
Calendar No. 703 
77TH CONGRESS } SENATE REPT. 673 

{Ist Session Part 1 

THE REVEN1.JE BILL OF 1941 

SEPTEMBER 2, 1941.-0rdered to be printed 

Mr. GEORGE, 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~ 
6117) to provide revenue, and for other purposes, having had the
SilJne under consideration, report favorably thereon with certain 
a:tl1endments 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 
revenue of $3,216,400;000 annually. The amendments made by 
you,r committee add $463,400,000 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: 
eorp?ra!i~n normal tax $19,000,000, corporation surtax $120,500,000, 
and individual income tax $332,400,000. 
: The following table sets out the estimated yields of the House bill 
ar:d the Finance Committee bill, with the increase or decrease of the 
¥~nance Committee bill over the House bill. It should be noted that 
sne figures 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 nnd looal authorities. 

15. RADIO BROADCAS'l'ING s'rATIONs AND NE'I'WOHKS 

The tax imposed by the House bill 011 persons. operating radio 
broadeast.ing stations 01' engaging in not wad, hl'Oadcil.sting" has been 
stricken out. 'I'he reasons ill considorution of which the Ways find 
Means Committee recommended and the House adopted the tax are 
recognized as haviug considerable force, but it is believed that the 
pocnliur characteristics of this possible source of revenue require 
careful study before either the propel' basis or rate of tax can be 
satisfactorily determined. It is the opinion of the committee also 
that the tax imposed by the House bill would operate with some un
j ustificd discrimination against this particular form of advert.ising. 

16. COCONUT OIL 

The committee added to the Houso bill a section amending chartier 
21 of the Internal Rovcnuc Code by adding at the end thereof a now 
section, numbered 248~:l, 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 arc those made after 
the date of the enactment of the bill. 

'I'he provision is similar to an existing provision, section 2476 of the 
Internal Rovonuo Code, governing the disposition of collections from 
the procpssing tax on coconut oil wholly of Philippine production or 
produced from materials wholly of Philippine growth or production. 

VI. NONBSSl~NTIAL Ficmeuxr, EXI'I~NDITURES 

This amendment establishes a committee to investigate non
essential Federal expenditures. The committee is to be composed of 
(a) three members of the Sell ate Commit.tee on Einance and three 
members of the Senate Committee on Approprintions, to be ap
pointed by the President of tile Sonate ; (b) three members of the 
Honse Oommittee on Ways and Means, and three members of the 
House Oommittee on Appropriations, to be appointed by the Speaker 
of the House of Repn'sentatives; and (c) the Secretary of the Treasury 
and the Director of the Bureau of the Budget. It shall be the duty of 
such committee to make a complete study and investigation of all 
expenditures of the Federal Government with a view to recommending 
the elimination or red uction of fill such oxpondi turos deemed to be 
nonessential. The committee shall report to the President and to the 
Congress tlw result of its study together with its recommendations 
at the earliest practicable date. It is given the authority and powers 
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,eommonly given to similar committees of the Senate and will operate 
, under an appropriation not to exceed $10,000. ' 

Paralleling this action, your committee also adopted a committee
 
resolution calling upon the Director of the Budget, under the Budget
 
;and Accounting Act of 1920, to submit to tho chairman of your com

mittee a report showing how nondefense and nonessential budget
 
items may be reduced by alternative totals of (1) $1,000,000,000;
 
(2) $1,500,000,000; (3) $2,000,000;000. Such report would be avail
.able not only to the appropriate committees of the House and Senate 
but to the committee established under this amendment. 'I'hc acl.ion 
,of your committee in this respect is in line with repeated l'eClHlIllIClI(lll
tions of the Secretary of the Treasury before both the Committee on 
Ways and Means of the House and your committee. 

DETAILED DISCUSSION OF THE PROVISIONS OF THE BILL 

TITLE I-INDIVIDUAL AND CORPORATION INCOME TAXES 

SECTION 101. BUR'l'AX ON INDIVIDUALS 

Under the House bill, the surtaxes apply UpOIl the entire smt.ax net 
income and hence the exemption from surtax of the first $4,000 of 
surtax net income found in existing law is abolished. The lowest 
surtax bracket rate is 5 percent as compared with 4 percent under 

'-existing law. The surtaxes are increased in all brackets up to $750,000 
and from that point the rates of existing law are retained. While tho 

'rates attributable to surtax net income in excess of $750,000 are not 
increased, surtaxes payable by taxpayers in those upper b1'llckets ure 
increased by reason of the higher rates in the lower brackets. 

Under the bill as reported by your committee, further increases in 
the surtax rates are made as the result of the integration of the defense 
tax and the surtax rates. The lowest surt.ax bruckct rate is therefore 

. 6 percent as compared with 5 percent under the House bill and the 
rates on income in excess of $750,000 are likewise iIlerCfl,sed, the 
~hest rate being 77 percent as compared with the 75 percent con
tained in existing law and in the House bill. 

SECTION 102. OP'l'IONAL 'I'AX ON INDIVIDUALS WITH CBH'I'AIN GHOBS 

INCOME OF $3,000 OR LESS 

. Section 102 of the bill adds to the Internal Revenue Codo a new 
i':1Iupplement doeignutcd "Supplement T" and comprising sl'etions 400 
"/¥''i.,;to 404, inclusive. No comparable provisions are contained in the 

""0,Bouse bill. 
):, Section 400 of Supplement T imposes a tax upon individuals whose
 

,:gr0B8 income is $3,000 or less and consists wholly of, salary, wages,
 
"compensation for personal services, dividends, interest, rents, annui

ties, or royalties. The tax is imposed at the election of the taxpayer
 

,'and is in lieu of the tax imposed by sections 11 and 12. If the tax

payer's gross income exceeds $3,000 or if he has income from any
 
source, or of any class, other than those specified in section "400, he
 
may not avail himself of the election. For instance, the section is
 

. not available to a taxpayer who has income from the conduct of t~
 
~business,or from a partnorship or trust, or who has reulized gain
 
from the sale or exchange of property. If a husbund unrl wife file
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scpnrato returns under the section, the limitation of $3,000 applies to 
tiw gross income of each; if they file a joint return, the limitation 
applies to the combined gross income of the spouses. 

The amount of the tux imposed on specified amounts of gross income 
is dO(.OI'Illille<! by reference to the schedule set forth in section 400, a 
dllpli('llLe of which will be printed on the reverse of the form pres
cr i bed 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 fn.lling' within the particular block The tax imposed is 
the amount appearing in column 3 or 4 opposite the particular block. 
If tho taxpayer is a single person who is not the head of a family, the 
tux imposed is the amount set forth in column 3. If the taxpayer is 
tl ICllwfld of n Inmily or a married person, the tax imposed is the amount 
sd forth in column 4: If a taxpayer has one or more dependents, he 
merely sub trncts 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 
Iimit.s of tlw blocks, reduced by 10 percent as an allowance in lieu of 
c!l'duetions from gross income. The schedule takes into account a 
personnl exempt.ion of $750 for II siturlo person and $1,500 for a marrie.ll 
P<'l'SOIl or tho head of a family, the srunc us nllowod by section 25 in 
respect of the tax imposed by sections] 1 and 12. 

Sl'ction 401 prescribes certain rules to be observed in the application 
of tho schcdulo set forth in section 400. The section states that only 
a married person living with husband or wife is to be deemed a "mar
ried person" for the purposes of Supplement T, and specifically defines 
a "deJlendent." For the purposes of t.his Supplement, the status of a 
taxpayer as a "married person," "head of a family," or "dependent" 
is to he determined as of the last day of the taxable year. Conse
qur-ntly , the provisions of section 25 (b) (3) rolating to the apportion
ment of the personal exemption and credit for dependents by reason 
of It change of status during 1,110 taxable year have no application in 
ascertaining the amount of the tax under section 400. Thus, if a 
taxpuy«: has 011 the last day of the taxable yenI' a dependent within 
t1l(l meaning" of the definition contained in sect.ion 401, he is entitled 
to reduce his gross income by $400 in order to ascertain the amount 
of Lax, and it is immaterial that the dependent may have occupied 
such stat.us for only a portion of the taxable year, 

SPC,tiOIl 401 provides tllat if a husband and wife living together file 
scpn rato ret.urns under section 400, oach shall be treated as a sin~lo 
person. Thus, in effect, each receives the benefit of one-half the 
p(~rsonal exemption allowed a husband and wife. If they file separate 
returns and ono spouse elects 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 allowed a married person. The 
personal exemption and credit for dependents of the spouse who 
docs not elect to be taxed under section 400 is determined under the 
provisions of section 25 (b) and is not governed by his status on the 
last day of the taxable year. Under the provisions of section 25 (b), 
as amended by section III 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 husband or wife one-half of the personal 
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exemption allowed a married person for such portion of the taxable year. 

For example, H, a widower having two dependents, marries W, a 
single person, on .July 1, 1941. For the calendar year 1941, they filed 
separate returns and W elects to be taxed under section 400. W is 
taxed as a single person and, since she receives tho benefit of 11. $750 
exemption, she in c/fect receives the benefit of half the marital ex
emption of $750 for the second half of the year by reason of her st~tus 
on the last clay of the tnxnble year. II, who is taxed llIldCl' sccttons 
11 and 12, is suhjPct to the provisions of section 25 (b) (3) requiring 
an ltppoytionment of the Pl'l'sollal exemption and credit for dopcndonts 
by reason of a chnllge of stntu8 during the taxable year. II qnaiifies 
as the llQud of a fnmily for the first 6 months of the taxable year and 
os It married person living with husband or wife for the last 6 months. 
Accordingly, his personal exemption is six-twelfths of $1,500 for tho 
first half of the year plus six-twelfths of $750 for tho second half, or 
$1,125. Inasmuch us his status as the head of It family arises from 
the fuct that he mnintaincd a home for two dependent children, the 
credit for one of such dependents for the first 6 months of the taxable 
year is disallowed. Ho iB therefore entitled to It credit for aile de
pendent for the first 6 months and It el'l'di t for two clopcndon ts for 
the last () months. Il is credit for dep('.ndf'nts is therefore $000. 

Section 401 also provides that a marril~d person who is not the head 
of It family and is not living with husband or wife OIl the lust day of the 
t~Lxable year shall be subject to the tax imposed upon n single person. 

An e]('etion to bo taxed under section 400 can be made only by 
Ilflirml1tive action of the tnxpl1yer. Section 402 provides that the 
election to be taxed under section 400 shall be made by filing a return 
lor the taxable year on the form prescribed for making It return of the 
tax under this section. Such an election once made is irrevocable. 
Consequently, such election may not be changed by an amended 
return. Moreover, if for any taxltble~ear the taxpayer makes a 
ret.urn without regard to this supplement he may not thereafter elect 
for such tnxablo year to have his tax computed under this supplement. 
II the tnxpll,yer fails to file a return for the taxable year and the Com
miBsioner or the collector makes a return und er the authority of 
section 3612, such return shall be made without regard to tho pro
visions of this sllpplrment and the taxpayer shall bo deemed to have 
lost his right to muko all election for the taxable year under this
supplement. . 

Section 403 provides that tho provisions of section 31 (relating to 
forrign tax credit) and section 32 (relating to taxes withheld at source) 
shall not apply with respect to the tax imposed by Supplement T. 
This provision is necessary in the interest of simplicity. If substan
tial amounts of either such credit 0.1'0 involved, the taxpayer should 
make his return under the general provisions of the statute. . 

Section 404 provides t.hat, Supplement T shall not apply to a non
resident alien individual, or an estate or trust. This provision is also 
necessitated in the interest of simplicit.y. Such taxpayers are subject 
to special provisions of the statute that are not readily adaptable to 
the method of taxation employed in Supplement T. 

&ction 102 (b) of the bill amends sections 11 and 12 of the code to 
inrludr cross-rrferenees to section 100. 
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Ly nonresident foreign corporations organized under the laws of any 
country in North, Central, or South America, or in the West Indies,' 
or of Newfoundland. 

·1' 

SIDCTION 110, D'EFENSE TAX RATES ON PERSONAL HOLDING COMPANIE8 
AND TRANSFERS TO AVOID INCOME TAX INCORPORATED IN RATE 
SCHEDULES 

This section corresponds to section 109 of the House bill, which 
amends section GOO (h) and section 1250 (b) of the Tutcrnul Revenue 
Code in order 10 make porrnunent the defense taws imposed by such 
fwct,ions on personal holding companies and on trnnsfcrs to avoid 
income tax. The bill as reported by your committee repeals these 
sr-ct.ions, and the tuxes imposed by them are integrated with the 
tux on personal holding compnnies and the tax on transfers to avoid 
income tax. 

SlDCTION 111. PERSONAL EXEMP'l'ION 

This section, for which there is no corresponding provision in the 
House bill, amends section 25 (b) (1) by lowering the personal exemp
tion of married pl'}'SOns from $2,000 to $1,500 and the personal exemp
tion of single pcrsons from $800 to $750, The section also amends, 
section 214 of the In terual Revenue Code (relating to personal exemp
tion of nom-esidcn t alien individuals) and section 251 (f) of the Internal 
Hevenue Code (rolating to personal exemption of citizens entitled 
to the benefits of section 251) by striking out $800 and inserting in 
lieu thereof $750 in conformity with the changes made in section 
25 (b), . 

This section further amends section 2.5 (b) (1) relative to the 
personal exemption of a married person whose spouse files a separate 
return under Supplement. T, added by section 102 of the bill. " 

SECTION 112. RETURNS OF INCOME TAX 

I n accordance with the change in the personal exemption made by' 
section III of tIle bill, this section amends BCI tion .51 (a) of the Internal 
Revenue Code to require a return in the case of any individual whose 
gross income is equal to or in excess of the personal exemption at', 
reduced by secton Ill. Thus, a ret.urn is required from any individual 
who is single or married but not living with husband or wife if his groS8' 
income is $750 or over, and from It married individual living with: 
husband or wife if having a gross income of $1,500 or over if the otb 
spouse has no gross income, or having 0. gross income together with tb 
other spouse of $1,500 or over. 

A similar change has been made with respect to fiduciary ret 
and with respect to the amount of payments to individuals whi 
requires an information return from the payor of the income, 

1:>ECTION 118. CREDIT FOR DEPENDENTS 

This section is the same as section 110 of the House billwh' 
amends section 2.5 (b) (2) of the Internal Revenue Code relative 
the credit for dependents, 

In the case of the head of a family or a married person living wil 
husband or wife, the sxisting law provides as a credit against 
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i'lcome a personal exemption plus $400 for each dependent other 
than husband or wife. Under these provisions, a married person 
living with husband or wife and llftving no dependents receives as a 
maximum credit the personal exemption, On thc other hand, an, 
unmarried person maintaining a home for a person who also qualifies 
as 8. dependent may receive in nddition to the same persolIal expmption 
8. credit for $400 for such dependent. The proposed legisltd.ion 
disallows the credit for ouo deppndnut in cases where the taxpayer's 
status as head of IJ, In.mily is occasioned Baldy by the existence o] one 
or more of such dl')Wlldlml,s. The nnlendlllOnt will not nlfect, any ease 
except one in whicl, t.he iuxpaynl' ocr:upips j,llC status as IIl'ad of a 
family solely by reason 01' I,he PXi"telll'l' of a person [or whom he 
is also entitled to Ow credit for It depeudent, HoI' instance, it will not 
Opemte to reduce t.he crcdi t in the caso where It widower' is rnain tl1ining 
8 home for two cJlildren, only one of wllOw qualifies as a dppendnnt. 
In such case, the stntus ns head of 11 family is not o('nl)SiOll('d solely 
bv existenee of the child in respect of whom the credit of $400 is 
aIlow(~d (mel conseqllPnLly the tll,xpayer may be entit,]ed to the personal 
exlmlption aBowed tIlO head of a fa,mily plus th« $400 credit, the sameas under existing Inw. 

SECTION Il4. NON-INTEllEST-DEAUING OBLIGATIONS ISSUED AT
 

DISCOUNT
 

This is the same as "ection 111 of the House bill an.l provides that 
any taxpayer who owns any non-interest-bearing obligations issued 
at 11 discount and redemnl1hlc for fixed amounts incl'casing- at stated 
i.nl(lTVllls and who, under the method of accounting used by him in 
«Imputing his net income, is not permitted to report the incrcment in 
value of such obligations as it accrues, may, nt his election, treat SUch 
i::ICTt'Dlent in value as constituting income to hunin thc year in which 
itaccrucs rather than in the year in which the obligations nrc disposl'd 
01, redeemed, or pnid at maturity, Under existing law n taxpayer
 
(lJ} the accrual basis who owns, for example, non-intcrest-bearing

United States defense bonds is required to report tho inereIIlent ns it
 
_rues, whereas fl taxpayer on the cash basis Who owns such dnfense
 
IIonds is required to tl'cat the cutirn incrmnent in value us being
 
iIIoome received in the year of redemption or maturity. Therefore,
 

. trith respect to such non-interest-bcaring United Stlltes defense 
liIonds, the effect of this section is to cxtend, at the election of the 

'l&.I:payer, the uccruul method to a taxpayer on the cash basis, but only 
.. the limited purpose of reporting the increment in value of suchbonds liS it accrucs, ' 

The election provided for ill this section must be made in the tax
payer's return, and may b() lIlade for any taxable year beginnir,Jg after 

.'. ~mber 31, 1040. Wlwn so mado With respect to any obligatIOn, 
• election shall apply also to all obligations of the type described 
... this section OWned by the taxpltyer Or thereafter acq uiror] by him. 
'I\e dec 'ion Rpplies to the taxable year for which Such return is filed 
.. is hinding for all subsequent tllxnble years IIllless the Commis
~r permits the tllxpnyer, subjllct to such conditions as the Com

'IIaIIIRoner deems necessary, to change to a diffcrent method of report
.. income from Such bonds. Although the eJection, once made, is
iihd~ upon the taxpayer, it would not apply to a transfel'l~e of such 
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