock tax is increased 
from $1.10 to $1.25 per $1,000 declared value of capital 
stock. The estimated additional revenue is $12.5 
million. 
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Eatate and gift taxes 

The existing estate and gift tax exemptions are 
retained and the rates increased. The eatate tax rates 
begin at 3 percent instead of the present 2 percent. 
Gift tax rates are correspondingly increased to equal 
three-fourths of the estate tax rates. The estimAted 
additional revenue is $102.6 million from the estate 
tax and $11.1 million from the gift tax. 

Excise and miscellaneous taxes 

Excise taxes are increased on numerous items and 
imposed for the first time on other items, as indicated 
on the attached detailed lists. The additional revenue 
from such taxes is estimated at $887 .4 million. 

Differences of bill from Treasury 
re comm.enditi one 

In its general structure and in a large number of 
detail s the measure in its present form fQllows the 
recommendations of the Treasury Department . However, 
it differs from the recommendations of the Treasury 
Department in a number of respects, chief of which are 
the following: 

(1) Additional individual income taxes are lower 
than asked for bf the Treasury, surtax rates being 
lower than in the Treasury proposal on the first $12,000 
of income. A married couple without dependents and with 
$5,000 net income would pq $506 under the Treasury 
proposal and $308 under the schedule adopted by the 
Committee . 

(2) The Treasury Department made no recommenda­
tion regarding joint returns of husbands and wives. 

(3) The Committee rejected the Treasury excess 
profits tax plan and voted not to tax excess profi ts 
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. . 

except when they were greater than t he profits received 
during the base period. For most of the pr ofits subject 
to the tax the rates adopted are much higher than were 
recommended by the Treasury. The total increased revenue 
from corporations is expected to be sub&tantially greater 
than was asked for by the Treasury. . 

(4) The Treasury opposed increasing the capital 
stock tax. 

(5) The Treasury proposed lowering the exemptions 
under the estate and gift taxes from $40,000 to $25,000 
and proposed substantially higher rates so that the yield 
of those taxes would be increased by avproximately $347 .2 
million, instead of by the $113.7 mill1on provi ded by the 
Committee . 

(6} The Committee rejected the Treasury proposals 
to increase the excise taxes on beer, tobacco, ana gasoline·. 
I t refused to impose the recommended tax on bank checks . 
It imposed a $5 annual use t ax on automobiles, yachts and 
airplanes, which was opposed by the Treasury. It adopted 
the original Treasury proposal to double the excise tax 
rates on passenger automobiles, voting not to adopt the 
revised proposal to increase the tax to 15 percent . The 
rates adopted on soft drinks are one- sixth of those pro­
posed by the Treasury. The Committee imposed a number of 
other excise taxes not r ecommended by the Tr easury, but 
not opposed by the Trea~. 



/r'F 
r. ·~ il T_HfJ;RETARV OF' THE TREASURY ~_A~ e_$ \l{)_v ~ WA8HINOTON /FOr 

~~ July 14, 1941 

My dear Yr. President : ~ 

I am enclosing herewith a draft of 
a memorandum which we have prepare~ in the 
Treasury. 

I have sent copies, in strict con­
fidence , to Chairman Eccles , Mr . Sidney 
Hillman, Mr. Lauchlin Currie , Mr . Lubin and 
Mr . Henderson. They are coming to my of­
fice, at 8 :30 tomorrow morning, to give me 
the benefit of their suggestions and criti­
cisms . Therefore, when I see you at 11 
o' clock, I will give you a second draft 
which will incorporate wherever possible 
the suggestions of these men. 

Yours sincerely, 

1Jtrt,~ 
The President, 

The White House . 
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II. Oo ••at• oa lbe fax 8111 

n 18 taponaat that .u J1e14 ot u.. -. bill 

ahdl aot fall below ~- 13·5 b1111on lnol. Ia 

taot, 1t ie app&Nat trea tho •iao ot tile appropl'1aUoa• 

aJU\ the pn••U"e• ot ooa•u•r puroueiq power oa 

price • that tax .. ann be7cDd thia a.out will ha•• to . 
bo ra1ao4 aot later thaD aext fear. 

Ia tol"'lulaUna the exoiao tax progru an iaportaat 

oonaideration ehould be to dl'Yert the deaan4 ot pro­

ducor• and oonalDlera tor aoaroe oo-odi Uea wh1 oh oo ... 
. ' 

pete wtth the doten .. progru. fhua the tax on pa .. onpr 

autoaob11 .. alght well be aado auoh higher thaa tho 

1 percent adopted b7 the Ooaalttee. !he production ot 
. ' 

paaaen10r autoaobiloa will .a4oubtodlJ ••• to be II"'atlJ 

roatrioted. It would be extroaelJ dittioult to pi"''Yont 

prioe ri••• on oara eold b7 aoae retailer• or the 
• 

aett1n1 up ot a 1 black aarkot1 in now and alightlJ ueed 

oara. It 1• probable that the exo1ae tax will ia 1&1"18 

part ooao out ot windtall protl ta which othel'Wlae .,uld 

be aoound b7 prGt1teera in autoaobiloa, rather thaa 
I 

being pa .. ed on in tull in higher prio ... 

Autoaobilea are aentionod beoaueo thOJ an porhape 

~be aoet iaportant oxaaple. Other ooaao41t1ee whioh 

aa7 be in the eaae eategoi"J ahould be oxaainod to 

• 
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4ehN1Jae whethe:r aa aoi•• Mould ~»• lapo .. d aad it 

10, wbeU.e:r it uoal4 be oa U.e thal p:rod•et o:r oa 

a 1oaroe .. te:r1al ente:riq 1ato the p:roduot. !h:rough 

111oh taxe• the de..ad• te:r the •-' uuoe oo..od1 tiel 

aad the la:rse w1adtall p:roti t. w!Uoh aq be 11&4e b;r 

tho.. e•ad1ag p:r1oe ooat:rol would be :reduoed. 

A bae1o I"P181.on ot the exoe .. p:rot1te tax plaa 

ie al10 •er:r deli:rable. Ia 1oae :re~eot1 the exoe .. 

p:rot1t1 tax plaa tentat1nl;r adopted b;r the Ooa1ttee 

11. an t.p:ro•eaeat o•e:r the p:reaent exoe11 p:rot1t• tax. 

!he :ra.eaue w1U be •oh larle:r although to a ooa•1de:r­

a'ble extent th11 i1 due ae:rel;r to h1gbe:r :rat81. loae 

ot the la:rs•r defea.e 1ad•at:r1e• with low :rate• of 

:retUI"'l 1a the ba .. :rear• wUl pa;r exoe11 p:rotlte tax, 

whe:rea• the:r a:re now exeapt. 

' Jlown:r, the exoe11 p:rot1t 1 tax plaa fall• to 

oo:r:reot one tUD4anntal walale11 ot the p:r81eat law. 

It exuph t:roa the tax p:roti h 1a exoe11 ot a :reuon­

a'ble :return on ta.e•ted oapital .ale11 thoae p:rotit1 

are aleo 1a exoe•• ot the p:rot1te of the bale pe:r1od 
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hbatuUal aabera of ecapu1 .. aake larp 
earn1np. J. ab&J )J ~e !:N&IIVJ Departaeat abowa 
that one o~t of f1Ye prof1~-aat1a1 corporation• with 
aeeete of tl a1111on aD4 oYer •••raged 80N thaD 10 
percent ut 1aooae oa 'heir reported equ1 t7 oap1 tal 
dv1ng tha Jl&rl 1935 to 1938 aad that ou o~t of 
25 coapaa1ee •••raged aore thaD 30 peroent. 

!ke •anner in which the preaent law an4 tho 
Ooaa1 Uee • • ten~au n plaa euapt iaportant aoute 
of OXOIII profi ta il lhoWD iD t!w follew1DS IDaplea. 

After paJiDI all taxee an a~toaoblle oaap&aJ 
aade dv1ag t!w baee period. Je&re of 1936 U1ro~p 
1939 approx'••telJ 28 percent (on the baaie of p~b­
lilhed financial atateaente, •• the o011paaJ hae not 
filed i h exoeea prot1 '• tax retv.n.) Pl"aotioallJ all 
(95 peroent) of thie aao~t oan be earned tax tree 
under t!w preaent law aD4 ander the Ooaalttee plan. 
After 4ed~ot1ag a ooaputed exoeaa profl te tax on the 
194o earn1Dga abon the ba11 period anrap t!w ooapaaJ, 
deepite the hilber 1nooae taxee, will et111 haYe left 
approxiaatolJ 24 percent of lte iDYeatad oap1tal ~•r 
the praeent law and 2l peroent aa4ar tha Ooaalttee 
propoeal. 

• 
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!be tu retUl"'le ot a IWI'IItaoturer ot traotore 

with approx1a&tel7 ~3 ~lllon ot equit7 oapltal 

1n41oate that &Her all tax.. 1t aYerqe4 approx1-

aatel7 lS pero~t 4viag 1936-1939, whioh uout 

oont1Duee to be tax-tree. 

A oOIIpaDJ whioh hae praot1oall7 a .onopolJ on 

one ot the 1Jiportant defense aater1ale had earning• after 

tax•• dur1Dg the baee period T•ar• aYerqing approx1-

aatel7 19 peroent ot the 194o 1DYeeted oapltal, whioh it 

oan oont1Due to earn tax-tree. 

A large II&Dutaoturer ot beverage• ou oontinue to 

earn tree ot tax oYer 25 percent ot ita 194o reported 

equitT oapital. 

1'bue, large &IIOUJlte ot the kind ot profits whloh 

are oo-.oD17 defined •• exoeee protl te and were taxed •• 

auoh under the 1918 Aot are tree troa tax uder the 

preaent law and the Oo~ ttee plan. 

rallure to tax nob protlta 1a unfortunate tor 

a nuaher ot reaaones 

(1) !be hlghlT prosperous, well eatabllahe4 

oorporation whloh hae been aak1Dg 30, 4o, 50 peroent 

or aore on ita iDYeated oapltal hae a auoh laraer ablllt7 

to pq tuaa than a oorporaUon whioh haa been earnlag 

.. . 

• 

' 
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onlJ 3, 4, or 5 peroent on ita 1DTeete4 oap1tal, eTen 

though the dollar inooae • et th8 two ooapan1e • are tha 

eaae. taxation or oorporatione in aooorclanoe with 

ab1l1t7 to par oalla tor higher taxu on the prot1te 

ot corporation• in excees ot reasonable aTerage return. 

(2) !he corporation whichhae been aak1ng higb 

returns 1n the baee period 7ear8 18 g1Ten a oompet1t1Te 

a4Tantage over newlr organized concerns or oonoerne 

which haTe been etruggling to establ18h thea8elTes. 

The latter tJpe8 are liai,ed to a auoh 8aaller tax­

tree return than are the tol'ller. !he ettect 11 to 

oont1rm aonopol1e8 in their oontrol an4 to proteot 

well eetabl1shed proaperou8 bua1ne8ae8 aga1net ooapet1-

t1on. 

(3) It we are to expeot all ola8888 or eoo1etJ, 

including laborers and taraere, to aooept the 8aor1tioee 

ot the eaergenc7 period and not to press tor eTerr 

poe81ble dollar ot adTantage, theJ au8t be oonT1noecl 

that 8aor1tioes are being d18tr1buted aooord1ng to 

ab111tr and that no one 18 aak1ng unrea8onabl1 large 

prot1t8. !he etab111ty ot our pr1oee and wasee 1e tbue 

to a ooneiderable extent dependent on the 1~o81t1on 

and entoroement ot a true exoe8e pro~1t8 tax. 
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JmiOIWIDOll POR '1'U PBUIDD'l' 

I. Jhe Pretept Prioe litpatioa 

Iince the beg1nn1ag ot the war, Septeaber, 1939, wbole­
tale prioet have risen about 16 percent, ot wbioh rite the 
greater part haa occvrs4 41lr1Dg the p&tt tive aontht. 

!he cott ot living index hat increate4 5-1/2 peroent 
aince the begiiUliDg ot the war. 

!he index ot 2~ batic co .. o41ties has increased ~8 per­
cent since the beginning ot the war. !his latter consti­

tutes a danger signal ot intlation 11h1.ch IIUtt not be ignored. 
The wholesale price index always lags greatly behind the 

index ot basic ooamo41ties, while the cott ot living index 
does not show aDJthing like the tUll ettects ot intlation 
until long attar the seeds ot intlation have taken deep root. 

!he pattern ot price rises summarized above roughl7 

resembles the price movements during the tirst two reara 

ot World War I -- little rise in the oost ot living, a 

aoderate rise in the wholesale price index, an4 a tharp 

rise in basic ooamo41ties. Apparently we are at the saae 

point in price h1storr at in 1916 -- on the edge ot in­

tlation. 

!he torces aaking tor turther price rise are both 

potent an4 persistent: 
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(1) Z.tlaated Detenee epen41ng &mriag the 

t11oal 1ear 1942 w111 be two ~d a balt Ualta ae 

noh •• in the tiloal 1ear 19-.1, exolueiYe of &DJ 

extension of the Defense Prograa ainoe June 1. 

(2) llore iaportant in ita bearing on the 

Unger of 1DfiaUon than the tiguree for expen41-

turee of the ooa1Dg rear are the eet1utee of 

deficit apen41ng. fhe net deficit tor the fiaoal 

1ear 1942, as estimated b7 the Director ot the 

Budget, will be $12.8 billions, compared with 

t 5.1 billions t or the prertoue ti~oal rear. !hie 

aeauaea the present tax structure. It the present 

tax bill is passed bJ Congress, the deficit will 
• 

be reduced bJ t 2-1/ 2 billions, (the reYenue Jie1d 
• 

in tie cal year 19~2 ot the t3t billion tax bill) 

, 

• • 

but it will still be oYer $10 billion. !his deficit 

does not take account, aoreo•er, of the new defense 

appropriation eatiaatea Juet submitted bJ the Preei­

dent, and wbateYer 1e expended on account of these 

eat 1M tea during tieoal 19"-2 will be added to the 

deficit. 

(3) During the past year the 1ntlationarJ 

force of the rederal deficit haa been auppleaented 

by an expansion of bank credit. !otal loans of all 
aember banks expanded by an estimated t2.8 billio•a, 

' 

• 
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or b7 20 percent during the tiecal :r-ar 19,1. !!Us 

rise, aoreo•er, hal been proceeding at an acceler­

ated paoe - - 33 percent of the total estimated in­

crease taking place during the tinal quarter. 

(4) To the fiscal and aonetarr tactors 11kelr 

to cause price increase• <baring the next tbcal rear, 

the phreioal faotore of reduced ahipp1ng space and 

other diftioultiee in the war of iaporte should be added. 

!hough t here are tactors to oheok inflationary trends, 

such as some surplus stocks ot agricultural commodities, un­

employed l abor resources, and partially emplo:red pro&action 

taoilities, aoat of these factors were present in the fieoal 

rear 1941 in greater degree and :ret did not eer•e to restrain 

price rises e•en though the torcea aaking tor price rises were 

then auch weaker. It would, therefore, be unwise to oount on 

these to an:r important extent. 

Important go•erftllental steps ha•e alread:r been taken or 

are being taken to check in.tlation. 

berr effort hae been and 1e being aade to lilli.t price 

riees t hrough • oluntar:r cooperation with OPACS. These ••••­

urea to restrain prioe rises though the:r ha•e unquesticnablr 

been helpful are inadequate to aeet the situation oontronting 

us. We have gone onl:r a small part of the way it will be 

necessar:r to go. We aust attack the problea on all tronte it 

we are sucoeaefull7 to oheok inflation. 
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. Wo proeoat Mln 10ao Qll1f1o tax eo-ate. e. pro~ 

loa oe••o1i, llowoYor, 'H •' bJ tax aoanroe aloao, but ••t 
bo aUaeke4 oa a bred troa1i bJ a .ar1o1i7 of aetlt.ocle. Ia 

a'd''Uoa 1il tlaoeo tax propoeale, •• roooaaea4 npploaoata17 

. ao1i1oa aloas a. follow1ag 11a111 

(1) OPAal ••' H pna Co power to flx prlooe 

noro aeooe•arz• Prloo f1%1ag ••• bo roprted ao a npplo­

aoa1i to pr1or11i1oo aa4 rat1oa1ac. W1~u1i ~~ power te 1~•• 

a oo1111ll Oil prlooe of oollll041 Uoo wboro aoueea17, tho talk of 

rootrloUac prleo rlooo 1o aa4o aoll aero cli~f1ou11i. !he •r• 

po11ooe1oa of eaoll power 1ioa4o 1io aako ~~ ouroleo of 1iha1i 

power uaaoooooarJ. 

oa ~ other haa4, 1A tho abooaoo of aa a4oqua1io 

f11oal prograa to aep up oxooea bUJiag power, the attoJIP1i 1io 

proYoD1i uwaa1id pr1oo 1Aoroaoe bJ flat 11 b01ul4 to break don 

lloro, ao 11i h&o oleowlloro, whoa uaoooapiJD'o4 b7 theao oeaont1al ' . 
npploaoatar.r ao'&l:lo4o. 

(2) Iaoroaoe 'tho npPlloe of soof.a roqu.1ricl for 

11111b.rj aa4 o1T111aa aoet.e. Iaoroaeo4 outpg1i 11 1A 11ioolf a 

aaJor obJoo1ilTO of ear dofoaoo prograa aa4 tho aoot otfootlYo 

aad 4oo1rablo Maao of proToatlag 1atlaUoa. !here ahould M 

further oxplorat1oa of the poaelb111t1oe of 1a4uolag oxpaneloa. 

of prodao1i1oll fao111tlot aa4 labor tapplJ whore euoh ro.,oato 

oould Dot bo OJPOotod to ooour autoaatloallJ• 
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(J) Ezteaaloa of lb8 preaeat tJWtea of pr1er1,1et 

'o 1aolulle IJ'tteaati.o rauoalag of aoaroe •ppUe • w eoa­

auaera. 

(-.) ~•loa of ~ paeral ooa,relt enr ~tnlr 

( 5) lt'-bllahaeat of ooa,rolt onr ~ Ill tlre 

f1el4 of ooanaer oreU '• 

(') Oreatloa of ooatrolt eTer oapl'-1 lesaet. 

( 7) AD edentloa of the 8oo1al SOnr1 t7 pregraa 

aloas 11Det b7 Wh1oh greater eoTerap &D4 ooatr1ba,1oaa 

wo1ll4 1aoreaae tile 1aflow of tul4a troa ourreat 1aooM 

4ur1ag lbe e .. rpao7 aa4 woal4 aot 1a..o1Te &DJ' n'bataaUal 

1noroate 1a the pretent outflow. 

(8) J. re41lot1on of noa-e~tenti.al ret.eral ezpeau­

ture• aa4 the h4eral leaUag aa4 11Dd.erwrUlD& prograa, 

tuoh a a non-eurpnoJ' hoaelDg ezpencli tllre • an4 aortpp 

suarante••· 

(9) Pro110Uon of eoonoa,. 1D State an4 looal gonrn­

aental expenc11 ture an4 a ourta11Mnt of thelr borrow1ag tor 

aon-eaerseno7 ezpenc11turea. 

EYen wUb nbatant1al aoUoa alons all of Ul'eee 11aet U 

••••• probable to at tbat a au'bataaUal aiiOV.Jlt ot un4et1rable 

prloe 11lflat1on will ooour 1a tbit fl•otl 7ear 1t our tax 

• . , 
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prograa 1a not carried futher ~ hae •• Je' 'been propoee._ 

We, ~eretore, urge ~t the ~ Pl'Oil"P now UDder ooae14era­

Uon b7 Ooagre .. be reexaa1ne4 1n Ule lllh' of the follow1na 

ooae14era tiona. 
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MEM>IWIDUll FOR THE PRESIDENT 

I . The Present Price Situation 

.lpparently we are at the same point in prioe history 

as in 1916 -- on the edge of inflation. 

The pattern of pr ice rises summarized below roughly 

resembles the pr ice movements during the fi rst two years 

of World War I -- little rise in the cost of living, a 

moderate rise in the wholesale price index, and a sharp 

rise in basic commodities . 

Since the beginning of the war , September, 1939, the 

wholesale price index has r isen from 75 to 87, or about 

16 percent. The greater part of this rise has occurred 

during the past five months . 

The cost of living index has ·increased 5- l/2 percent 

since September, 1940. Half of this increase has occurred 

in the past two months . 

The index of 28 basic commodities has increased 48 

percent during the same period, despite the fact that the 

prices of many basic raw materials have been controlled 

by the Office of Price Administration and Civilian Supply. 

This increase constitutes a major danger signal of inflation 

which must not be ignored. The wholesale price index 
•• always l ags greatly behind the index of basic commodities, 
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while the ooat of living index does not show &DJthing like 

the full effects of inflation until long after the seeds 

of inflation have taken deep root. 

The foroes making for further price r i se are both 

potent and persistent: 

(1) The Budget estimates Defense spending during 

the fiscal year 1942 will be $15 billion, or two and a 

half times as much as in the fiscal year 1941. This 

increased estimate does not take account of extension of 

the Defense Program made after June 1, and of additional 

sums needed for Lend-Lease. 

(2) Yore important in its bearing on the danger of 

inflation than the figures for expenditures of the coming 

year are the estimates of deficit spending. The net deficit 

for the fiscal year 1942, as estimated by the Direct or of 

the Budget, will be $12.8 billions, compar ed with $5.1 

billions for the previous fiscal year. This assumes the 

present tax structure. If the present tax bill is passed 

by Congress, the deficit will be reduced by $2- l/2 billions, 
' 

' (the revenue yield in f i scal year 1942 of the $~-l/2 

billion tax bill) but it will still be over $10 billion. 
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Again this estimated deficit does -not take account of 

the expansion of the Defense Program after June l, 1941. 

(3) 'fhe inflationary force of the Federal deficit 

has been supplemented during the past yea.r by an expan­

sion of bank credit. Total bank loans expanded by an 

estimated ~3 billions, or about 20 percent during the 

f iscal year just past . This rise, moreover, has been 

proceeding at an accelerated pace . 

(4) Prices will be increasingly stimulated by 

(a) the shortage o£ raw materials for civilian goods, 

(b) increased absorption of idle capacity in many indus­

t ries , (c) fur ther increases in agricultural prices and 
• 

wages . 

Also making for further price. increases are the 

heightened obstacles to imports, such as re'duced ship 

space , hi gher shipping costs , and cutting of£ of normal 

foreign sources of suppli es . 

y 

Though there are some f actors in t he si tuation opet a-

ting to check i ni'lationary t rends , such as surplus stocks 

of some agricul t ural commodities, unemployed labor re­

sources, and partially employed pr oduction facilit i es , 

most of these £actors nere present in t ne f iscal year 
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1941 in greater degree and yet did not serve to rest rain 

price rises even though the forces making for price rises 

were then much weaker. 

Important steps have already been taken or are being 
. 

taken to check inflation. Congress has made provi sion 

f or t he Treasury to sell nefense savings bonds and stamps 

and so to absorb, for the Defense Program, funds which 

might otherwise be used for civil ian purchase of goods . 

1~s program is well under way . 

The Tr easury Department has also launched a plan for 

selling t ax anticipation notes whioh will facilitate the 

preJ.layment of income taxes and will more J.l rornptly withdraw 

purchasing power represented by such taxes . 

The Ways and Means Co~ttee is holding f irmly to 

the goal of $3. 5 billion from the tax bill. 

The Office of Price Administration and Civilian Supply 

is making every effor t t o obtain the cooper ation of pr o­

ducers and distributors in limiting price rises . 

These measures to restrain price rises though they 

have ·unquestionably been helpful are i nadequate to meet 

the situation confronting us. We have gone only a small 

' 
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part of the way it Will be necessary to go. We must 

attack the probl~ on all f r onts if we are successfully 

to oheok inflation. 
I I Certain tax matters relevant to t he problem of 

inflation are discussed later. The problem, however, 

cannot be met by t ax measures alone. There should be 

additional action along the following lines : 

(1) OPACS should be given the statutory power to 

fix prices where necessary. Price rises cannot be con­

trolled when inflationary for ces are at work without 

effective power to impose price ceilings with direct 

penalties. The mere possession of such power tends to 

make its exercise unnecessary. 

The attempt to prevent unwanted price increases by , 
. 

fiat , however, is bouna to break down here , as it has 

elsewhere, unless it is accompanied n_ot only by an ade­

quate fiscal progr am to absorb buying power, but also by . 
the additional methods listed below. 

(2) Increase the supplies of goods required for 

military and civilian needs. Increased output is in 

itself a major objective of our Defense Program and the 
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most effective and desirable meana of preventing inflation. 

There should be further exploration of the possibilities 

of inducing expansion of production facilities and labor 

supply where such response could not be expected to occur 
' 

automatically. 

(3) Delegation to OPACS of priority authority to 

provide systematic rationing of scarce supplies to indus­

tries making civilian goods . In order to obtain a fair 

distribution of scarce supplies among consumers it may 

later prove necessary to extend the rationing to ultimate 

consumers . 

(4) Extension of the general controls over bank 

credit. . • 

(5) Establishment of controls over the entire field 

of consumer credit. 

(6) Creation of controls over capital expenditures . 

(7) !n extension of the Social Security program 

along lines vrhich would increase the flow of funds t o the 

Treasury from current incolll.e during the emergency and would 

increase the outflow of funds when needed in the post­

defense period • 

• 
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(8) i reduct ion o! t he Federal lending and under-
• 

writing pr ogram, such as non-emergency housing expendi tures 

and mor tgage guarantees. 

(9 ) Reduction of non-essential Federal expenditures, 

also an appeal for econo~ in State and local governmental 

expenditure and for curtailment of their borrowing for 

non-emergency expenditures , thus building a back- log for 

the post-defense period. 

Even with substantial action along all of these lines 

it seems probable to us that some undesirable price infla­

tion will occur in this fiscal year. Other methods must 

be sought to control it . The principal mechanism for 

diverting this rising stream of buying power from inflation­

ary outlets is taxation. It is the most effective of all 
bro~U.. 

the ~ea~t powers at the command of the government . The 

tax system should be desi gned as far as possible to reduce 

consumer demand for goods of which the supply is inadequate . 

We, therefore, urge that the tax program now under considera­

tion by Congress be reexamined in the light of the following 

considerations . 
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II. Comments On The Tax Bill 

It is important that the annual addition to the 

Treasury revenues provided by the new tax bill shall 

not fall below the $3 .5 billion level . In fact, it is 

apparent from the size of the appropriations and the 

pressures of consumer purchasing power on prices that 

further increases in rates or extensions of taxes are 

necessary. 

v 

.. 

• 

' 
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In fo~ating t he exci se tax program an important 

considerati on should be to r educe the demand of pr oducers 

and consumers for scarce commodities which compete with the 

Defense Program and to absorb windfall profits resulting 

from scarcitT of foUpplT relative to demand. Thus the tax 

on passenger automobiles might well be made much higher 

than the 7 percent adopted by the Committee. The pro­

duction of passenger automobiles will undoubtedly have to 

be greatly restricted. It would be extremely difficult 

to prevent price rises on cars sold bT some retailers or 

the setting up of a "black market 11 in new and slightly 
I 

used cars. It is probable that a sufficiently high excise 

tax will prevent increased prices from resulting in wind­

fall profits for dealers and middlemen and will not increase 

prices of automobiles to consumers beyond what they other­

wise would be . 

Automobiles are mentioned because they are perhaps 

the most important example. Other commodities which may . 
be in the same category should be examined to determine 

whether an excise should be imposed and if so, whether 

it should be on the final product or on a scare~ mater ial 

entering into the product. Through such taxes the demands 

' 
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fo~ the most scarce commodities and the l~ge windfall 

profits which may be made by those escaping p~loe oont~ol 

would be ~educed. 

A basic revision of, the excess profits tax plan is 

~gently needed. The excess profits tax plan tentatively 

adopted by the Committee i s in some impozttant ~espects an 

improvement ovezt the p~esent excess p~ofits tax. · Howevezt, 

it fails to coztzteot one fundamental weakness of the p~esent 

law. It leaves exempt from the tax profits in excess of a 
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reasonable return on invested capital to the extent 

that those profits are also in ezoes1 of the profit. 

of the base period 7ears. 

Substantial numbers of companies are in this categor7. 

One out of five ·profit-m•king corporations with assets 

of $1 million and over averaged more than 10 percent net 

income on their reported equit)" capital during the 7ears 

1936 to 1938 and one out of 25 companies averaged more 

than 30 percent. These companies can continue to earn 

profits at virtually these rates without p~ing excess 

profits tax under either the present law or the Committee's 

tentative plan. 

The way in which the present law and the Committee 1 s 

tentative plan leave exempt large amounts of excess profits 

is illustrated by the following actual examples. 

A. After paying all t axes an automobile compa.II1 

made during the be..se period years of 1936 throUgh 1939 

appr oximately 25 percent. Practicall7 all (95 percent) 

of this amount can be earned and yet be free f rom excess 

profits tax under the present law and under the Committee 

plan. In lt40 the earnings of this concern, after the p~­

ment of taxes, will be approximatel)" 26 percent of its 

invested capital, under the present law. 

B. The earnings of a manufacturer of tractors with 
nearl1 ·$SO million of invested capital averaged, after all 

• 
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taxes, approxiDateq 18 percent of innated oapltal 

during 1986-1939, which amount will be free of excess 

profits tax under the present law and the Committee's 

tentative plan. 

C. Similarq a comp&JJT which has practical:cy a 

monopoq on one of the important Defense materials had 

earnings after taxes during the base period )'ears 

averaging approximate:cy 19 percent of its 1940 invested 

capital, which it can continue to earn free of excess 

profits tax. 

D. .A. large manufacturer of beTerages can continue 

to earn free of excess profits tax over 25 percent of 

its 1940 r eported equit,r capital • . 
Thus, large amounts of the kind of profits which 

are common:cy defined as excess profits and were taxed 

as such under the 1918 ict are free from excess profits 

tu under the present law and the Committee plan. 

Failure to app:cy excess profits taxation to such 

profits is unfortunate for a number of reasons: 

(1) The hig~ prosperous, well established corpor­

ation which has been making 30, 40, 50 percent or more 

on its invested capital has a much larger abili t,r to pq 

taxes than a corporation which has been earning on:cy S, 

4, or 5 percent on its invested capital, even though the 

• I 
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dollar incomes of the two companies are the same. i'ax­

ation of corporations in accordance with ability to pay 

calls for higher taxes on the profits of those corpora­

.tions which have the higher rates of return. 
• 

(2) 1he corporation which has been making high 

returns in the base period years is given a competitive 

advantage over newly organized concerns or concerns 

Which have been struggling to establish themaelves. The 

latter types are limited to a much amaller rate of 

return free of excess !I' ofi ts tax than are the former. 

The effect is to c onfirm monopolies in their control and 

to protect well established prosperous businesses against 

competition. 

(3) If we ar~to sxpect all classes of society, 

including laborers and farmers, to accept the sacrifices 

of the emergency ~riod and not to press for every possible 

dollar of advantage, they must be convinced that sacri• 

fices are being distributed according to abi lity and that 
. 

no one is making unreasonably large profits. The ~evention 

of inflation is thus to a considerable extent dependent 

on the imposition and enforcement of a true excess profits 

tax. 
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e»riCI f1F. 'JAR ,.. ... ,.TIOH 

... DWIDIL D.C. 

,....,. 26, 1944 

·..aaAI!llll JOR !'Ill PRJ:SIDJ!II'l'a 

· In 7V1aJ' tax ....... JOU reterrecl to the 
relief grutecl the airllD••• 'l'he att.aabed allppiDc 
~ the Wall Street JoUrDal ot: tbia date (F•bru417 26) 
1Ddloates the operation or tbis partiaular prortaion 
1D bebelt ot the needy. I baTe aaltecl the Treaeury to 
prepare a stateaeot indioaUDg wbat tbie prodeion 
will aean to all the air line_. ,t}:-78 _ 

.Jill~ F. BYRNES 
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