Calendar No. 703

77t CoNGRESS } SENATE ‘g Repr. 673
1st Session Part 1

THE REVENUE BILL OF 1941

SEPTEMBER 2, 1941.—Ordered to be printed

Mr. Grorecg, from the Committee on Finance, submitted the following

REPORT

[To accompany H. R. 5417]

The Committee on Finance, to whom was referred the bill (H. R.
5417) to provide revenue, and for other purposes, having had the
same under consideration, report favorably thereon with certain
amendments and, as amended, recommend that the bill do pass.

EstiMaTES oF REVENUE

"The bill as passed by the House was estimated to produce added tax
Tevenue of $3,216,400,000 annually. The amendments made by
Your committee add 3463,400,000 to this figure, bringing the total
additional annual yield to $3,679,800,000.

The additional revenue to be secured by your committee bill over
that of the House bill comes principally from the following sources:
%?Qration normal tax $19,000,000, corporation surtax $120,500,000,
8nd individual income tax $332,400,000.

* ‘The following table sets out the estimated yields of the House bill

and the Finance Committee bill, with the increase or decrease of the

Finance Committee bill over the House bill. It should be noted that
9ﬁgures contemplate a year of full operation,
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imposed it would be desirable to provide for an exemption of billboards
the use of which is donated to the ¥Federal Government for the purpose
of aiding it in recruiting for the military and naval forces and in the
sale of its securities. It is regarded also as a tax regulatory in some

degree of a matter which might preferably be left in the hands of
State and loeal authorities,

15. RADIO BROADCASTING STATIONS AND NETWORKS

The tax imposed by the House bill on persons, operating radio
broadeasting stations or engaging in not work broadeasting has been
siricken out. The reasons 1 consideration of which the Ways and
Means Committes recommended and the [House adopted the tax are
recognized as having considerable force, but it is believed that the
peculinr characteristics of this possible source of revemue require
carcful study before either the proper basis or rate of tax can be
satisfactorily determined. It is the opinion of the comnmittee also
that the tax imposed by the House bill would operate with some un-
justified diserimination against this particular form of advertising.

16, COCONUT Ol1L

The committee added to the House bill a section amending chapter
21 of the Internal Revenue Code by adding at the end thereof a new
section, numbered 2483, which provides, under certain limitations,
that the processing tax provided for in that chapter collected with
respect to coconut oil wholly of the production of Guam or American
Samoa or produced from materials wholly of the growth or production
of those islands shall be held as separate funds and paid into their
respective treasuries.  The collections affected are those made after
the dato of the enactment of the bill. ,

The provision is similar to an existing provision, section 2476 of the
Internal Revenue Code, governing the disposition of collections from
the processing tax on eoconut oil wholly of Philippine production or
produced from materials wholly of Philippine growth or production.

VI. NoNEssuNTIAL IPiEDERAL EXPENDITURES

This amendment cstablishes a commitiee to investigate mnon-
essential Federal expenditures. The commitice is to be composed of
(@) three members of the Senate Commitice on Finance and three
members of the Scnate Committee on Appropriations, to be ap-
pointed by the President of thie Senate; (b) three members of tlge
House Committece on Ways and Mecans, and three members of the
House Committee on Appropriations, to be appointed by the Speaker
of the Housc of Reprdsentatives; and (¢) the Secretary of the Treasury
and the Director of the Burcau of the Budget. It shall be the duty of
such committee to make & complete study and investigation of all .
expenditures of the Federal Govermnent with & view to recommending
the elimination or reduction of all such expenditures deemed to be
nonessential. The committee shall report to the President and to the
Congress the result of its study together with its recommendations
at the earliest practicable date. 1t is given the authority and powers
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", ommonly given to similar committisless; ;)(1; (t)l(;g Senate and will operate
i appropriation not to excee ,000. ' )
. un%z:ati‘lr:eligg t}?is action, your committee also adopted a comBmlg(trtzet
 resolution calling upon the Director of the Budget, under the Budg
and Accounting Act of 1920, to submit to the chairman of ‘youkr) c?ing
. mittee a report showing how nondefense and nonessential U(O g(.)g .
.items may be reduced %y alternative totals of (1) $1,000,0?0, 9
(2) $1,500,000,000; (3) $2,000,000,000. Such report would bl(ga‘vmu;
able not only to the appropriate committees of the House auc 5 (<‘1:f'l;)ll
" but to the committee established under this amendment. The af, 11 !
of your committec in this respect is in line with repoated E(‘,Cron.l.lll(\ll( -
tions of the Sccretary of the Treasury before both the Commitiee on
© Ways and Mcans of the House and your comnittee.

DeTsrnep Discussion oF THE PROVIBIONS OF THE Bir.
TITLE I—INDIVIDUAL AND CORPORATION INCOME TAXES
SECTION 101. SURTAX ON INDIVIDUALS

House bill, the surtaxes apply upon the entire surtax net
,incI(J)Irlr(xiec rafll(]ie hence the ,cxempbiqn from surtax of the first &A,(I)O() oi
surtax net income found in existing law 1s abolished. Fll(e. owt{s
surtax bracket rate is 5 percent as compared with 4 percent ru)n(() 635
- -existing law. 'The surtaxcs are increased in all brackets up to $7ﬁ( o
~and from that point the rates of existing law are retm'ned. Wh le Kt’,
“yates attributable to surtax net income In excess of $750,000 are no
increased, surtaxes payable by taxpayers in these upper brackets are
_increased by reason of the higher rates in the lower brackets. .
Under the bill as reported by your committee, further mcrcas{e? in
" the surtax rates are made as the result of the integration of the de_ (énse
tax and the surtax rates. The lowest surtax bracket rate 18 there olt;e
.6 percent as compared with § pereent under the House bill Aani(l tLl )
" rates on income in excess of $750,000 are likewise increased, Who
highest, rate being 77 percent as compared with the 75 percent con-
- tained in existing law and in the House bill.

.8ECTION 102, OPTIONAL TAX ON INDIVIDUALS WITH CERTAIN GROSS
" INCOME OF $3,000 OR LESS

1 | ) W
Section 102 of the bill adds to the Internal Revenue Code a n
supplement designated ‘‘Supplement T and comprising scctions 400

to 404, inclusive. No comparable provisions are contained In the
use bill. o

HoSect.ion 400 of Supplement T imposes a tax upon individuals whose
gross income is $3,000 or less and consists wholly of salary, wages,
compensation for personal scrvices, dividends, intcrest, rents, annui-
ties, or royalties. The tax is imposed at the election of the taxpayer
and is in licu of the tax imposed by sections 11 and 12. If the tax-

payer’s gross income exceeds $3,000 or if he has income frqmoar;ly
- gource, or of any class, other than _those specified in section 400, he
may not avail himself of the election, For instance, the scclt.mn[ is
" pot available to a taxpayer who has income from the conduct ol a
_+business, or from a partnership or trust, or who has renhze(_lf \g%lln
“"from the sale or cxchange of property. If a husband and wife file
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senarate returns under the section, the limitation of $3,000 applies to
the gross imcome of each; if they file a joint return, the limitation
applics to the combined gross income of the spouses.

The amount of the tax imposed on specified amounts of gross income
is determined by relerence to the schedule set forth in section 400, a
duplicate of which will be printed on the reverse of the form pres-
cribed for making a return of the tax under such section, Gross
incomes are grouped in blocks of $25 with the same tax payable for
all incomes falling within the particular block. The tax imposed is
the amount appearing in column 3 or 4 opposite the particular block.
If the taxpayer 1s a single person who 18 not the head of a family, the
tax imposed is the amount set forth in column 3. If the taxpayer is
the head of a family or a married person, the tax imposed is the amount
set forth in colurnn 4. 1f a taxpayer has one or more dependents, he
merely subtracts from his gross income $400 for each such dependent
and finds the block in which falls the reduced amount,

The amount of the tax imposed in the various blocks is the average
of the tax imposed by sections 11 and 12 on the lower and upper
Iimitg of the blocks, reduced by 10 pereent as an allowance in lieu of
deductions from gross income. The schedule takes into account a
personal exemption of $750 for a single person and $1,500 for a married
person or the head of a family, the same as allowed by section 25 in
respect of the tax imposed by sections 11 and 12.

Section 401 prescribes certain rules to be observed in the application
of the schedule set forth in section 400. The section states that only
g married person living with husband or wife 1s to be deemed 2 ““mar-
ried person’ for the purposes of Supplement T, and specifically defines
a “dependent,”  For the purposes of this Supplement, the status of a
taxpayer as a “married person,” “head of a family,” or “dependent’
is to be determined as of the last day of the taxable year. Conse-
quently, the provisions of section 25 (b) (3) relating to the apportion-
ment of the personal exemption and credit for dependents by reason
of a change of status during the taxable year have no application in
ascertaining the amount of the tax under section 400. Thus, if a
taxpayer has on the last day of the taxable year a dependent within
the meaning of the definition contained in section 401, he is entitled
to reduce his gross income by $400 in order to ascertain the amount
of tax, and it is immaterial that the dependent may have occupied
such status for only a portion of the taxable year,

Seetion 401 provides that if a husband and wife living together file
separate returns under section 400, cach shall be treatod as a single
person.  Thus, in effcet, each receives the benefit of one-half the
personal exemption allowed a husband and wife.  If they file separate
returns and one spouse cleets to be taxed under section 400, such
spouse is taxed as a single person and in effect receives the benefit
of one-half the personal exemption ullowed a married person. The
personal exemption and credit for dependents of the spouse who
does not cleet to be taxed under section 400 is determined under the

rovisions of section 25 (b) and is not governed by his status on the

F&st day of the taxable year. Under the provisions of section 25 (b),

as amended by section 111 of the bill, such spouse will be allowed for

that portion of the taxable year during which he occupied the status
of a married person living with husbaud or wife one-half of the personal
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exempti 1
oo ption allowed a married person for such portion of the taxable
sinFi)er e;crtzmple, I}, o widower hu:ving two dependents, marries W, a
Sep%r&{,)e’ 1:otn, on . u}ly 1,1941. Tor the calendar year 1941, they filed
sebarate ae glrgls and W elects to be taxed under seotion 400. Wis
exemption,sﬁiﬂz ?npiifq(ocub ?2((:10’1:1@26%1 Sh% mc[e' itv e? tih(i el oL 750
I ; she [fe cetves the benefit of half the mari -
gl;l[t)ltllgrl]ngi $l750 f;)r the second half of the year by reason ofn}?él"tfs‘li}atol)fs
{1 tho las day }0_ the taxable year. H, who is taxed under scetions
ap ond 12, 18 subject to the provisions of seetion 25 (b) (3) requiring
0 I'Ezfson o?mcrl\t of the pm'sou.a} exemption and eredit for dcpondont?;
o e hﬂn((l) ifm c }mngc of status during the taxable year. IT qualifies
mt n;ar:'i \do .uv amily for the h;'st 6 months of the taxable ycar and
R I( [i(_,rson living with hll‘Sbﬂ,I'ld or wife for the last 6 months.
o ha”g]%r,“us personal exemption is six-twelfths of $1,500 for tho
o ]A25 fl he year plus six-twelfths of $750 for tho second half, or
v 28, t}hmtsrlnuch as his status as the head of a family arises from
o Hnet a 1}3 maintained a home for two dependent children, the
it (l'onl(l) o' ‘sluch dependents for the first 6 monshs of tlie taxable
e }sz; t(i‘”;‘.> e is therefore entitled to g credit for one de-
per oo (‘?r 1‘(]: irst 6 months and a eredit for two dependents for
SecLior; 4(1)0111 /]IS. ‘HIS} credit for dependents is therefore $600.
o fsunil ]n._?o provides that a married person who is not the head
ot yﬂzm(l l?lqt?b living with hushand or wife on the last day of the
. c]()-rgtir 8 13 be subject to the tax imposed upon o single person.
i, e OHL'O ¢ taxed under section 400 can be made only by
ot Z(,ba,cblondof the taxpayer. Scction 402 provides tha{ the
o tlhe tu,(;)mbel axed under seetion 400 shall be mado by filing a return
b e Lo thie yeui"on the form preseribed for making a return of the
oender 8 section.  Such an election once made is irrevocable.
returﬁq 1(51{1/I f suc.h election may not be changed by an amended
return-with(o)liov?l’ ‘1f for any taxable ¥ear the taxpayer makes a
founrm with 1111 rega d» to this supplement he may not thereafter olect
it axab efygar to }mvo his tax eomputed under this supplement.
misqiéngipg‘?etr} ails lt}o file a return for the taxable yoar and the Com-
s('ct\ion L 21 s’&ghcget()ﬁr?rs}llrzﬁtlkgz a rgturr}t}tllnder the authority of
('C! y Suce made without reg -
E;;tloﬁ?soiit?llts sllpploirnent and the taxpayer shall b; &ngmt(?d t?ogh%.rgo
BUp‘plemen%. 0 mako an election for the taxable year under this
0§?§31?§x483dp£0v1d59 that the provisions of section 31 (relating to
shall noi;‘app(l;y] v)wizllll Iiii)telg? t302 gleemtt e tuxcﬁ \ln)rithsheld P
) apply pec 1¢ tax imposed by Supplement T.
. IS Provision is necessary in the interest of lici
tiel amounts of either such credit invorved, the tkpien o
make his return under the gencrsil rovisions o thac xptyer should
) ¢ provisions of the statute.
mssigzzlgﬁlﬁgl h}))(rﬁ)%tggzlt,}(l):rtt&Supplement T shall not apply to a non-
!t)oe(;epssiyalted In the interest ofnsielf:ztgli;Zi?; truss&h oty on I ot
ecial provisions of the stat .
the method of taxation employel(lit?ntgitpgfeen?e%tt r'f’ﬂ'dlly duptablo to

Section 102 (b) of the bill 1
include cross-roferences tolseggloerlll (E)Sebmons Haad 1z of the codo to
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L nI‘(}SldenL fOrelgn c()I‘p()I aQ tl()lls or gﬁ.nlzed undel‘ the ik
or 0

' i West Indies;

try in North, Central, or South America, or in the West X
soun (r , “’
((;r of Newfoundland.

SBECTION .

Y ATED IN BATE
TRANSFERS TO AVOID INCOME TAX INCORPOR
AND

SBCIIEDULTLS

- ill, which
- ion 109 of the Tlouse bill,
L ; responds to section rual Revonue
.'““?% q:;:i(ll(:;]], (;,(())1()1((15)‘) and Sectlon}1251()f(b)sg)£atil(‘(; Iilllrﬁf)loléed by such
AMENAS SCCLMOTE WTY ke permanent the defen ; fors t0” avoid
Codo in order 1o nmlm]] di anies and on transfers
i *TSOT olding comp ttee repeals these
gecetions on personal h ted by your committe peals
: vt The bill as reporte + intograted with the
meome tax. 1 tllllo taxes imposed by them are mt‘&%&l%f(ﬁrs o avoid
S(‘Mll()nsr’)o?q]gnnl h"olding companies and the tax on g
tax on pers

income tax. $SECTION 111. PERSONAL EXEMPIION

. ovision in the
3 1 responding provision in
. for which there 1s no cor C rsonal oxere
Tlfl.s bs(]\]cl:ﬁll:(’-nds scetion 25 (b) (1) by l(:wermp]' Sig Sgrsonal oromp-
},Ious(f 1 ’.,-ied persons from $2,000 t'O.ﬂ’,}")OOrf}‘}m e
211811; (Z)fll:il:‘lll"le persons from $800 1‘0(‘&(;7&)(?‘@0]& Lll(;] sect O e exem};l-
sing ‘ | ; n
. ternal Revenue Code e e
B O e Inl' individuals) and section 251 (f) o oo}
tion of nonresident alien is AR citizens entitle
D o i 00 and inserting in
Revenue Code (relatin s e o & ' i
ico Lht(i bcn(“fh‘%;? ;)(g Sirelc%ggfor?rh)ityywith the changes made in sectio
icu thercof $7!

rl<‘]) C | T a.m(‘nd sectiro [ ( ) (1) I‘Olatl 0]
115 S (1t11()11 flllillh S se trl 143 2; l) ve L ‘/lle

Crs ﬂl(’}\ mpt 1 a mi I‘edp I \[)u p
p I'SOIL XC 101 (){ Il erson Wll()sﬂ spouse 1[168 i 8o ﬂl&tﬂ

i bill.
return under Supplement T, added by section 102 of the

X
SECTION 112, RETURNS OF INCOME TA

p > d by ).
C

' al
i i «tion 51 () of the Intern
1 ' ill, this section amends scc 2) of the Internal
z;({zctlon ll(ljt?(f{eL ]ég l1)'lel(l;’uire a return in the fcatshc of u]r;g’ nlar,lldle‘;ledrﬁ; | whose
evenue ) J oS o o per nptio
gI‘HSS Irll(i)omgclts’oflqlllf]ll tO'I(l)lru; a retern is required from any individual
reduced by cect: . ,

. . , £2 if his oToss
ho is single or married but not living with husiband or wife if his gro
who is single ,

1ncorme 1S :Blc)() Or ()Vel’ ﬁlld Il()lll a IIlﬂIIlC(l llldl‘ ldua‘l l] V]ng Wlth
‘ . th
h b 1 or Wlfe lf hﬂ.Hng a gloss mcome Of &1)500 Oor over lf the ()] al
uspanc

se bﬂq N0 2ros8s Income, ol ha V1l g a gl()SS mceome t()gehhcl “lbh tb.‘
S[)OU & g y

other spouse of 31,500 or over.

A S1Im ]ﬂ] (Ilﬂllge ]la,S bee][ Illﬂd() Wlth res )CCL er ﬁ(lll(:lﬂ,ly |e|;|“m

0 or 0. retu rom 9 Of the illcome.
re

BECTION 118, CREDIT FOR DEPENDENTS

. . « _ll . hl& ,\
]]HS S(‘(‘t]nll 8 he same as s Cth 0 O t © ouse bl .
1 l [t I l I | h H W

ds scetion 25 (b) (2) of the Internal Revenue Code relative
8 8¢ «
:lllréc:redit for dependents.

> &I]lll y or & IAarr (,‘(1 pe] 30N ]l A ]“g WI&

]]l t'h(f case f trl]e 119&(1 ()f a2 f 1 ’

]lIlS } ﬂzll‘l or V“Oife t] e %Xlstlllg l&, W pl (O ldeS as a Ccr e(lltl ﬂg ﬂ]llsté Mﬁ
> ’

. Hamily solely by reason of the existence of

© 8ny taxpayer who owng any non-interest.-
&t a discount, and redecmable for fixe

inlervals and who, under the metlhod

computing lis net, Income, is not permi

Yalue of such obligations as it accrucs,

Increment in valug g consti i

it accrucs ratlior than in the

o the accrual bagis who owns,” for

&ccrues, whereas g taxpayer on the casl basi

@Weome received in the y
¥ith respect o such non-interest-be

!upn.yer_, the accrual method to g

: Ryer's return, and may be made for any taxahle yeu

. section owned by the

&ad is binding for a]] subsequent taxable y
MODEr permits the tox
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income g personal exemption plus $400 for each de

pendent other
then hushand or wife. Under t}

10SC Provisions, a married DPerson
living with husband or wife and having no dependents receives as g,

maximum credit the personal exemption, (p the other Imnd,. an
bnmarried person mamtaining a home for g berson who also qualifieg

8s & dependent, may receive in addition to the same persona) exemplion
a credit for $400 for

such dependent, The proposed legislation
disallows the credit for one dependent in cases where the taxpayer’s
status as head of o inily is occasioned solely by the existence of one
or more of such dependents. The amendment will not, alfect any cage
except one in whicl, (10 lxpayer ocenpies 4he status as liead of g

& person for whom he

18also entitled to (1o crodit for g dependent.  Irop instance, if, wil] not

operate to reduce the eredit in the case where o widower is maintaining
8 home for two children, only one of whom qualifics as a dependent,

In such case, the statys as head of g family is not oceasioned solel
V existence of the ohild in respect of whom the eredit of $400 13
lowed an consequently the taxpayer may be entitled to the personal

exemption allowoad the head of a family plus the $400 eredit, the same
8 under existing ln,

BECTION 1i4. NON—INTEREST—BEARING OBLIGATIONS

ISSUED AT
DISCOUNT

This is the same ag section 111 of ghe House bill ang provides that

t-bearing obligations issucd
d amounig Increasing at, stated
of accounting used by him in
tted to report the increment in
may, at his election, treat such
tubing income to himy in the year in which
Year i which the obligations are disposed
» fedecmed, or paid at maturity, Under existing law g taxpayer
i example, non~i11terest~boaring

onds is required to report, the increment, ng it

8 who owns sucl, defenge
ment in value as being
car of redemption or maturity. Therefore,
aring United States defense

to extend, at the election of the

taxpayer on the cash basis, but only

the limited Purpose of reporting the increment in value of such
8 85 1t acerues, )

The election provided for in this sectio

nited Stateg defense b

15 required (o treat the entire incre

ds, the effect of this section is

D must be made in the tax-

L beginning after
mber 31, 1940 When so made with respect to any obligation,
election shal] apply also to gl] obligations of the type deseribed
i taxpayer or thercafter acquired by him,
' elec 1on applies to the taxable year for which such return is filed
cars unless the Commig
Payer, subject to sucly conditions as the Com.
oner deems necessary, to change to g different method of report-
ncome from such hopds. Although the election, opce made, is
10 upon the taxpayer, it would not apply to a transferce of such
B.Repts., 77-1, vol, 4 S &
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