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ALTESRATIVE FXOESS PROFITS TAX PROPOSALS

The Treagury Propgesal

Under the Treasury proposal, the framework of the existing
excess prolfiss tax atatute would be substantielly retained, with the
exception shat the pexcentage of past average earnings allowed in
computing the garnings base would ha lowered to 75 vex cont from 1ts
present level of 95 per cent, This amendment ahould yileld about $400
millions in calender year 1942, on the basls of estimated 1941 corporate
earnings, Horeover, with rate schedules and other provisions of the
existing excess profits tex law substantially unchanged, the additional
¥leld resulting from this single amendment would not grow signifioantly
in leter yesrs as natiocnal income expunds, By reducing the portion of
base-period earnings to be deducted in computing excess profits, this
ohange incresses a corporation's taxable exceas profits by s oonstant
amount each year, If accompsnied, however, by a rxevision of the rate
schedule which would inorcase the maximm rate to 75 per cent on tax~
able excess profita over $45,000, the proposal would provide an esti-
rated yield in calenday year 1942 of $650 miliions on the probable
earnings of ¢slender year 1941,

Exesident's Proposg)

The President's alternative propoeal establishos a uniform
excess profits base of 6 per cent return on invested capital, A tax
rate of 10 per cent iz applied to earnings between 6 ond 7 per ceat of
jovested oapital; & rete of #0 per cent on earnings bhetwesn 7 and 8 per
cent} and the same scale of gradustion iz contimued until a rate of 100
pexr cent is renched on sarnings in excess of 1Y per cent, Making the
somewhat unrealistio assumption that the imposition of a 100 per cent
rate on prorits above 15 per cent would not reduce the volume of taxe
able excess profits by weskening the incentives to keep down costs,
this proposal would yield 1L billions more revenue in calendar year
1943 than the existing excess profits tex. The revenue yield of this
proposal would rize sharply as national ipcome inocresses., kost of the
additional revenue would be obtained from corporations earning & very
high rate of return on invested cepital. The following tahle shows the
offective rate of taxation of sxcess profits, and the net rate of return
after all taxes, for corporations earning specified rates of return
before excess profits taxt

Effactive Late of

Rate of Return Tex on Xxcess Not Eats of Eeturn
mwm__.mwg mxgz____
8 0 ]
8 15 7.7
10 25 9.0
13 35 9.9
15 50 10,8
20 68 10,8
30 a 10,5
80 90 10,8
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The sbove teble iundicates thet the effective rate of tax
for many corporaticns faraing bstween 8 and 15 per cent on invested
capital would be lower than under the existing statute, The efrective
rate on corporations easrning bvetwean 6 apd 8 par cent of invested
gapital 18 o low that the additlonal reverme obteined frox this
group of corporations would be comparatively unimportant, It fellows
thet the ccryoretions earning ebove 15 per cert on invented cepital
would provide tie bulk of the sdditicnal rovenue to be derivet from
thkic proposal., Ccnscguantly, the a«dditione) revenuve yield would be
sharply reduced if the proposed rate schedule were significantly
rodorated. Perhups the most significant effect of the tax would be
to establish & cefling of 16,5 per osnt for corporate sernings after
tax, whotever the rate of return before tex.
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