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1. The plan

The plan presented by Beardsley Fuml before the Semate Fimanoce
Committes contemplates Shet eaeh your i individwal weuld pay
(2) & tentative tax computed on the basis of the precedisg year's
imcome, plus or mimus (V) the difference Bebtween his astwal lis-
vilivy for the preeeding year and the S$estative tax paid ia Shat
year. lItem (a) would be peysbdle ia inptalments as at pregent; item
(v), if pastitive, 1.e., if 5 deficiensy, wuld be payulle in one lwsp
sum on Harack 1., Ia order te get the wystem starteé, liadilities en
1941 incowes weuld be eamcelled, sad the retura filed im Narern, 1942,
would be consicered a esmputatioa of a temtative tax en 1942 ineeme.

Yor example, om Mareh 15, 1983 an individual weuld esmpule his
tax 14»bi1ity en 1942 imesme at the new higher rates emastsd ia this
bill. Suppese Shie turned out to bde $1,000., Although exactly equal
to the texy liadility payadle wader presest lav, this emewat is inter-
preted diffarently, Being treated ae a temtative tax en 1343 inceme
rather than as an umltimate 11ability en 1982 ineeme - it is item (o)
above, and is peyable in feur equsl instalments ia 1983, Seecond,
the iadividual would cempute his tax liabllity oa 1942 imecems at
existing rates and o Sieng. This weuld Yo his ultimate tax lia~
Pty 501- 1302 income, say, $525. Against this amemnt, the iadividwal
wvould credit the Saxes actually peid im 1942, say $500. (This assumes
a lover imcome in 19U1l tham im 1342). The &ifferemce, er $125 weuld de

the deficiensy payable in eme lwmp swm ea Mareh 15, 1983, The tetal
amouat payable would thersfore e 31,125. To emarise;

Tentative tax en 1943 inceme $1,000
Pinal tex oa 1942 inoeme $52%
Tentative tax paid en 1942
income
Jefleleney peysble da Hareh 15, 1943
Total payrble iam 19N% u.ﬁ

It is clear frea this example that 1341 ineeme dreps out of the
pleture, 1awlving a caneellation of 1941 1iadilitics. The aetual tax
pald on 1951 imocome is trested se s prepayment of 192 tax liabilities.
I8 1« alse clear that the spplicatien ef the higuer rates 1s pestpesed
to 1343 inocome since the fimal 19i2 liadllities are ecmputed ad the
lower retes,
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Bgesntiolly the same procedurs is fallpwed i future yeare. In
198k, for cxample, W6 emomat pugedle wwild be equel %9

LiaM1ity ea 1943 ineceme at 19WN rutes,
plus 1iaMlity ea 1993 fugome at 198% mtes,
nixne 1aM1iity oa 1982 tnoeme at 1907 rates.

Nr. Rasl prepeses & speaial wlief previsiea for perssas wiese
inosme f Nustmates. Tampayers vhe ss Lfnsene
frem por . so9 wuld o permitted, wpoa preper
eeriifisation, o conpudte thedr tentative taxk oo e bagls of the
lover Lassne rather than the inssae of the preceding yeer, fiatlarly,
Sampayers wheoe inesns frea perseas)l serviees rises wuld de permitted
to ssmputs hely tantative taxn oa the MMgher inseme. This speeianl
treantment 1s 2et %0 Do neserded faceme fyom preperiy, although ordi-
wrily lnsems fyem preperiy is predadly mere warialle thea inseme
fres persemnl serviees.

Mr. bual peints sut hat sslleetiion at sovuras as b lacerpsrated
fate Ais plan, Newewr, he hao 2o¢ outlined any peeifis precedure
fer doing so. Thie pamevandms vill therefere first msasider the plan
vithout taxing inte sovewnt swllectiion at seuree.

2. GxAviqwe of Whe Bwml plop, vitiews epllegiien ot pyerce

s. BYog) 99 Yo taxpayer

There are t'we related ehjestiives thet the title “pay-ee-yow-go”

r.ohhplya (a) keeping the taxpayer out of 4oVt % the Cevermmeat,
») synohroaising the payment of taxes and the reeeipt of Lseeme,

™e bl plan A2 largs measure soempliches the first of these
ohjeetives! vitheoul ellection at peures and vithout the peosial
relief previgiea fer taxzpayers with flustuating inseme frem perssaal
serviess, it sooempliches e po ond odjociive hasrdly at 2al)l, Ia ad-
ditiea, {t fncrenses the bdurdan ¢a the tanpaper ia filling eudt his retum.

1). Essping he texperer gut of d21 b0 e Poveryment

The Runl plan wuld sosumplish Shis objestive aatiraly, at least {a
s besliisaping ssmpe, for all individamls wheos inmsemes vore washanged or
dedlined frem ens yeoar %0 the maxd; and would seommplish Lt wery largely
for individuals vhese ingeme rese. At the end of 1942, the individasl whese
1942 Lnceme wae the mme 20 in 1991, veuld Mave all Mis liabilitiee peid wp.
Trus, he wuld s8il]l be sdligated %0 pay the mme smewnt in 1987 ap 2t presest.
Put Af Ais ineems im 1983 were mall ar sagligide, be would 3ot e pariing
eampletely frem his measy) rather he would be londiag 1% % the Severmmest,
engaging, s 1% vere, ia csspulsery sswing or
a tax saticipation mte. Ne weuld b
presmaily ervlé Berwmw, A2 aceot that wuld b redoamed in 19N,
alse, he wuld be required %0 engage 12 emapulsery saviang vhea
least offeord 1%, 1.0., vhea his incems hed doalined sherply; Vut Wis 12

e S8TAMLRlY Dether then meking him pay tasee thet ke will aever gol Besk.
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The iandividmal whese iaveme has Fisem frem 19Ul te 1942 will ne
bYe eniirely ocut ef dedt %S¢ the Oevermmeat, but kis 4ebt will be ealy
a frastion of what it 18 at "resemt, ¢inee it wveuld de oqual selely
to the exasss of 1952 11abdilities ever the Semtative tax paid ia 1042,

11) Bynehrenixing tay paymoate with revelpt of ineems

The Juml plan vitheat selleetion at ssures and witheut tha spesial
relief vrovieion adnittedly dees net invelve the sellastien of 1iadilities
simmlisnesusly vith the receipt of inseme., The tax payudle in 1948, fer
examnle, weuld depend 20t at all ea metnal fnceme iz 1945, dub selely en
income is 1944 and the ehangs in inseme frem 1943 %o ) tt.o.. astuel
Sax Payments in ady year under the Ruml plaa depend ca the insese histery
during Shs preeediag twe years,

Indesd, for nersens with fluetuating inseuss, t10 vPlsn wveuld mbe
the rayment predlem werse rather than better, This is indiented by the

felleving example, which asoumes nashanged tax Fates!

" ‘g'g #10,000
'& 10,000 g:g ug' 60
15,000
,:2 10,000 15,000 20,000

h.ymfollnlun.&mmo“mr.mm e paid 1o
high bYesanse, as at preseat, the teatative tax is figured en Whe re-
ooding year's high inceme aad, 1a addition, deomuse there is mdetansial
defieienay payment ¢a the preseding year's iseeme, ao-m, ia a
year fellewing an cdnermally dad year, (he smeuat ¢ be paid 15 lov beo-
camse the temtative tax is figered ea a lov incems and beommee a

eredit ia dne for the rreseding year,

Ia geaeral, in any yeer follewing an inevesse ia incoens
woeuld pay mere than eae year'e tax liadilily sinee he wuld have % pay
20t enly his teatative tax fer the eurremt year dat ales » dafisisney on
the vrevieus year's insems, Similarly, ia any year follovwiag sn iasrease
{n national inseme (ne, fer exmmple, W), Sapayers e s growp wenld
have %0 nay mwere thanm ene yearfs tax liadility.
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The spesial relief prevision euggested by Mr, Ruml is ned an
adegquate selution te the lask of symshrenisation of tax peymeats vith
the ressipt of ineswe, In the firet rlaee, it weuld apply ealy Vo
incexe frem pereenal servises. Yer sdministrative reasons, it eounld
not be extended t¢ ineomes frem preperty, and, indeed, might have te
be restricted evem further te wages and salaries aleme. Tet business
incene and inesme frem vrenerty arve typieally far mere variadle thaa
income from wages sad salaries. In the sesend nlase, the vrevisioa
would be eptional, net mandatery, Osasequeatly, it would temd te de
inveked only when ineome deereased, although the need for synchroaisatien
1s at lemet as zreat vhem ineome inereases, Ia the fhird nlaee, evea if
reetrioted to vasree and ealaries, the nrevieioa weuld invelve serious
administrative difficultise. Infermation returas are new received frem
emmleyere enly for wages and salariee during the preeeding year, Te
chesk individual deslarations of redueed wvages amd salaries weuld re-
quirve infermation retwuras fer a year ahsad, It 1ie dudisus vhether the
gaia fyom the relief nrsvisioa weuld be verth the administrative eest,
excopt neseidly for pereons whe ge inte military service. JYer these
pereons, the sdministrative predlem 1e¢ least, and the need fer relief
greatest,

Frea the point of view of an adequate and flexidble fleeal peliay fer
var-tine, the lack of gymshreaization ¢f tax paymente with reseips of
inceme would be 2 fatal defest, AS nreeemt, meither a change ia tax
rates ner a shange in mational inesms affeets tax eslleetions matil Mareh
of the fellewiag year., JYurther, preseat metheds of eollection-—
self-arsesement and quarterly inetalmoat peymsats-~are eompletely in-
adequate fer ea inesme tax vith higher rates arplicadle te seme 30 mil.
lien vereens, Suah a Stux requires methoéds of eelleetion adupted te the
needs of the masees of the pesple assustened o buldgeting ia terme of
veeks or monthe rather than quarters or Yyears, The majer preblem eof
inceme tax referm ieo o remsve these defeste, vhieh preveat the ineome
tax frem playing as large a y¥els as it shonld play ia the fimancing ef
the wvar,

111) Bwrdem om Saxpayer in filliag owt his returp

Under the 2wnl plan, the Saxpayer vill ia March eof eash year have
to eempute (a) the tax on the ineeme ef the vreseding yesr at the rates,
exempiions, and definitiea of taxadle ineeme arrlieadle te the enrreas
yoear; (V) the tax em the income of the preeeding yesr at the rates, en-
emrtions, and definitien of taxadle ineome a~vlieable te the preeeding
year. Item {(a) is the tentative tax for the eurrent year; itam (%) 1s
his astual 1iability fer the nreeeding year, This deudle semrulatica
raises no predles if rates, exemptions, amd the definitien of taxadle
inceme 4o net chamge, sinee (a) and (bs world thea be the same, It dees,
hovever, serieusly complicate the semputatioen of the tax if any of these

items changee, invelving in ecasenss the preparation ¢f tve tax returme
instesd of ene.
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b. Shifte i» the Vax Wipdes upder the Fwml plgs

The mansellation of 19M) 11adilities weuld have us offeet ea Vhe
taxes paid by pereens wvith stedle insemes wntil ineemes ccnsed Vetanoe
of death or retiremens., At that %ime, ene year's tax payueats weuld
be eliminated, This s 1ifts part of the %etal tax wrdem frem iadividuals
who are nov taxpeyers te persems vhe newviy deseme taxpayers. The latter

vill pay a Sax fer all yeare during vhieh they veseive inesme; the feoruwer
for all dut one year,

The esnocellatien of the 19Ul 14adilities weuld ccastitmte a viad-
fall gain %o peresns Wese ineomes were adnermally high ia 1941 amd o
ralative less %o persoms whsee insomen vere shmereally lev ia 19N,

This feature ie partieularly wadesiredle sinse adeermally high inecemes
ia 194 in memy enses resulied frem the war offert. True, ia sems casee
the desline ia inceme from 19N1 %0 1982 may refleet a shify iate wan-
tine astivities that night well have deserved syseial treatnmt, Now-
ever, the Runl plaa would eeafer relisf ealy after the need fow 18 hed
yassed sinee Sush persens vill alresdy have arrsaged t¢ pay heir taxes
on 1941 incems, MNeveover, msmy, and pyebably mee$, of the deslines ia
inceme were net asvseiated vith cueh a shift frea vesse-time %0 wvar-tims
““.ﬂ”o

S3iase the Maal plan dalaye the spplicstien of the higher yates ia

H.R, 7378 matil 1983 (in Nareh of whieh yoar the taxpeyer vays at the aew
rates SR estimated 1943 inesme) it alse prevides a viadfall e pesracns
vith abdnoreally high ineeme ia beth 19M1 and 192, Their 1iadlitien

would be eanselled, and thelr 1942 liaMilities weuld de at the present
lover rates, vhereas snder preceat netheds of taxatien, the nev higher
rates vould avply te 1942 ineeme,

E

Astual esllestiens during 1943 wmder the Remd plaa (wt
in KR, T378) weuld be sppreaimately $9 Mlliem, 61 ¥illiem thea
under N, B, 7378 (dtsregariing esllestion at seuree), the exirs Millise
dellars arising frem the aggregate defieliensy o J9N2 ineeme,
Despite these larger essllestions, the Buml plaa weald yrededly de legg
offostive than X, R, 7378, even in the sheosnss of esllection at ssaree
in vithirwring purdhasiag pover frem the mayitet for coasumer
reason fer this is that peresas whe had sesrued funds durisg
their 1942 tax liabilities ia 1943 wonld be able %o pay the teutative tax
oa 1943 insome fyem sush funds and weuld be unier ne campaulsisn %o sesrue

the 194k tax daring 1943,

i

{
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Ia erder %o offosé the extyn 3illisa dellars that weuld de ssllested
under the Ruml plan, enly 1/8 of the $8 Mlliem 1iadility wnder the
sates of .2, T378 would have 0 o secrwsd. Walle the smewnt astwally
$ sesns likely thet esasideradly mere thaa 1/8
wvould be acerwed. Osmsoquemily, the Ruml plaa, even thewgh it ylelded
msre revenns, wwld de less sffsetive them N.B. 7378 witheut esllestica
at seures, ia vithirawiang perebesing pover frem the marvitet for ecsaswmer

Plan esnld de liaksd vith esllestiea at sewree at a mbe
e osmdined sermal tax snd first drasket suwriax rate
wmder K1, T378. 6ines the temtative tax as csmputed in (eay) Maren,
be esnsidared a tax oa 1943 insene, the taxpeyer eould de
required %o pay ia quarterly ingtelasats enly that part of the tax that
% ho osllosted ot osures. This esuld deo deme ia either of %we

;

(1) s computing his temtotive 1943 tax ea ths basis of hig 1942
inesas, the tazpeper esuld de givem a sredit oqual % 15 pereeat of
the exeess of his JON2 ineme eohjoet %o esllestien at soures (wages and
smlaries, Yoad interest, and divideads) ever his persemsl exeaptica amd
dopendent aredit. That 1s, he eenld mshe & vo estimate of the
emeumt o be withheld dmring 1943 ea the ° e receipte during
1942 frem seuress suhjeet to withielding, in the ssme way as he makes
a taatative estinete of his 1943 qax.

(2) The tewpayer could oredit agninst eeeh quarterly iastalmeat
payadle ia 1943 the smownt astually Gsllected at eeurce ia the preceding
three nsathe {or for the firet quarterly instalmeat, the preceding twe
meethe). That 19, againet hig Marek imstalmemt, he would of feet the
omount eslleeted at somres ia Jamwary snd Tebruary; agaiast his Juwae in-
staluent, the smount eelleeied at sowres ia Mareh, April, asd May; ete.

Alternative (1) seems dletinctly the bettar, Alternative (2) wuld
iavelvs greater aduiaistrutive complerity }/: wuld dexy an offeet %o
individuale whe wvished %o pay the $:x in ene lwap smm; and wuld offses
emowats vithheld from OV ineeme ageinst ¢ temtative tax eoupwied e
the dasis of inssme. OCeaseguentily, in what follows, we ghnll
asswne that nitermative (1) wewld e adepted.

einiaistrative preficne would arice Pesause of the meed %o give
euplayoees reesipis or infermatisa dlips svery twe or three msathe,
sad decsnse of tha tiaing predlsa rauised by the neeetssity of having
reesipts vithia 15 days after the gloes of the meath,

org/
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Liaxing the Rwml plan wvith sslleation at seures would go &
leoag wvoy teweard syashreniziag tax payments vith reeeipt of ineeme,
sosemplishing this shjestive emtirely for the first Wacket rute
and for ssurces of Lzcomz sudjest ts vithhelding. At the rrtes in-
elwded ix H.R, 7378 and at 1 lawmls of busimess, 2 19 pereand
vithhelding rate wuld mesn ssllecting at soniree almest 3% dillioa
out of total liabilities of $£ Milien, or mere thar 00 peresat of
total 1irvilitiey.,

Ths iatredustien of eslleotion at seurce inte the Rwmml plaa
would largely remove ade of s shief defests meted adove, It woull
pernit shanges ia $ax rates aad changee ia asticaal inconme to be
reflected in tax @mlleetions imsedintely, and would adrpt the fncome
tax %o ths needs of the large growp of wmsll inceme resipisnts who
Yaiget oa & weekly or msathly taeis. The Rwml pian dererves seriews
osnsideration s & wariime rveform of the inseme tax gply 3f 3t 35

Soug Jinked yith eslleqtipe at sewree.
M. Qfher peseidie modifieatiese ja \ue Bya) ples

As nsted adove, ene of the ghief remaining defeets of the Rwuml
plam i3 thet the esmcellatien of 194) tax 1isbilities wewll eemstitute
a vindfall gein % peresas vinse inesmes wvore slmersally aAlgh ia
194) snd & Telative less e perseas Wese inesmes were slmermelly lev
1a 19%1; the yestpenmment of the spplisatiea of the hizher rates %o
1943 inceme would lead %o similar theugh lass serieus offests for 1942,
Twe pousidle medificetions in the Huwml plan thet would misigate this
defect are suggested delev,

». Sonsellatien of either 1941 er L94¢ MeWi)ities

080 possiile medificstion of the Ruxl plea wulé % 9 onncel oither the
Saxpayer'y 1081 1iaMlity or Ais 1382 1iadility, vhichever is smaller,
Waea the (ndividue) filed his retwra ia Rareh 1953, ke wuld csapute the
tax on 1942 ineeme wnder rates sad sxempiions in the presemt lav, If
his tax vere higher than the tox he computed in Nareh, 1942, ea the
basis of 19%) imceme, he would de resuired te vay the differemes. Dus
L7 the X o3 192 1n00Wwe were lower Sham the tax ea 1911 incema, he
would Set b given & oredit or a refuméd., Instead, the tax eomvuied e
1941 ineeme weuld de treated ap ke tax éwe. Bvem wvith Whis aedifieatiea,
wiadfall would be reslised Ny persems vith almormally high incemes
1n Both 19N1 and 19%2. Thie, tee, is waleeiradls aince aaany persons
prefiting from the war will be ia this sitwation,
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V. Semsalistien of pevt of 1947 Aisvilities

Anether possidle medificatisa in the Ruml plaa would be %o eamead
only part of 1942 14adilitics csmputed wmder existing lawv, 7Tha pard
canselled wpuld Do the mermal tax and the first Wraekst of suriax, sad
She Malance of the $ax would de payrdle in two years. The adveatage
¢! this precedure wuld do that 2e taxpayer weuld deo relieved of
11a¥1ity wder the pregrestive part of the rate strusture. A perssa
vith almormally Aigh inesse ia 1942 weumld stil) reseive a wiadfall gain,
but this gain would ealy de the flat rate part of the Setsl tax, and
the (ain wwlli¥e pregressively larger the higher the insems. Dodeils
of the plan are as fellews:

1). Iayep peyedis ia JOV3:
(a). W Ia Narex, 1543 the taxpaysr weuwld
osmpute his tea vo a prepesed rates aad sxesptiocas em

the basis of Aig 1942 iaceme.

(v). £ a . Against Whis temtative
tax, the WNkiwﬁlﬂ'm' I"Ek emsess of his 1382 in-
deme frem wages ead snlaries, dend iaterest, and dividenls over the por-
seaal exenpiien and sredit fer dependeats. This represents a tentative
ostimnte of the amewat %0 Do vithheld during 1943. Lilks the temtative
tax, 1% 15 Wased ea 1942 eaperiemee. The dalance of item (a) wewdd de
pait ia asarterly instalaents ne at presmmt,

(o). . During all of 1943, the taxpayer
would be rdjset to oo atl soures frem wages sad salaries, dead
interest, sad dividends at a rate of 19 percent, the esmdined merssl
and first Wwashet gurtnx rate.

N i oy e
return, the wo Tonulred to compute a Sax on his 19%2
ineone wnder existing lav previsieme, emeupt thet the nermal Sax aad

first bresket suwrtex rate would be emitted; $.¢., he weuld esmpuie his

‘ex using a rate sshedule idemticnl with the existiag lev surtax sched-

wle except that the initinl 6 peresat rate wuld de replaced ¥y zere,

and sll other sartax rutes weuld de reduoed dy 6 peresat. 7This msapstation
would, therefere, de required ealy for iadividusls vith mwere Shan $2,000
surtax net {aceme im 1952, Ixdividusls with lev insemes wuld ia effeet
have their 1982 11aDilities onmoelled. The 1942 1iadMiities ecmwputed ia
this wey weuld e paysble in instalments Mwring 1943 sud 1948,

11). Tarez peysdle is J9NN emd LaVe? yoarg

Except for the balance of 1942 tax éwe frem peresas ia the .
ineene grewps, the erigimsl Ruml plan will gevern faz poymeat ia 1
ead later yeare, ihe precedure deing i{ntecrated, of course, with sollee-

tiea at powres.
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5. Mevenee offegt of altersative nlong

Betimntes of aggregate @llections frem the individual inesme ta=
for salenday 19%3 and Mypethetiosl caleminr years 1934 and 1945 are
swmarised {n the follewing talle far (o) E.R. 7378, (b) wamedified
Runl plen vitheul esllectisn st seuree, (0) & medified Padl ples wvith
ellectien ot seures ot o 1? pereasnl rate oad vith the emesllation of
part of 1942 11aMlities. (See asetion ¥ () sdeve). Wile the figwres
for 1943 are hased en am estimated level of ineeme for 19N, these Nov
190k end 1945 were derived by sssmaing that the lovel of ineeme wuld de
the seme ss in 19%3, The figures inelwie ths fotel smemnt withheld
Sampayers at ssures, sven though @ae of

1;:{ 9.4 9.0 9.5
2 0.5 0.0 10.8
19045 9.0 9.0 9.0
Total 8.8 8.0 2.6

™he fellowing taldle subdivides these estimntes imte the smewad
payalle ia quarterly Lfnstalasats, the smeount sslleeted at ssures, he
deficioney detvesn the final sad temiative Sax, and {he sdjwetaent for
wnennoelled 1942 tax Liadilities.

! Msoumt pops $ t ]
Calemday ;1 adle {2 ¢ Amewmt | t Miwetnent |
yoar | quarterly ! ssllested | Deficienay for 1 Tetal
t {nptal~ 1 at sowres 1 1982 tawes ¢
U 4 1 3 $ )
— N
x ‘o. ‘o‘ - -—v ’
1& .‘ 2.8 - - n.h
19hs Z.. 2.8 - - 9.0
(v) Bamedified ™uml 2iss oo
‘.. L aand 10‘ - b L
1” 9.0 - bt - 9.0
(o) Medifisd Puyl mlad ot
p o2 ,o’ hasad 10’ Je
1;2 ;.7 5.3 0.5 1.3 1.5
1905 3.7 s.3 - - 9.0
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