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The $624 exemption will also exempt from the Victory tax privates 
in the armed forces. This tax "ill be easy to administer, will result 
in substantiallv increased revenue to the Government and will elim­
inate the 5 percent prepayment withholding tax provided under the 
House bill. . 

The following table shows that the number of persons with incomes 
below $750 is decreasing rapidly. Therefore, it is believed that the 
exemption of $624 is sufficiently low to permit the tax to apply to 
those with increased incomes due to the war effort. 

Comparison of distribution of consumer units by income level, 1941-42 

I All families and single con- 1 

surners Increase (+) or 
decrease (-) 

over 1941 
1941 1942 

17nder $50(L . • •• _ 3,759,000 2,442, 000 -1.317,000$500-$750 • • • • __ 4, 149,000 2.941,000 -1.208.000$750-$1,000 _. • • _. _ 4, 524,000 3,720,000 -804,000 
4.618.000 3,690.000 -918.000 
4.718,000 3, sir. 000 -801.000itm=U:m::::::::::::::::::::::::::::::::::::::::::::::::/ 3.768.000 4,225,000 +457,000 
3,201.000 3,683.000 +4S2.000-~;1fZ-~N:;~--:::::::::::::::::::::::::::::::::::::::::::.:i 4.443,000
 5,063.000
 +630,000
$2,500-$3,000 • . I 4.047.000 +971,000$3.000--$4.000 __• . 1 i:~~:8&j 4,113.000 +1,127,000$4.000-$5.000__• _. • ! 1,570,000 1,834.000 +2£4,000
1,395.000 1,871,000 +4,6,000

tfo~$;g~,:e'r--:::: :::::::::::::::::::::::::::::::::::::::I xo.coe 994.000 +204,000 

43 !'?5T:L)J t.~ o,,~::: .- -"), 
TOTAL TAX BURDEN ON INDIVIDUALS 

The following tables compare the income tax, Victory tax, and total 
tax burden before and after post-war credit under the Finance Com­
mittee bill with that imposed under the existing law and under the 
House bill; also the effective rates of tax expressed as percentages of 
tax to gross and net income: 
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also other political entities, and instrumentalities thereof.. This in­
cludes corporations set up to carryon governmental functions. The 
duty to collect thus devolves upon the person actually in control of 
the funds as well as upon the employer for which he acts as agent. 

Every withholding agent is made liable for the payment of the tax 
required to be withheld and collected, and is relieved of liability to 
any other person for the amount of any such payment. Any errors 
made by withholding agents either in the collection or payment of 
the tax for any quarter of a taxable year may be corrected in any 
subsequent quarter of the same year, under regulations to be prescribed 
by the Commissioner with the approval of the Secretary. 

Section 468 provides that every person required to withhold and 
collect any tax under this subchapter shall make a return and pay such 
tax on or before the last day of the month following the close of each 
quarter of each calendar year. The bill provides that there shall be 
included with the final return for the calendar year a duplicate copy 
of each receipt furnished to employees from whom tax is withheld,' 
Every withholding agent is required to keep such records and render 
under oath such statements as the Conunissioner may require under 
regulations prescribed, by him 'with the approval of the Secretary, 

Section 469 requires the issuance of a receipt by the withholding 
agent to each employee from whom tax is withheld. Every employer' 
must furnish a receipt to such employee on or before January 31 
succeeding the calendar year for which the tax was withheld unless the 
employment is terminated before the dose 'of the calendar year, in 
which event the receipt must be furnished on the day on which the 
last payment of wages is made to the employee. The receipts in 
every instance must set forth the period of employment covered, the 
wages paid by the employer during such period, and the amount of 
tax withheld with respect to such wages. Receipts in all cases shall 
be in such form and contain such further information as the Commis­
sioner, with the approval of the Secretary, may by regulations pre­
scribe. The section further empowers the Commissioner to require, 
under regulations prescribed with the approval of the Secretary, re­
ceipts at times other than those specifically provided by the SEction. 
The Commissioner is also authorized to grant by rezulations a reason­
able extension of time not to exceed 30 davs for th~ furnishinz of the 
receipt required upon termination of employment. 0 

Section 470 provides criminal and civil penalties for the willful 
failure of any employer to furnish a receipt to the employee showing 
the information required under this supplement or regulations made 
pursuant thereto or for furnishing a false or fraudulent receipt. The 
criminal penalty is a fine of not more than $1,000 or imprisonment for 
not more than 1 year, or both, in addition to a civil penalty of not 
more than $50 for each such failure. These penalties are prescribed 
in lieu of the per alty imposed by section 145 of the Code, and are 
much less severe than those displaced. • 

Subsection (c) of section 470 also provides that the addition to the 
tax required by section 291 for failure to rna ke and file a timely return 
shall, in case of any such failure by the withholding agent to make and 
file a return required by this part, be not less than $5. 
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PART In. EXFI'U..TION DATE 

Part In of subchapter D contains definitions find the expiration 
da te of the taxes imposed by this subchapter. 

Section 475 provides that (I net income" as used throughout the 
Code shall be construed to mean (I vic ton' tax net income" for the 
purposes of this subchapter. This section will make all provisions 
in the Code relating to net income applicable to the Victory tax net 
income unless otherwise distin ctly expressed or rnanifr stly incompa tible 
with the intent thereof. This section defines the term (I da te of 
cessation of hostilities in the present war" to mean the date on which 
hostilities in the present war between the United States and Germany, 
Japan, and Italy cease, as fixed by the proclamation of the President 
or a concurrent resolution of both Houses of Congress, whichever is 
earlier. In the event hostilities between the United States and such 
governments do not cease at the same time the President is directed 
to fix an appropriate date for the purposes of this subchapter in the 
same manner as specified above. 

Section 476 provides that the taxes imposed by this subchapter shall 
not upply with respect to any taxable year commencing after such date 
of cessation of hostilities. 

TECHSICAL A~ENDME"TS 

Subsection (b) of section 174 of the bill is a clerical amendment to 
section 3 of the Cc de adding subchapter D to the classifies tion of the 
provisions contained therein. 
_ Subsection -(c) of such section amends section 103 to permit the 
President to double the Victory tax in the same manner as he is per­
mitted to double other taxes on citizens of foreign countries when he 
finds that citizens of the United States are being subjected to discrimi­
natory or extraterritorial taxes by such foreign country. 

Subsection (d) of such section amends section 131 (a) of the Code 
by providing that the foreign-tax credit shall be allowed before the 
credits for tsx withheld at the source. This is merely a clarifying 
amendment to insure the correct crder of application of the foreign­
tax credit. In this connection, it should be noted that the foreign-tax 
credit is not allowed as a credit against the Victory tax by reason of 
the amendment made to section 131 (a) in section] 60 of the bill. 

Subsection (e) of such section adds a new paragraph to section 
322 (a) of the Code relating to refunds of overpayments of tax. 
"'nere the amount of the tax withheld at the source under part II of 
subchapter D exceeds the tax imposed by this chapter (after deduc­
tion of the foreign tax credit, the tax withheld at source under section 
143 and the post-war credit against theVictory tax allowed by section 
453) the amount of such excess is to be credited against any income 
tax or installment thereof then due from the taxpayer, and any 
balance thereof shall be refunded immediately to the taxpayer. 
If the evidence discloses that the tax has actually been withheld, 
refund may be made to the recipient even though the tax has not been 
paid over to the Government by the withholding agent, since the 
withholding agent acts as the agent of the (Iovernment and losses 
through failure of such agent to pay the t ax withheld should be borne 
by the Government and not by the recipient of the income. Such 
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subsection further amends section 322 to provide that, in the case of 
the recipient 'of the income, tax withheld at source shall be con­
clusively presumed to be paid on the 15th day of the third month 
following the close of the taxable year in which such tax is withheld. 
In the case of a nonresident alien individual, it shall be deemed to 
have been paid by him on the 15th day of the sixth month following 
the close of his taxable year. This exception in the case of non­
resident aliens follows the provision of section 218 (a) of the Code 
which allows payment of their tax on the 15th day of the sixth month 
following the close of their taxable year. These rules are applicable 
whenever such date is material for tax purposes, as for the computa­
tion of interest on overpayments or the determination of the period 
of limitations on claims for refund. and so forth. The rule is adopted 
in the interest of certainty and administrative feasibility. 

Subsection (f) of such section contains cross-references to various 
sections of the Code. 

Subsection (g) of such section provides that the new subchapter­
D,and the technical amendments related to it which are contained 
in this section of the bill, shall take effect on January 1, 1943, and shall 
be applicable to all wages paid on or after such date. 

PART II-PERSONAL HOLDING COMPANIES 

SECTION 181. RATES OF PERSONAL HOLDING COMPANY 
TAX 

This section, which is the same as section 181 of the House bill 
increases the ra tss of personal holding company tax from 71~ and 
82~ percent to 75 and 85 percent. 

SECTION 182. EXEMPTION OF CERTAIN CORPORATIONS 
FROM ~ERSONAL_HOLDINGCOMPANY TAX 

This section is the same as in the House bill, except that with 
respect to licensed personal finance companies the language of existing 
law is restored, the limitation that a loan or investment corporation 
must be subject to the supervision of State authority having super­
vision over financial institutions is removed, and subsection (b) 
(relating to taxable years to which the section is applicable) makes 
changes intended to prevent any unfair application of the retroactive 
provision. 

This section amends section 501 (b) of the Code, relating to exemp­
tions from personal holding company tax. Exemption from the tax 
for taxable years beginning after December 31, 1941, is extended to 
loan or investment corporations which fall in the same general cate­
gory as licensed personal finance companies. They exist in most 
States under various designations such as industrial banks, industrial 
loan and investment companies, loan corporations, loan and invest­
ment companies, banking companies, industrial loan and thrift 
companies, Morris Plan companies, spec~al plan banks, installment 
investment companies, and consumer discount compames. These 
loan companies have many of the characteristics of banks except the 
right to accept deposits subject to check. 
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Mr. Lx FOLLETTE, from the	 Committee on Finance, submitted the 
following 

INDIVIDUAL VIE\VS 

[To accompany ll. R. 73i8] 

There can be no denying the fact that an all-out war effort calls for 
an all-out tax program, one that goes to the limit of every taxpayer's 
ability to pay. 

It is estimated that Federal expenditures for the current fiscal year 
will exceed $77,000,000,000. Present taxes are capable of producing 
only $17,000,000,000 net Federal revenue at existing business levels. 
Even with the additional revenue proposed in H. R. 7378, as amended 
by the Senate Finance Committee, it is not unreasonable to expect a 
deficit of $55,000,000,000 for this fiscal year which will have to be met 
by further borrowing. The public debt, which amounted to 
$72,OOQ,000,000 on July 1, therefore promises to reach $127,009,000,­
000 by next July. • 

In the face of such astronomical Budget requirements it is absolutely 
imperative that tax revenues be increased in every way possible with­
out impairing national health, morale, and fighting efficiency. . 

H. R. 7378 with amendments as reported by the Finance Com­
mittee commits a double offense against sound national policy in the 
present emergency: 

1. It fails to raise a reasonable maximum of revenue which is 
available without undue sacrifice. It fails to plug the loopholes of 
the present law and tax sources of revenue now escaping through 
technicalities and special privileges. It fails to tax heavily enough 
certain classes of individual and corporate incomes well able to carry a 
heavier share of the tax burden, and it likewise fails to impose a proper 
share of the tax burden upon inheritances. 

2. It places an unfair and dangerous share of the increased tax 
burden upon the lower-income groups, encroaching upon subsistence 
standards of living and in effect taxing bread out of people's mouths.. 
It is in the Nation's interest to recognize that any tax which cuts 
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Joint return. 
under the terms of existing law, husband and wife are allowed to 

report their respective incomes on separate returns and share their 
personal exemptions. Where the aggregate family surtax net income 
falls in any except the lowest surtax bracket, this divided return 
results in a lower rate of tax on the income, a gain for the taxpayer 
and a revenue loss to the Government. 

The legal doctrine that prevails in the eight community-property 
States further extends this privilege by holding that the wife shares 
equally in the husband's income regardless of her actual earnings. 
This arrangement offers extensive opportunity for tax avoidance in 
these States through the use of divided returns. 

In the common-law States a similar purpose is achieved so far as 
investment income is concerned, by dividing income-bearing property 
between husband and wife through gift and then reporting the 
income on separate returns. 

Under present tax rates a family in a common-law State whose only 
breadwinner is the husband earning $10,000 net income, before per­
sonal exemption, would be subject to Federal income tax of $1,305. 
1£ the aggregate net income is the same, but the wife earns half of it 
and reports it on a separate tax return, the tax would be only $966. 
In a community-property State the tax would only be $966 whether 
the wife earned any of the income or not. 

There is no justification for such discrepancies in tbe application of 
the Federal income tax to different families with equal ability to pay. 
The family is an economic unit, and its ability to pay can properly 
be based upon the aggregate net income of both husband and wife. 
Tbe tax then should be assessed on the basis of a joint return, and the 
law should require the filing of joint returns. 

Compulsory joint returns would increase Federal revenue about 
$300,000,000 annually. 

ADDITIONAL REVENuE AVAILABLE 

Net income of husband and I Under present law U~der H. R, 7378 
wife (no dependents) before I I 

personal exemption I Separate I Separate I 

returns in- I Joint returns in- Joint 

Icome equally; return i come equally return 
I divided I I di'ided 
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into the necessary subsistence of a citizen or his family exceeds his,,1;~ 
capacity to pay taxes and undermines health and morale. The'~J 

. paramount importance of heal th and morale is recognized in provid-xr­
ing for the men in the armed forces, It must also be recognized in~<' 
protecting the men and women who fight the battles of production",'; 
on the farm and in the factory. 


