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"'e find thet the chenge in the treatment of fiscsl year corporations
provided for in the llouse version of the tax till was not proposed by the
Treasury but origineted in the technical stefif of the House Vays end leans
Coumnittee., The Tressury expressed some opposition to the change end will
probably continue its opposition during the considerstion of the bill by the

]
Senste Fineance Conmittee.

In response to your recuest I em briefly surmarizing the arguments
for and egeinst the chenge. On balance these arguments seem to indicete that
it is undesirable to make the change at the present time., A more detailed
menorsndum is svailsble if you would like to see it,

1., Yield considerestions.

For the chanze: Tax lisbilities on 1SL2 corporete incomes would be
increased by about 250 million dollers.

Ageinst the change: It is not at all certain that the change will
increase fressury revenues over g long period of years. It mey sctually lower
tex yields. “‘hether it rsises or lowers them depends upon how long the war
lasts end how dresticglly corporation tax rates =nd corporate incomes decline
after the war.

2. Loguity considerstions,

ror the chenge: In the lonz run and as a general vproposition it is
more equitable for ell corporations to pay texes et the same rates and under
the seame tax lews on theilr esrnings over the came period of time,

igainst the chenge: If the chenge is introduced during a period of
repidly chensing retes znd incormes the chenpe may incresse, rather then reduce,
inequities until rates and incomes have become more stable azcin., For exanple,
if the change is mede just at the tine that rates asnd incomes stor risins ond
begin to fall, fiscsel year corporations that heve tenefitted from tie leg in
the epplicetion of increesing tex rates to their incones on the "up" side
would by shifting to a calender yeer tasis prefit by the prompt applicetion
of decreasing tax retes to tleir incomes on the "dowm" side. In the light of
these considerations the case for the change would hsve been sironger in 1970
then 1t is now.

4. Gcononic effects.

For the change: It ywill incresse tex collections durings the war
period.
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Azeinst the change: The funds which would go to pey taxes if
the change was made are most unlikely to ke spent on goods snd services
if left in the hands of corporetions. They will te invested in tax an-
ticipation certificotes, held ss idle cash, or used in other non-inile-
tionary ways.

L. Considerations of Convenience to Taxpeyer end Tressury.

There are no argunents in favor of the chenge on the grounds of
convenience. Convenience was the mejor reason that the present procedure
vras substituted in 193l for the method reintroduced under the Zouse bill,
Gorporations on fiscal year heasis would have to compute tax lisbilities on
the earnings of their fiscal year under the provisions of two differsnt lews,
Corporctions with a fiscel year ending on June %C would not te in a position
to determine their fex liability at the close of their fiscel year; they
would hove to wsit until the pazsage of » new revenue act in feptember or
Uctoter, Insofear as corporations would te iorced under pressure of these
difficulties to shift their tax yeoer to the ceslendor year basis, the sdvan-
tares of havinz the accounting year correspond to the "nstural” operating
wepr would te lozt, The slizht tendency of recent yesrs teoward the use of
a fiscal yvear basis would e reversud. The seasonal vressure upon the
accounting profession tetween Decerter 21 snd the larch 1o tax deate would
be reatly inc.eased. There would be & similar ircrease in seesonal presge
sure upon the Iresasury es well as an Inecresse in its job of checking the
+

computetion of tex linbilities.
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