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The attached memorandum gives o brief account of the Excess
Profits Tex Amendments of 1641, which passed the House on February 25 and
is now under consideration in the Senate. Solely a tax relief measure, it
provides

1. & two-year carry-over for all corporations of amounts by
which income falls short of excess profits base

2., & stepping-up of the average earnings base for corporeations
that have expanded rapidly during the bease period

%. more specific methods of adjusting both bLase period income
and texeble period income for gbnormalities.

Certein significant aspects of this legislation have been neg-
lected in the current newspaper interpretation of the measure,

Although there had been intensive discussion in ¥ashington
circles of the need ifor excess profits tex legislation since the fall of
1939 end various concrete proposals had been informally circulated, the
Treesury had shown no interest in the problem and thus was sble to argue
during the consideration of the (Iirst) Kevenue fet of 1940 (approved
June 25) that adequate legislation of this character would require such
& long period of preparstion that it was futile for Congress to take up
the problem until the legislative session of 1SL1l. £ rapid about-face in
this attitude became necessary when the President requested an excess
profits tax in & special message to Congress on July 1. Tre mescapge,
although making the general nature of the Fresident's wishes perfectly
clear, contained several technicel imperfections in draftmanship that sug-
gested that uwp to that time the Treasury had provided the Iresident with
no information or assistance on the problew whatever.

It soon becamc cleer thet the conservative leadership of the
House “iays and Feans Committee end the fenate Finance Committee had no
enthusiasm for an excess prolits tax end that the Treasury was not pre-
nared to make a vigorous fight for an effective piece of legislation.
Nevertheless the political circumstsnces of the time, with the Selective
Service fAct and the defense plant emortizetion provisions ewaiting enact=-
ment, required that some sort of en excess profits tex be enacted and the
vresent Act, the defects and inadequacies of which are well known to you,
wes finelly passed.
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At the time of the passage of the Act it was explicitly under-
stood that the problem would be reopened at the current session of Congress
and that changes of the sort embodied in the current bill would be msde.

It was only after this understanding that conservative forces in the
Congressional committees, under the leadership of Senator George, permitted
the Act to be passed at all., On the other hand, it was also understood,
elthough less explicitly, that the Treesury, end in particular Assistant
Secretary Sullivan, had strong objections to the Lct as passed and wanted
revisions designed to meke the tex o more effective revenue-raiser gnd

rore effective check on excess profits. These changes were supposed to be
in the direction of placing greater emphasis on the invested cepital base
end recstricting the use of the average earnings base.

It would be naturel to suppose that the Treasury would have
brought forwerd the revisions that it desired to obtain gt the seme time
that the texpeyer-relief provisions were under considerstion, in order to
be able to concede the relief provisions on a trading basis in return for
the tightening-up provisions that it presumably wanted. BEut the Treasury
has not done anything of the sort., The relief bill is solely o relief
bill end is being rushed through in time to spply to the computstion of
tax on 19L0 incomes. If a bill desizned to make revisions desired by the
Administration is being contemplated, it can not be passed soon enough
to epply to taxes on 1S40 excess profits.

I oam under the impression from informel contacts with the
Treasury's technical stafi that not only was the rlen suggested zbove not
executed but that it wes never even considered., The full time end energy
of the members of the Tressury staff who would be preparing e more effec-
tive excess profits tax messure if such a measure was desired have for the
past two months been devoted to work on the relief bill now before Congress.
There is no indication from public statements or informetion obtained
through personal contacts thet the Treasury is not perfectly setisfied
with the excess profits tex as it now stends. !r. Sullivan's original
objections to the Act have spperently been forgotton.

Yot only has there been no work directed to stepping up the
effectiveness of the excess profits tax but so fer as I can make out the
Tregsury is at the present moment making no preparation for the general
revenue legislation which will surely be forthcoming before the end of
the present session of Congress. I find en sttitude, not so much of
opposition as of complete lack of interest, in any progream following the
genersl lines of the proposels thet we prepered lsst sumrer st your re-
cuest,
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