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- s are imposed upon distilled spirits which on
JulF;lofr 15528]:(31-2&})::1(1 by a.nypperson Ia?,nd intended for sale or for ulse
in the manufacture and production of any article intended foll_‘ sale.
The rate is 75 cents, which is the increased rate imposed uIion 1%110r.
An exemption of 100 gallons is allowed in the case of a retai ﬁr. (iur
committee did not increase the tax on rectified spirits Whlq are a s0
subject to increased tax on distilled spirits. ‘

BEER

i i liquors from $5

ur committee increased the tax on fermentesi‘ q
a bYa(.)rrel to $6 a barrel, effective July 1, 1940. This amounts to a
20-percent increase in the rate of tax. In addition, a floor-stocks tax
‘18 imposed upon stocks held by manufacturers or wholesalers at the

rate of $1 per barrel.
WINES

The taxes on wines were increased at the following rates:

Percent-
Old rate | Newrate | ageof
‘ increase

Cents Cent:} Percc‘n.t

..... 5 20
Bl Wines. e " S »
oo % 2 2

Wiing wite: 2 3
Sparkling wines_ _ 1& L 0
. 0 12 20

0 oo
Fortification of wines

ADMISSIONS TAXES

isting law, an admissions tax of 10 percent is imposed ex-
ce;{ngil;ereg tl?e gmom’lt paid for admission is less than 41 cer}.ts. Inl—
stead of raising the rate of tax, your committee dee;medf 1t_fnu(£ h
simpler and more feasible from an administrative point of view to
decrease the exemption from 40 to 30 cents.

OTHER MISCELLANEOUS TAXES

The following table shows the increases in other miscellaneous taxes:

Percen[t‘
)
Description of tax 014 rate New rate i :gre:s .
B 7 S 10 percent._._| 11 p(&rmnt___ 18
O O e bon office. T T TTT T ooz oo eoon e oo 10 poroont. [ 11 p roont.....
Sales outside of box office___ . "i;/;g-on_fsi____ 3030 oo By
g?bg.rg‘tlsémor gardens, ote.. 10 pereent___| 11 percent__. }g
u Seeurities. 5
Corporate securities l()“CA(,nC_s_ ----- e n
Capital stock . . i P
D — 26
- 20
3334
10
10
10
D opasit boxes. 10
Safe-deposit boxes_ .. o
Pistols and revolvers.... 0
Wholesaleirs ]in Hquor. .. o
Retailers in liquor. . _______.___ 1
Brewers (more than 500 barrels) . b
Brewers (less than 500 barrels). 0
‘Wholesalers in malt liquors n

Retailers in malt Hquors_._.

THE REVENUE BlLL OF 1040 9
Percent.
Description of tax OId rate Now rate age of
increase
Bpecial cases 10
Rectifler: 10
0 10
Btills__ 10
Jo - 10
Tires . -] 214 cents____ 11
Tuhes.... I 4conts. . __ 121%
Toilet preparations <-----[ 10 percent___{ 11 percent... 10
Automobiles. T T e 2 percent____| 214 percent__ 26
Other automobiles. 1221 1T TTIIITITTIII T T e 3 percenti.._ | 315 percent_. 1634
Autopurts_ T I 2 percent_. .| 216 percent.. 25
Radios._. = 10T --| b percont_.__1 516 percent.__ 10
Mechanical rofrigcrators. R TV do_______ 10
Tirearms_______ .. _ 77T 10 percent___| 11 percent._. 10
Mntehes .. .. Seents . .| f1¢ cents. .. 10
Llectrical energy_ 3 percent__._| 314 percent. . 1140
Gasoline .. .. lcent_ -| 1% cents_ .__ 50
Lubrieating oils.__ T 777 _ 4 conts. -| 4% cents . __ 12%
‘Transportation of oi) by pipe line__ -| 4 percen -| 4% percent.__ 1244
Transfers of bonds....._ . 4 conts. Bcents _____ 25
Conveyances_ ____ | 50 cents -} B5cents_____ 10
Playing eards______ -0 77771 e 10 cents__ ___ 1l esDLs_.___ 10

CONTINUATION OF TEMPORARY EXCISE TAXES

The bill also provides for the continuation of the temporary import
and excise taxes which either expire or have their rates reduced in 1941,
Under the bill these taxes will not expire or have their rates reduced
until 1945.

TAXES NOT INCREASED

(1) Noincrense is provided in the case of certain taxes of a regulatory
nature, such as the taxes on white phosphorous matches, mixed flour,
filled cheese, narcotics, sugar, bitwininous coal, and certain types of
firearns. Likewise, the bill does not, increase certain excise taxes on
imports such as those levied with respect to coal, lumber, copper,
petroleum products, and certain vegetable oils. The revenue from
these tuxes is small, and since they are designed for a particular
function which an increase in their rates might impair, your com-
mittee feel they should not be increased and some of them are
aflected by reciprocal trade agreements.

(2) The bill makes no changes in the taxes levied under the social
security program. These taxes are directed to a special purpose and
1tis not felt that they should be increased for the defense program.

(3) In the case of the taxes on communication facilities (telephone,
telegraph, radio and cable), severe administrative difficulties convince
your committee of the inadvisability of increase in rates,

DISCUSSION OF PRINCIPAL INCOME TAX CHANGES

(@) Lowering of personal exemptions.—Title I of the bill lowers the
personal exemption from $1,000 to $800 in the case of single persons
and from $2,500 to $2,000 in the case of married persons or heads of
families. This will make approximately 2,190,000 new taxpayers,
Of the additional revenue to be derived from this source approxi-
mately $14,000,000 will be derived from new taxpayers. This is a
permanent change and first goes into effect with respect to taxable
years beginning after December 31, 1939.
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i ) i tax rates
tle I of the bill also increases permanently the sur

ng)l) rgp:ct to taxable years beginning after December 31, 11939.
The normal tax rate, which is 4 percent under existing law, 18 not
changed in the bill.  The following table shows the surtax rates under
the existing law and under the bill:

TasLe L—Comparison of surtaz rates, existing law, and proposed bill

Amount of surtax net lncome ¢
— Existing | Proposed “:)'rn;’:,z'
Not exceed- | 18W T8% biilrate | j5crense
. Exoceding ing
Percent | Percent Pen(:)ml
$6, 000 4 4
S 8?)3 8, 000 8 8 1
3, 000 10, 000 6 8
10, 000 12, 000 7 10 3
12, 000 14, 000 8 12 s
14, 000 16, 000 9 15 g
16, 000 18, 000 1 13 7
18, 000 20, 000 13 21 8
20, 000 22,000 15 2% 2
22, 000 26, 000 17 27 0
y 32,000 19 3;({ % 1
2, 000 38, 000 21 3
gﬁ: 000 44, 000 2 36 }32
44, 000 50, 000 2 40 ]
50,000 50, 000 31 m 19
66,000 60, 000 35 “ K]
60, 000 62,000 35 47 2
62,000 68, 000 Y 47 8
68, 000 70, 000 4 a
70, 000 74, 000 4 50 g
74, 000 80, 000 47 50 3
80, 000 90, 000 51 53 2
90, 000 100, 000 55 56 !
100, 600 150, 000 B8 58
150, 000 200, 000 60 60 0
200, 000 250, 000 62 62 0
250, 000 300, 000 o 64 0
300, 000 400, 000 66 66
400, 000 500, 000 68 8 g
£00, 000 750, 000 70 70 0
750, 000 1, 000, 000 72 72 0
1,000, 000 2, 000, 000 73 73
2,000, 000 5, 000, 000 74 74 g
5, 000, 000 and up \ ............. % %

| income-tax burden.— (1) Permanent increases: In order to
sec(lcl)re:ls;()tcgémplete picture of the total income-tax burden, t'hﬁ follo(;v-
ing tables are included with respect to a married man with no de-
pendents. Table II shows the increased normal and surtax ré].test(l)ln
o married man with no dependents under existing law and under the

bill, While there is no change in the normal tax rate over that of

:sting law, the normal tax itself is increased by reason of the lowering
g?lgﬁglgxemptions to $800 for single persons and to $2,000 for married

persons.
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TaBLE II.—Comparison of normal and surtaz, exisling law and proposed bill,
married person, no dependents, all income earned

Normasl tax Surtax
Surtax
Not Income
Prosont | Proposed | Present | Proposed | increae
law bill law bill
0 0 0 0 0
0 $10 0 0 0
28 0 0 0
44 64 0 0 0
80 100 0 0 0
116 136 0 0 0
152 172 $20 $40 $20
188 208 60 80 20
224 244 108 140 356
200 280 165 200 48
206 316 210 280 70
332 352 270 360 00
368 388 338 400 125
404 424 406 155
444 464 480 680 200
644 664 M5 1, 460 815
844 804 1,648 2,630 985

1,044 1,004 2,528 4, 1,818

1,444 1,464 4,035 7,220

1, 844 1,804 7,025 10, 880 3,055

2,244 2, 264 10,085 15,300 5,215

2,644 2,604 13,806 18,940 6,135

3, V44 3,064 18,225 24, 8,658

3,444 3,404 23,226 30,120 6,896

3, 844 3,864 28, 625 35, 660 7,035

5,844 5,864 57,550 64, 620 7,070

7,844 7,864 87, 500 o4, 7,

B, 844 9,864 118, 450 125, 540 7,000
11, 44 11,864 150, 400 157, 500 7,100
15, 844 15,804 218, 350 223, 460 7,110
19, B44 19, 864 284,300 201,420 7,120
29, 844 29, 864 459, 260 466, 380 7,130
39, 844 30, 864 039, 200 £46, 340 7,140
70, 844 79,864 | 1,369,175 | 1,376,320 7,145

199, 844 199,864 | 3,589,150 | 3,506,300 A

It will be noted that a married person with a net income of $2,500
pays no tax under existing law. However, under the bill he will
{:ay anormal tax of $10 for each taxable year beginning after Decem-

ot 31, 1939. The same person with a net ineome of $3,000 will pay
for each such taxable year a normsl tax of $28. No surtax is imposed
either under the bill or under ihe existing law until the net income
of a married man exceeds $6,500 under the present law and $6,000
under the bill. In the case of a single person, no surtax is imposed
until the net income exceeds $5,000 under the present law and $4,800
under the bill. The largest increase in the surtax rate over existing
law is with respect to married persons with net incomes between
$46,000 and $58,000, where the rate is increased 13 percent. In the
case of a single person, the largest increase is with respect to net
incomnes from $45,000 to $57,000, where the rate is also increased 13
percent.

(2) Temporary increase: In addition to the permanent increases
caused by the change in the exemptions and the surtax rates, title
IT of the bill imposes a 10 percent supertax with respect to taxable
years beginning after Decernber 31, 1939 and before January 1, 1945,
This is shown in the following table:
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81 bill, married
— ] total tax burden, existing law and propoged bill,
Tasim I Compan;(;:zsg;fly no dependonts,’all income earned

Effective rate In percent

Yroposed ¥ roposed Proposed bill
nt | bill exclud- . bl includ-
Net income P'I’g’; g super- Super-tax Ing f;lxp or-. | prosent
tax

law ‘Without | With
super- super-
tax tax

0.40 0.44
.98 }.%
L10 1.60 .
1.60 2.00 2,20
1.93 2.27 240
2.46 3.03 3.3
) 3.10 3.60 3.96
. 3.60 4 4,69
. 415 4.80 g.gg
. 460 5. 42 .
. 5. 02 g.gg 6.5
. 5.41 ) .
) 5.78 7.03 7.73
. 8.16 7.63 8.39
: . 62 11,68
i | | sl IR k| bl W
2 , . , 18.71
' 0 11.90 17.01
3, 569 5 104 510. 40 5, 614. 4 1871
y 2. 40 14.05 21.71
5 079 8, 684 868, 40 9,65 211 2.8
' 1,284, 40 14,128, 40 17.74 .0 28,
by ggg g'gﬁ 1, 756. 40 18, 320 o 25| ®a 822
' , 2,260.40 24, 8 . 52
s E o bmB 2EB) ER 48 HE
1000 26, 869 33,584 | 8,358, 4 , 942, 9. 47.32 41.06
o005 ; 3,052, 40 43, 476, 40 32.47
32, 469 30, 524 ) ¢ 30.52 42.48
by . 7,048.40 77, 532. 40 2.9
63, 394 70, 484 ! i6.99 5169
a0, ' 0,765.00 | 112 180. 60 47.67
$200 95, 344 102, 444 . Bl 22 .10
$250, 2 1,450.60 |  146,863.60 51. 32 )
128, 204 136,404 | 11, o 10 8878
Y 13, 063. 60 182, 427. 60 54.08 .
$300 162, 244 160,364 | 13, . 48 60.31
; ) 16,061.60 | 255, 301.60 58. 05 .
232104 239, 3% ) ; .8 &a.88
o . 18,871.60 | 330, 155. 60 60.83
304, 144 311, 284 ; % 6220 68.03
ey 489, 604 406,244 | 25,375.60 |  521,619.60 85, . .56
o . \ 31,379.60 | 717,583 60 67.90 |  68.62 .
e ot o . 4 72.81 75. 53
el ) 54,381.60 | 1,510, 505.60 72.45 .
1,449,019 | 1,456, 184 . : 75.53
2%"*”' 3,788,994 | 3,796,164 | 120,383, 60 | 3, 916, 547,60 75.78 75.93

.. . thout
the above table it will be noted a married man, wit

deggr(:g:mts, having a netfincggne of $2'()’th0 I‘Z:irl i}:ﬁ(}ir i1];1 a}gg{ﬁggeﬁg
taxes $2,124, an increase of $535 over existin ) § :

i ’ he bill, of $212.40 for 5 years,
will pay a super-tax, under title 11 of t L, for © yoars,

1 : | tax for such 5-year period of $2,336.40 or
me?‘lc(:;% ?)ft(;ltiglx?;tnilllliome as against 7.95 percent under existing lavsii.
g)ne ;;vith $50,000 net income will pay $12,844 in permanent iag,s zgég
$1,284.40 super-tax, making a total of $14,128.40 as agains 869
under existing law, or 28.26 1percent', of his net income as again
t under existing law. )

17'(,17;)1 ilg‘;f#ement for ﬁling indwidual income tax re{f}trns.fUélx(rtllzx_'
existing law, an individual, if single, is not required t(l) file itl} nl(I}l(()}me -
tax return unless his gross income is $5,000 or more %r uls net i como is
$1.000 or more. In the case of a marrled_ indivi lual, noore n
re(iuired under existing law, unless his gross income is $5,00 ((i)p fmucl;
or the net income is $2,500 or more. A return is also req}ulre ifs h
individual and his spouse each has a gross income and t fle aggre%n]e

ross income is $5,000 or more.  The bill requires a return from a :(11 ?n-
mdividual if his gross income is $800 or more and fr0m2a015})arr1 d in-
dividual if (1) such individual has a gross income ofh$_ 9 'dor&1 rore
and the other spouse has no gross income or (2) if such individu i and
his spouse each has for the taxable year a gross income an
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aggregate gross income is $2,000 or over. Many persons have failed
to file returns upon the assum tion that their income was insufficient,
when, in fact, they were liable for the filing of a return and the ayment
of a tax. This change will require s dproximately 8,000,000 agdltional
returns, and it is belioved will resu}t in the collection of substantial
additional taxes. It is estimated that under existing law approxi-
mately 7,500,000 individual returns are filed.

ANALYSIS oF BILL BY SECTIONS

.

TITLE I

This title contains permanent amendments to the Internal Revenue
ode.

Section 1. Short Title

This section provides that the act may be cited as the Revenue
Act of 1940,

Section 2. Surtax on Indimduals

This section increases the surtax rates on taxpayers other than
corporations. This surtax schedule has been discussed in a previous
portion of the report. The increase is effective in the case of taxable
years beginning after December 31, 1939,

Section 8. Corporation Tax

The rates of income tax on corporations are increased 1 per centum
effective with respect to taxable years beginning after December 31,
1939. This section makes the specifie rates named in existing law 1
per centum larger regardless of the character of the corporation,
whether large or smalf, or whether of a special class or of a general
class. The effect of existing law, together with the amendment, is to
subject to the 1 per centum increase corporations, such as banks and
Imsurance companies, whose rate of tax under existing law is the same
&s the rate on corporations in general, :

Section 4. Nonresident Alien Individuals

This section increases the rate of income tax upon nonresident alien
individuals not engaged in trade or business within the United States
and not having an office or place of business therein from 10 per
centum to 15 per centum, such individuals beinie; taxed under existing

e

law on their receipts from fixed and determinab income from United
States sources, such as interest, rents, dividends,

ment in the figure of $21,600 in exi
which a nonresident alien individual is exempted from the flat 10 per
centum tax provided for in existing law and is subjected to tax at
normal and surtax rates on the same items of income as above men-
tioned. Twenty-one thousand six hundred dollars is changed to
$24,000, and the section also increases from 10 per centum to 15 per

centum the minimum rate of tax payable by an individual having
gross income of such amount.


http:80,000....�___�
http:9,552.40
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Section . Withholding of Tax at Source

i i i hich taxes may be
i 1 rovides for various rates at which )
‘Wig)mhsetﬁin%xt %lv;,e gource in the case of gonresllldent zta,_heni ar:)c}‘ri(s);%lgg
1 1 this section to ¢
ations. These rates are increase by I ;
(;;)il;ll)loihe increased rates of tax imposed by other sect,éon.qlg‘f1 Othe bill,
The new withholding rates are to take effect on June 26, .

Section 6. Personal Exemptions

] ; i it f the income tax
i broadens the base for the imposition 0
by’liglw?esl"?ﬁtgl?})xe personal exemption of fmglrrlled personsffrré)rlrllx g%’(?(())(()) ‘Zg
¢ tion of single persons 0
$2,000, and the personal exemp from 1,000 ¢
00. i to $800 the personal exemp

3800, The sect o reduceﬁi h under existing law is a flat $1,000
nonresident alien individuals, which unde: ' s o
ital status. A similar change 1s made, on,

{ggtiﬁg IESZeOi;n %ﬁited States citizens doing business In any possession

of the United States.
Section 7. Returns of Income Tax

isti i 1 turn in the case of
<isting law, the requirement of filing a re ¢

ingif]i(tlie;a?: li?s. 1bfsed u,pon the amount of the net mconfugs g(})l(l)ﬁ(.)l 5;) (())‘r’ ;;1

i income of $5, T,

excess of the personal exemption, or & gross C 0 ror.
i i - test as the basis for the requirt

This section abandons the net-income ] > requirt-

test of gross income equal o

ment of & return and substitutes a test of gross Income o from an
quired from ¢

excoss of the pel.'sox'ml ety d (i]s’ t Living with husband or wife
individual who is single or married and not iving wi o usband ot w1

if hi 1 i d from & married individual iving

if his gross Income 18 $800 or over, and Ir T e A the

ith husband or wife if having a gross mcome 0% 2,4,
Z)thér lsl;)s;)u'se has no gross 1ncoine, or having a gross imncome together
1 f $2,000 or over. ) .
mfkh :ﬁifzﬁ’ogﬁgsge has been made with resgg(c)té t& ﬁdtrlltls(l)stlrlglrt rgftli)r;;;
i .tion also reduces from $1,000 to < the a
mgl}ést?)egr:dividuals which requires an mfotmamon return from the

payor of the income.
Section 8. Cigarette Papers

This section amends section 2000 f(d) o{{ the Int%mgég{zvcegxsaglﬁs
i an
to remove the present exemption ol packages Rticen
ting tax on cigarette papers i pac
25 papers or less from the exis x.0n CIgarests | > in packages
pers or le
or books. Packages and books containing pth crs o Less T ore
iect to the tax in the same manncr as tho g
tt)ﬁuiuggeand not more than 50 papers. The amendment made by this

section is effective July 1, 1940.

Section 9. Treaty Obligations B
i . de by this

1 i rovides that none of the amendments ma
tit'lrehz)sf i%cglgﬁlpshall apply in any case so as to be contrary to any

treaty obligation of the United States.
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Section 10. Taxable Years to Which Title Applicable

This section provides that the amendments made by this title shall
be applicable only with respect to taxable years {eginning after
December 31, 1939, but an exception is made of the amendnents
made by section 5, relating to the rates of withholding of tax at the
gource, which, as has already been pointed out, is effective June 26,
1940, and section 8, relating to the tax on cigarette papers, which is
effective July 1, 1940.

TITLE II

This title contains temporary provisions increasing rates of tax in
general for a period of five years, and imposes necessary floor-stocks
taxes to complement the increases in certain excise taxes. All these
grovisions, except as specifically pointed out hereinafter, are effective

uly 1, 1940, to continue until July 1, 1945.

Section 201. Super-tax on Incomes

This section adds a new section 15 to Chapter 1 of the Internal
Revenue Code providing that for taxable years beginning after De-
cember 31, 1939, and before January 1, 1945, each taxpayer’s tax
(after applying the amendments made in title I of the bill) shall be
increased by 10 per centum of the amount thereof, For the purposes
of this 10 per centum increase, the tax which is to be increased is com-

uted before the application of the foreign tax credit and the credit
or taxes witbheld at source. Suppose, for example, that the net in-
come of the corporate taxpayer 1s $100,000, of which $60,000 is
attributable to a foreign country, to which a tax of $25,000 has been
paid. Under existing law the United States tax before applying the
eredit is $18,000, and the credit is that proportion of $18,000 which
$60,000 bears to $100,000, or threc-fifths, or $10,800, thus making the
tax payable $7,200.

Under the bill the tax will be computed as follows:

Net income. - . o e $100, 000
Tax (computed without see. 15) . e 19, 006
10 percent increase. . . .. el 1, 900
Total . e 20, 960
Foreign tax credit three-fifths of $20,900__ . o oo~ 12, 540
Tax payable under bill . _____________ . _______ 8, 366

This section also provides, however, that in no case shall the effect
of the section be to increase by more than 10 per centum the amount
by which the net income exceeds the tax computed without regard to
section 15. This limitation has the eflect of affording relief to non-
corporate taxpayers whose income tax, computed without regard to
the super-tax provisions, amounts to more than 50 per centum of their
net income. It is provided that such taxpayers shall pay a super-tax
of not more than 10 per centum of their income remaining after deduc-
tion of income tax computed without regard to the super-tax provi-
sions. This limitation may be illustrated by the following example:

_ The net income of an individual entitled to the maximum earned
income credit and having no capital gains or losses, after apphcation
of the personal exemption and credit for dependents, is $750,000,




