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prevent the rate in the higher brackets from being confiscatory, 8 
cushion is inserted which prevents such increase from being greater 
than 10 percent of the net income in excess of the tax computed under 
existing law, as amended by title 1. This cushion begins to operate 
where the tax so computed is in excess of 50 percent of the net income, 
which in the case of a married person is around $200,000. The follow­
ing examples will show the result of the operation of the tax and the 
cushion: 

Net income 
Tax nnder 

existing law 
as amended 

by title I 

super­
tax Net income 

Tax under 
existing law 
as amended 

by title I 

Buper­
tax 

$3,000. ______________ ---:---­
$6,000. ______________________ 
$10,000_____________ • ________ 

$28 
100 
480 

$2.80 
10.00 
4.8.00 

$100,000. ______•_____________ 
$:l00,000. ________• ___________ 
$1,000,000_." ____• ___________ 

$30,524 
160,364 
fj86,204 

$:1,0.~2. 40 
1:1,06:1.60 
31,370.60 

It will be seen from the above examples that in the case of a married 
man without dependents with $5,000 net income, the supertax is de­
termined by increasing the ordinary tux of $100 by 10 percent, or 
$10, making a total tux of $110. The cushion will not operate in 
this case because the ordinary tax is not in excess of 50 percent of the 
net income. In the case of a married man with $300,000 net income 
the 10 percent supertax if applied without the cushion, would amount 
to $16,936.40, but since the ordinary tax is in excess of 50 percent of 
the net income the cushion applies. Accordingly, the supertax in 
this last example is computed by applying the 10 percent against 
$130,636 (the amount of the net income less ordinary tax) instead 
of against the tax of $169,364. This makes the supertax $13,063.60 
instead of $16,936.40. 

(2) EXCESS·PROFITS TAX 

The amount of the excese-profits tax payable for any taxable year 
ending after June 30, 1940, and before July 1, 1945, is increased by 
10 percent. Thus, a corporation with an excess-profits-tax year 
ending July 31, 1940, will be subject to the 10-percent increase. If 
the excess-profits tax payable is $1,000, the supertax will be $100, 
and the corporation will pay a total excess-profits tax of $1,100. 

(3) CAPITAL-STOCK TAX 

The capital-stock tax is increased for the year ending June 30, 1940, 
and for the 4 succeeding years ending June 30, from $1 per thousand 
of adjusted declared value to $1.10 per thousand of adjusted declared 
value. 

(4) ESTATE TAX 

In the case of a decedent dying after the enactment of this bill 
and before the expiration of 5 years after such date, the estate tax 
payable (after application of the credits provided for State death 
taxes and Federal gift taxes), is increased by 10 percent. 

(5) GIFT TAX 

The gift tax is also increased by 10 percent, effective for the calen­
dar year 1940 and subsequent calendar years up to and including the 
calendar year 1945. 
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. For the calendar year 1940, the increase is in effect applied only to 
gifts made after the date of the enactment of this bill. This is accomp­
lished by determining the gift tax for the entire year at the existing 
rates and adding thereto an amount. which bears the same ratio to 
10 percent of the tax so computed as the amount of gifts made after 
the enactment of the bill bears to the total amount of gifts madeduring the year. 

(6) TRANSFERS TO AVOID INCOME TAX 

Under the existing law, an excise is imposed upon the transfer of 
stock or securities by a citizen or resident of the United States, or by 
a domestic corporation or partnership, or by a trust which is not a 
foreign trust, to a foreign corporation as paid in surplus or as a con­
tribution to capital. The rate under existing law is 25 percent and 
this has been increased to 27)~ percent in the case of any transfer made 
dw'ing the period after the date of the enactment of this bill and beforeJuly 1, 1945. 

(7) TOBACCO TAXES 

The bill makes the following changes in the taxes on tobacco andtobacco products: 

Tobacco. snuff, cigars, and cigarettes 

~.."',.~._----

Description Of tax 
Old rate New rate Peroonta~e 

of increase 
Bnu1J and suu1JlIour 

16~ 
16,3 
1673 
1673 

16a16 
15 0 
16'3 
16~3 
16,3 
16~3 

A floor-stocks tax is imposed upon all the products listed above to 
which the increased rates apply, with the exception of cigarette 
papers. This tax is equal to the difference between the old rate and 
the new rate and is imposed with respect to such products held by 
any person for sale otherwise than in retail stock. The tax on chew­
in~ tobacco was not increased, due to the declining consumption of 
this product and the small amount of revenue involved. 

DISTILLED SPIRITS 

Your committee increased the taxes on distilled spirits at the
follo~g rates: 

DistIlled spirits 

e~~:7r~:;~~_:~~====~=========~ =====~=~=== =

Percent­I NewOld rates, rates age of 
Increase 

---.~ 

$2.25 $3.00 33~2.00 2.7f1 37~=:= =:=:: :===-.:::::: 2.25 3.00 3:1l> 
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Floor-stocks taxes are imposed upon distilled spirits which on 
July 1, 1940, are held by any person and intended for sale or for use 
in the manufacture and production of any article intended for sale. 
The rate is 75 cents, which is the increased rate imposed upon liquor. 
An exemption of 100 gallons is allowed in the ease of a retailer. Your 
committee did not increase the tax on rectified spirits which are also 
subject to increased tax on distilled spirits. 

BEER 

Yom committee increased the tax on fermented liquors from $5 
a barrel 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 
'is 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: 

~o 

Old rate New rate 

--------­
Cent. 

6 
12 
24 
3 
1~ 

12 

Percent­
age of 

Increase 

StiB wlnes _______________ • __________ . _______ . _______________________ ' _____ 
Do ______________________________ . __-_, ________ , ________________ , _____ 
Do _________________ , _________________________________________________ 

Sparkling wines ___________________________ . _____ , ________________________ 
Do. _______________________ , _____ , ___, __________________________ - _____ 

FortificatIon of wines ___ , ___. ________ , _____. ___________________ , _________ 

Cent» 
6 

10 
20 
2}4 
171: 

10 

Percent 
~ 
~ , 
j 

~ 
j 

. Percent.. 
Description of tax Old rate New rate I age of 

increase 

10 
10 
33~i~~~J~~i~~n~~i~'~~~~== === ======== ======================= ==1-;:PJ!:~=== 1-~ ~c]:~~===10 prrcen!.__ 11 percent, __ 101 
10 
10 
50 
25 
20 
33H 
10 
10 
10 
10 
10 
ll\ 
10 
10 
10 
10 
10 
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Descrtption of tal Old rate New fate 
Percent, 

age of 
increase 

Speolnl eases. _________ ~ ______________ . ____________________________ 
Rect.itlers _____________________ , _________________ ." _______________ 

00_________ , ________________ . _______________ .._________________ 
Stills________ , _____________ ' _____________ , _______ ..___ ,_, ___________ 

Do _______ , __________________________________ .. ________________ 
Tires _. _______ . ________________ , ___________________________________ 
'fuhes __..____________________________________ ~ ____________________ 
'l'oilet preparations ____________________________ .___________________ 
Autmnnblles___ . _______________________________________________ . 
Otnor nutomcblfes ____ ~. ________________________ ..________________ . 
Auto ilurts_. _____ . ____. _____________ . __________________________ . ____ 
Hadios___ 

Mecnsmco) r('-rrl~~raiors~~ ~ ~ =~ ~~ =~ =~ ~ =~ ====..==~ ========~ ===: ~ =..Flreanns__________ . ~ _____________ . _______ ~ ________________________ 
Matches __ . _". ____________ , ____________________________________ 
Electrical energy __~ _______________________________________________ 
Gasoline . _ .. ____________________________________________________ 
LUbricating oil.'-l _____ ._. _________________________________________ 
'l'ransportution of oil by pipe llne _________________________________
Transjors of bonds ________________________________________________ 
Conveyances ______________________ • __• ___________________________ 
Playing cards_______________________ , _________ . ___________________ 

$2___________ 
$200_________ 
$100_________ 
$50__________ 
$20__________ 
2H cents ____ 
4 cents ___~ __ 
to IJCreenL __ 
2 pcrecIlt____ 
3 perccIlL __ 
21}(\l"ctmt____ 
npercont, ..__ 
____ do _______ 
10 percenL_
[)cents _____ 
:J percen!.___ 
J cent ______ 
4 cents. _____ 
4 percenL __ 
4 eOIlts. _____ 
fiO cents _____ 
10 cents , , ___ 

$2.20___'._"
$220_________ 
$110_________ 
$55__________ 
$22,, ________ 
2}ji cents ____ 
4" cents ____ 
11 percent; __ 
2~1 percent__ 
:H~ ltercenL. 
2~~ pereenL. 
fly! pt~rcellk_ 

____ .do _______ 
1l percent;__ 
li~~ cents 
3~~ percent__ 
IY, cents ____ 
4~~ cents ___ 
4 Y, percen!._
6 cents ______ 
05 cents _____ 
11 cent. _____ 

10 
10 
10 
10 
10 
11 
12).> 
10 
25In"26 
10 
10 
10 
10 
1\~o 
50 
12).;; 
12" 
25 
10 
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 

(I) No increase is provided in the case of certain taxes of a regula tory 
nature, such as the taxes on white phosphorous matches, mixed flour, 
filled cheese, narcotics, sugar, bituminous coal, and certain types of 
firearms. 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 taxes is small, and since they nre designed for a pnrticular 
function which an increase in their rates might impair, your com­
mittee feel they should not be increased and some of them are 
nffected by reciprocal trade agreements. 

(2) The bin mnkes no changes in the taxes levied under the social 
security program. These taxes are directed to a special purpose and 
it is 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 ndrninistrative difficulties convince 
your committee of the inndvisnhility of increase in rates. 

DISCUSSION OF PRINCIPAL INCOME TAX CHANGES 

(a) Lowering oj personal exempfiom.-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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 TABLE n.-Comparison of normal and surtax, existing law and proposed bill,
 
married person, no dependents, aU income earned
 (b) Title I of the bill also increases permanently the surtax rates 

with respect to taxable years beginning after December 31, 1939. 
The normal tax rate, which is 4 percent under existing law, is not 
changed in the bill. The following table shows the surtax rates under 
the existing law and under the bill: 

TABLE I.-Comparison of surtax rates, existing law, and proposed bill 

Normal tax Surtax 

Net IDOOIIl8 I I Surtax 
Present Proposed Present Proposed Increase 

Jaw bill law bill 

~~:ggg:::: ::::::::::::::::::::::::::::::::::I 0 0 0 0 0 
0 $10 0 0 0 

$8 28 0 0 0 
44 64 0 0 0 
bO 100 0 0 0 

116 136 0 0 0 
162 172 $20 $40 $20 
188 208 60 80 20 
224 244 105 140 35 
260 280 155 200 45 
206 310 210 2/;0 70 
332 3ii2 270 300 00 
3G8 388 336 4()0 125 

~~:~~~E::::::::::::::::::::::::::::::::::I 404 424 405 500 155 
444 464 480 680 200 
M4 664 ~6 1,400 515 
M4 8M 1,()4j\ 2,630 985 

1,044 1,004 2,625 4,040 1,515
$40,000________________ . __. __. ______________ 1.444 1.4M 4,ii36 7,2:10 2,685$50,000___________________ • _________________ l,IlH 1.8(;4 7,026 10,980 3,955$60.000________________________• ______, _____ 

2.244 2,264 10.086 1ii,300 6.215
$70,000___ • ________.•___________. __.•__.••_. 2,_ 2,664 13,805 19,940 6, 136 $80,000.__. _________________________________ 3,UH 3,004 18.225 24,880 6.605$00,000_____________________________________ 

3.444 3,464 23,225 3O,lW 6.896$100,000____ •. _____• _______.'_______________ 3,844 3. 8M 28,G25 36,600 7.036$160,000.______________ . ____. ____. _________• 6,844 5.864 67.650 64,OW 7.070$200,000________________ . ____• ___. __________ 
7.844 7,864 87.500 114,580 7,080$260.000..____. _. _________• _________________ 
1l.844 9.S64 ns, 460 12li,MO 7,000$300,000.___________________________________ 11,844 11.864 150.400 167.500 7,100$400,000.__. _____________________ . __________ 

16,844 16,S(\4 216.350 223.460 7.lIO$500,000_____________•________.•____________ 19,844 10,8M 284,300 201,4:10 7,120$760,000..___•_________________• ____________ 
29,844 29,8M 469,260 400.380 7,130$1,000,000.. _______________________ . ___. ____ 30,844 39,8(;4 039,200 646.340 7.140

$2.000,000. ______________ • __..• ___. ____. ____ 70,844 79, 8M 1,3(;9,17ii 1,376,320 7.H,~$5,000,000- . _____________ . ________ . ___ . __. __ 100,844 Hi'J,8M 3.1i81l,160 3.506,300 7,150 

Amonnt 01 surtax net Income 
Existing 

Not exceed-
law rate 

Exceeding Ing 
----

Percent 
$4.000 $6.000 4 

6.000 8,000 5 
8,000 10.000 6 

10.000 12,000 7 
12, 000 14,000 8 
14,000 10,000 9 
16,000 18,000 11 

18,000 W,OOO 13 
2O,O()(} 22,000 16 
22.01)() 26,000 17 

26,000 32,000 19 
32, (XlO 38,000 21 

ss.o» 44,000 24 
44,000 00,000 27 
50,000 50.000 31 

00,000 00,000 35 

60.000 62,000 35 
62.000 68.000 39 
68, 000 70,000 43 

70,000 74,000 43 
74.000 so, 000 47 
so, 000 00,000 61 
90,000 100,000 55 

100,000 150,000 58 
150,000 200.000 60 
200,000 250,000 62 
250,000 300,000 64 
300.000 400,000 66 
400,000 500,000 68 
1i00,()()() 750,000 70 
750,000 1,000,000 72 

1,000,000 2, 000. 000 73 
2,000.000 

I-'~-~"~" 
74 

5, 000. 000 and up 76 

Amount 
vI rate 

Increase
p;m~:'~ 

~ 

PercentPer..nt 
0
 

6
 
4
 

1
 
8
 2
 

10
 3
 
12
 4
 
16
 6
 
18
 7
 
21
 8
 

9 I
 

27
 
24
 

10
 
30
 II
 

12
 
30
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12
 
40
 13
 
44
 13
 
44
 9
 
47
 12
 
47
 8
 
47
 4
 
50
 7
 
50
 3
 
53
 2
 
50
 1
 
58
 0 
00 0
 
62
 0
 
64
 0
 
66
 0
 
68
 0
 
70
 0
 
72
 0
 
73
 0 

0

I 
74
J 076
 

~,'II

}. ~. 

It will be noted that a married person with a net income of $2,500
 
pays no tax under existing lnw. However, under the bill he will
 
pay a normal tax of $10 for each taxable year beginning after Decem­

bet 31, 1939. The same person with a net income of $3,000 will pay
 
for each such taxable year a normal tax of $28. No surtax is imposed
 
either under the bill or under the existing law until the net income
 
of a married man exceeds $6,500 under the present law and $6,000(c) Totar income-tax burden,-(l) Permanent increases: In order to 
under the bill. In the case of I\. single person, no surtax is imposed secure a complete picture of the total income-tax burden, the follow­
until the net income exceeds $5,000 under the present law and $4,800ing tables are included with respect to a married man with no de­
under the bill, The largest increase in the surtax rate over existingpendents. Table II shows the increased normal and surtax rates on 
law is with respect to married persons with net incomes between a married man with no dependents under existing law and under the 
$46,000 and $58,000, where 'the rate is increased 13 percent. In thebill. While there is no change in the normal tax rate over that of 
case of a single person, the largest increase is with respect to netexisting law, tbe normal tax itself is increased by reason of the lowering' 
incomes from $45,000 to $57,000, where the rate is also increased 13
 of the exemptions to $800 for single persons and to $2,000 for married 
percent. 

persons. (2) Temporary increase: In addition to the permanent increases 
caused by the change in the exemptions and the surtax rates, title 
II of the bill imposes a 10 percent supertax with respect to taxable 
years beginning after December 31, 1939 and before January 1, 1945. 
This is shown 1Il the following table: 
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TABLE III.-Comparison of total tax burden, existing law and proposed bill, mam'ed 
person, no dependents, all income earned 

Effective rate In percent 

ProposedProposed Proposed bill blll exelud­ blll Includ-Preaent Buper-taxNet income law Ing super-, Ina: super- PresentI" tax tax law Without With 
super- super­

tax tax 

$2,000. ______._.______ -.-.---- ---­ -----···iiii- "-'-'ii:oo' -----ii:4ii·--'-"'iii:iiii­ 0.44"------'$8' ·----ii:27·2.80 30.80 .93
28
 1.03 
6.40 70.40 1.1044
 1.60:;~: ::::::::::::::: 64
 I. 76
 

$5,000. ___"'__' ______ 100
 10.00 110.0080
 1.60 2.00 2.20 
$6,000. _. __• __• ____._. 149.60116
 136
 13. 00 1.93 2.27 2. 49
 
$7,000. _• __••• _____._. 172
 21. 20
 233.20 2.46 3.03712
 3.33 
$8,000. _. __•______• __• 316.80288
 28 80
 3.10 3.00248
 3.00
$9,000 .. ___• __________ 3211
 :J84 38.40 422.40 3. tl6 4.27 4.69 
$10,000 ____ •• ______._. 480
 48.00 528,00H5 4.15 4.80 6.28 
$11,000 •. _____• __•___• 59.60 665.60506
 500
 4.60 5.42 6.00 
$12.000. ___ . ____. __••. 783.20602
 712
 71.20 5.02 5.93 6.53 
$13,000. __ .. ____•__•• _ 848
 84.80 932.80 5.41703
 6.52 7.18 
$1-4,000.. _. _______.. __ 118.40 1,082.40800
 984
 5.78 7.03 7.73 
$15,000 .. _. ___•• , ___,_ 114.40 1,258.40924
 1,144 6.16 7.63 8.39 
$20,000 •• _•• _________.1 1,589 2,124 212.40 2,336.40 7.05 10.62 11. 68
 
$25,000. __" _. ___•____ 349.40 3,843.402,489 3,494 9.00 13.98 16.37 
$30,000 •• _._ •• ___.,__._ 3,569 5,104 510.40 5,614.40 II. 00 17.01 18.71 
$40,000 .• __••• ____._ •. 5,079 8,684 868.40 9,552.40 21. 71
14.05 23.88 
$50,000 ..••___••••. ___ 8,860 12,844 1,284.40 14,128.40 17.74 25.60 28.26 
$60,000 .• _•• _••. _. __._ 12,3211 17,564 1,756.40 19,320.40 20.56 211. ~>7 32.20 
$70,000 ___ ._ ••• _._. __• 16,449 22,604 2,260.40 24,864.40 32.2923.50 35.52 
$80,000....• ___•.__.._ 21,280 30,738.4027,944 2,704.40 26.50 34.93 38.42 
$90.000 .. _.• ___._. ___• 26,669 33,584 8,358.40 30,942.40 63 37.32 41.05 
$100,000. _ . __._. ____•• 29. 1
32,469 39,524 3,952.40 43,476.40 32.47 30. ,\2 43.48 
$150,000. _••• ____.•___ 63,394 70,484 7,048.40 77,532.40 42.26 46.00 51. 69
 

95,344 102,444 112.100.60Il, 755. 60
 47.67 51. 22
 56.10 
128.294 135,404 11,450.60 146,863.60 51. 32
 54.16~:~:::::::::::::: 58.76 

$300,000. _. ____•. ___•. 162,244 169,364 13,003.60 182,427.00 54.08 56.45 60.81 
$400,000. _._._ •••.• ___ 232,194 239,324 16,061.00 255,301.00 58.05 00.83 63.86 
$500.000. _ ._ ••••• _••• , 304,144 311,284 18,871. 00 330,156.00 60.83 62. 26
 66.03
$750,000. _.. __________ 400,244 521,610.00480.004 25,375.60 65.21 00.17 69.56 
$1,000,000.____•• ___• __ 679.044 686,204 31,379.60 717,583.60 67.00 68.62 71. 76
 
$2,(XIO,OOO_______"" _. 1,449,010 1,456, 184
 1,510, .105.60
54.381. 60
 72.45 72.81 75.53 
$5,000,000__•..•••__•• _ 3,788,094 3,700,164 120,383.60 3,916,547.60 75.78 75.92 78.33 

.' From the above table it will be noted a married man, without 
dependents, having a net income of $20,000 will pay in permanent 
taxes $2,124, an increase of $535 over existing law, and in addition he 
will pay a super-tax, under title II of the bill, of $212.40 for 5 years, 
making a total annual tax for such 5-year period of $2,3~6.40 or 11.68 
percent of his net income as against 7.95 percent under existing law. 
One with $50,000 net income will pay $12,844 in permanent tax, and 
$1,284.40 super-tax, making a total of $14,128.40 as against $8,869 
under existing law, or 28.26 percent of his net income as against 
17.74 percent under existing law. 

(d) Requirement [or filing individual income tax returns.-Under 
existing law, an individual, if single, is not required to file an income­
tax return unless his gross income is $5,000 or more or his net income is 
$1,000 or more. In the case of a married individual, no return is 
required under existing law, unless his gross income is $5,000 or more, 
or the net income is $2,500 or more. A return is also required if such 
individual and his spouse each has a gross income and the aggregate 
~ross income is $5,000 or more. The bill requires a return from a single 
individual if his gross income is $800 or more and from a married in­
dividual if (1) such individual has a gross income of $2,000 or more 
and the other spouse has no gross income or (2) if such individual and 
his spouse each has for the taxable year a gross income and the 
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aggregate gross income is $2,000 or over. Many persons have failed 
to file returns upon the assumption that their income was insufficient, 
when, in fact, they were liable for the filing of a return and the pa;vment 
of a tax. This change will require approximately 8,000,000 additional 
returns, and it is believed will result in the collection of substantial 
additional taxes. It is estimated that under existing law approxi­
mately 7,500,000 individual returns are filed. 

ANAJ.YSIS OF BILL BY SECTIONS 

TITLE I
 
"):':,j 

This title contains permanent amendments to the Internal Revenue
Code. 

Section 1. Short Title 

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

Section 2. Surtax on IndilJiduals
 

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 «. 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 specific rates named in existing law 1
 
per centum larger regardless of the character of the corporation,
 
whether largf' or small, 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
 
insurance companies, whose rate of tax under existing law is the same
 
as 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 being taxed under existing 
law on their receipts from fixed and determinable income from United 
States sources, such as interest, rents, dividends, royalties, etc. 

This section also, in view of this increased rate, makes an adjust­
ment in the figure of $21,600 in existing law, which is the point at 
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 paya.ble by an individual having 
gross income of such amount. 

http:80,000....�___�
http:9,552.40
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Section 5. Withholding oj Tax at Source 

Existing law provides for various rates at which taxes may be 
.withheld at the source in the case of nonresident aliens and foreign 
corporations. These rates are increased by this section to correspond 
with the increased rates of tax imposed by other sections of the bill. 
The new withholding rates are ,to take effect on June 26, 1940. 

Section 6. Personal Exemptions 

This section broadens the base for the imposition of the income tax 
by lowering the personal exemption of married persons from $2,500 to 
$2,000, and the personal exemption of single persons from $1,000 to 
$800. The section also reduces to $800 the personal exemption of 
nonresident alien individuals, which under existing law is a flat $1,000 
regardless of marital status. A similar change is made, in this section, 
in the case of United States citizens doing business in any possession 
of the United States. 

Section 7. Return,~ oj Income Tax 

Under existing law, the requirement of filing a return in the case of 
individuals is based upon the amount of the net income equal to or in 
excess of the personal exemption, or a gross income of $5,000 or over. 
This section abandons the net-income test as the basis for the require­
ment of a return and substitutes a test of gross income equal to or in 
excess of the personal exemption. Thus, a return is required from an 
individual who is single or married and not living with husband or wife 
if his gross income is $800 or over, and from a married individual living 
with husband or wife if having a gross income of $2,000 or over if the 
other spouse has no gross income, or having a gross income together 
with the spouse of $2,000 or over.

A similar change has been made with respect to fiduciary returns. 
This section also reduces from $1,000 to $800 the amount of pay­

ments to individuals which requires an information return from the 
payor of the income. 

Section 8. Oigarette Papers 

This section amends section 2000 (d) of the Internal Revenue Code 
to remove the present exemption of packages and books containing 
25 papers or less from the existing tax on cigarette papers in paokages 
or books. Packages and books containing 25 papers or less will thus 
be subject to the tax in the same manner as those containing more 
than 25 and not more than 50 papers. The amendment made by this 
section is effective July 1, 1940. 

Section 9. Treaty Obligations 

This section provides that none of the amendments made by this 
title of the bill shall apply in any case so as to be contrary to any 
treaty obligation of the United States. 

THE REVI!;~lTE BILL Oli' 1940 

Section 10. Taxable Years to Which Title ,Applicable 

This section provides that the amendrnonts made by this title shall 
be applicable only with respect to taxable years beginning after 
December 311 1939, but an exception is made of the amendments 
made by section 5, relating to the rates of withholding of tax at the 
source, 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 I, 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 
provisions, except as specifically pointed out hereinafter, are effective 
July I, 1940, to continue until July I, 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 tnxpayer'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
puted before the application of the foreign tax credit and the credit 
for taxes withheld at source. Suppose, for example, that the net in­
come of the corporate taxpayer is $100,000, of which $()O,OOO is 
attributable to a foreign country, to which a tax of $25,000 has been 
paid. Under existing [uw the United States tax before applying the 
credit is $18,000, and the credit is that proportion of $18,000 which 
$60,000 bears to $100,000, or three-fifths, or $10,800, thus making the 
tax payable $7,200. 

Under the bill the tax will be computed as follows: 
Net income _ $100,000 

Tax (computed without sec. 
10percent increase 

15) __. 
_ 

_ 19, 000 
1,900 

Total 
Foreign tax credit three-fifths of $20,900 _ 

_ 20, 900 
12,540 

Tax payable under bitL___________________________________ 8,360 

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 ('ffpd 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 
olnot 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 application 
of the personal exemption and credit for dependents, is $750,000, 


