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Frnm LI art in Krost Reporting on the Fiscal Year Basis 

Y/e find that the change in the treatment of f i sca l year corporations 
provided for in the House version of the tax b i l l was not proposed by the •L X X 
Treasury but originated in the technical staf f of the House T.ays and Eeans 
Committee. The Treasury expressed some opposition to the change end vd.ll 
probably continue i t s opposition during the consideration of the b i l l by the 
Senate Finance Committee. 

In response to your request I am br i e f l y summarizing the arguments 
for and against the change. On balance these arguments seem to indicate that 
i t is undesirable to make the change at the present time. A more detailed 
memorandum is available i f you would l ike to see i t . 

1. Yield considerations. 

For the change: Tax l i a b i l i t i e s on 1^2 corporate incomes would be 
increased by about 250 mil l ion dollars. 

Against the change: I t is not at a l l certain that the change w i l l 
increase Treasury revenues over a long period of years. I t may actually lower 
tax yie lds, whether i t raises or lowers them depends upon how long the war 
lasts end how drastically corporation tax rates and corporate incomes decline 
after the war. 

2. Equity considerations. 

For the change: In the long run and as a general proposition i t is 
more equitable for a l l corporations to pay taxes at the same rates and under 
the same tax laws on their earnings over the same period of time. 

Against the change: I f the change is introduced during a period of 
rapidly changing rates and incomes the change may Increase, rather than reduce, 
inequities until rates and incomes have become more stable again. For example, 
i f the change is made just at the time that rates and incomes stop rising end 
begin to f a l l , f i sca l year corporations that have benefitted from the lag in 
the application of increasing tax rates to their incomes on the "up" side 
would by shifting to a calendar year ta sis pro f i t by the prompt application 
of decreasing tax rates to their incomes on the "down" side. In the l ight of 
these considerations the case for the change would have been stronger in 19J8 
than i t is now* 

J. Economic e f f ec t s . 

For the change: I t w i l l increase tax collections during the war 
period. 
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.Against the change: The funds which would go to pay taxes i f 
the change was me.de are most unlikely to be spent on goods and services 
i f l e f t in the hands of corporations. They w i l l be invested in tax an-
t icipation cer t i f i cates , held as idle cash, or used in other non-infla-
tionary ways. 

1». Considerations of Convenience to Taxpayer and Treasury. 

There are no arguments in favor of the change on the grounds of 
convenience. Convenience was the major reason that the present procedure 
was substituted in 193̂ 4- f*or ^ e method reintroduced under the House b i l l . 
Corporations on f i sca l year basis would have to compute tax l i ab i l i t i e s on 
the earnings of their f i sca l year under the provisions of two di f ferent laws. 
Corporations 7/ith a f i s ca l year ending on June JO would not be in a position 
to determine their tax l i ab i l i t y at the close of their f i sca l year; they 
would have to wait until the passage of a new revenue act in September or 
October, Insofar as corporations would be forced under pressure of these 
d i f f i cu l t i e s to shi f t their tax year to the calender year basis, the advan-
tages of having the accounting year correspond to the "natural"1 operating 
year would be lost . The slight tendency of recent years toward the use of 
a f i s ca l year basis would be reversed. The seasonal pressure upon the 
accounting profession between December J1 snd the I.larch 15 tax date would 
be greatly increased. There would be a similar increase in seasonal pres-
sure upon the Treasury as well as an increase in i t s job of checking the 
computation of tax l i a b i l i t i e s . 
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