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The Ways and lleans Committee has now come to a tentative agree-
ment regearding the second item on its agenda, the individual income tex,.
It has already dealt with corporate texes in previous sessions, The main
subjects which it will have to take up in coming weeks are excise taxes and
the general sales tax. But decision will also have to be reached on estate
end gift taxes and on & large number of smaller issues that have not yet
been settled.

There is little evidence so far when enactment of the revenus
bill can be expected. Last year five months elapsed between the opening of
the hearings of the Committee and the signature of the revenue sct by the
President., Hearings started almost two months earlier this ysar; but
progress to date has certainly not been faster. On the basis of lest year's
record enactment of the measure could be expected arcund the begimming of
August. But further delay would not be surprising.

From the standpoint of the inflationary danger =ll deley is to
be regretted, ™"hatever incentive there may be for individuals to provide
currently on an accrual basis for tex payments on 1$L42 incomes is greatly
dimirished by the fact that for more then one hslf of the year they do not
even know to what taxes they are subject on the incomes which they are
earning, In the case of commodity texes, which are collected currently,
the effects of delayed enactment are even graver,

The following are the main features of the individual income
tex progrem of the Weys and lieans Committec.

1. Reduction of Personsl Ixemptions

Personal exemption for married persons and heads of families is
reduced from $1,500 to $1,200 end for single individuals from 3750 to
%500. TUnder the Treasury proposals the merried and head of family exemption
would have been reduced to the same level, but 2600 instead of 5500 would
have been sllowed to single individuals,

The credit for dependents and the earned income credit remains
unchanged. The Tresasury has recommended a reduction of the credit for
dependents from 3L00 to $300 and sbolition of the earned income credit.

2. Tax Rates
Normal tax is imposed at 6 per cent instead of the L per cent of

the present lew and of the Treasury proposals.
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Surtex starts at 12 per cent on the first $2,000 of surtex net
income and rises to 81 per cent on income in excess of $200,00C. Under
the present lew surtex starts st 6 per cent end rises to 77 per cent on
income in excess of 35,000,000. The Tressury suggested an initial surtax
rate of 12 per cent, confined, however, to the first $500 of surtex net
income, Subsequent graduetion of rates under the Tresasury proposals would
have been much sharpsr.

A few significant comparisons between the Committee proposals,
on the one hand, end the present law and the Treasury proposals on the
other follow:

&. Representative tax payers now at exemption limits would pey
approximately 340 under the Cormittee proposal.

b. Tex liability on incomes up to £5,000 of representative
married couples, and up to $3%,C00 on incomes of single individuals would
be more than doubled, the percentage increase being of course larger the
smaller the income.

¢. The percentage increase for larger incomes would be smaller.
Tex liebility on incomes of 310,000 would be increased by 50-60 per cent
depending on the feamily status of tax payers. The corresponding increases
for incomes of $25,000 would renge around %0 per cent, andaround 20 per
cent for incomes of $100,000.

d. One-quarter of incames of approximately $15,000, one~half
of incomes of 550,000, and almost two-thirds of incomes of $100,000 would
be taken in texes if the Comnittee proposals were enacted.

e. The Treasury program would have resulted in more drastic
retes on all incomes except the following low income groups (1) single
individuals earning less than §1,900 are actuelly harder hit under the
Committee proposals than they would have been under the Iressury progremn.
(2) Femilies without dependents eerning up to $2,000 sre trested sbout the
same under both schemes. Typical lower and upper middle class incomes
would have been hit considerebly herder under the Treasury proposals than
under the Committee propossals,

%, kandetory Joint Returns

The Committee voted to require married people living together
to file joint returns.

It is the aim of this proposal to eliminate the existing
discrimination in favor of (a) femilies in which both spouses contribute
to income (b) femilies receiving property income and (c¢) femilies domiciled
in the community property states. Under the seperate filing option now in
force such families can reduce their tex liebility below thet of other
fenilies, Mandatory joint returns eliminate these discriminations, but
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only et the expense of grossly over~taxing femilies as compered with single
individuals at moderate income levels. It is regretteble that the Committee
chose this method of elimineting existing discriminetions. OSeparete texa-
tion of merried person on the basis of one half of the family income would
heve eliminated these discriminetions just as effectively without intro-
ducing eny new ones.

L, Continued Tex Exemption of Existing and Future Issues
of State and Local Securitles

Overruling the recommendstions of the Treasury the Ways end Means
Comittee voted to continue tax exemption of existing and future issues of
State and locel securities.

5. Capital Gains and Losses

The triple holding period which distinguishes short term assets
and two types of long term assets under the present lew is replaced by a
double holding period setting the dividing line between short term and long
term essets at 15 months, Net long term gains, included in incame to the
extent of 50 per cent (the percentage now appliceble to assets held 2,
months) are taxed under the income tex at an effective ceiling of 25 per
cent, as compared with present ceilings of 15 and 20 per cent,

Long term losses are disallowed as deductions from ordinary income,
just as short term losses are already disellowed, But there is to be com=-
plete offsetting of short and long term gains and lcsses against eamch other,
the latter of course being reckoned at 50 per cent. Under the present law
there is no offsetting between short term geins snd long term losses or
vice versa. A five year carry-over of all net capital losses is substituted
for the present one year carry-over of short term losses. As a relief
provision to small tax payers £1,000 of capital loss, whether short or
long term, is allowed as offset against ordinary income.

These revisions resemble closely the proposals originally made
by the Treasury. The most important differences ere as follows: (1) The
dividing line between short and long term assets is set at 15 months
instead of 18 months as suggested by the Treasury. (2) Net long term
geins are taxed at & meximum effective rate of 25 per cent instead of %0
per cent es suggested by the Treasury. (3) Banks and insurence companies
receive special concessions under the Committee proposasls. Banks may
continue to offset cepitel losses from bonds or other evidences of indebted-
ness ageinst ordinery income. Similar trestment is granted to insurance
companies.,

6. ®inor Provisions

The Committee voted to raise tex rates on mutual investment com-
penies, personel holding companies, non-resident foreign corporations and
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non-resident alien individusls to bring these rastes into line with the
increased rates of individual end corporation income tax.

Tithholding Teax

The Treesury is urging the Committee to enact a withholding tax
of 10 per cent on incomes in excess of personal exemptions and credits for
dependents by means of which pert of the 1942 tax liebility would be
collected currently at source,

Yield of Proposals

The individual income tax proposels of the Committee will yield
$2.7 billion (gross, before allowance for decreases in the individual
income tex base due to higher corporete tax rates). This compares with
£h.% billion under the Treasury proposals (and not $3.2 as given in press
reports), a shortfall of %1.6 billion.

Prospects

The corporate tax program of the Committee fealls short of the
Treasury program by snother $600 million, and the Committee lost another
$200 ' million through its refussl to abolish percentage depletion and tax
exemption of State and local securities. Up to date, therefore, the
Committee is $2.%5 billion short of the Treasury program (and not 31,5
billion as reported in the press).

It is possible that this gep will be filled by the enactment of
a sales tax. Sentiment in favor of such a tax is strong among the members
of the Committee. Some observers, however, believe that the lowering of
personal exemptions was intended as a substitute for a sales tax at least
for the present; end that the Committee, with or without agreement on the
pert of the Tressury mey decide to enact a tax program whose yield falls
short of the %8,7 program suggested by the Treasury., In that case the
Treasury night sttempt to obtein a boost in the program wheh the bill
reeches the Finsnce Committee of the Sensate,
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CCGLIPARISON OF PRASENT AND PROPOSED INDIVIDUAL

INCOME TAX LIABILITIES

Amount of tax (§)

Effective rates (per cent)

Vieys and Weys end
Means Means
Income 1941 lew | Committee | Treasury | 1941 law | Committee | Treasury
(Married, no dependents)

& 1,300 - 3 12 & 16 - 0.9 1.2
1,500 -- L5 L8 - 2.0 3,2
3,000 & 138 306 357 L6 10.2 11.9
5,000 375 708 889 7.3 1.2 17.8

10,000 1,3%05 2,08, 2,549 1%,1 20.6 25.5
15,000 2,739 3,91l 4,673 18,% 26.1 31.2
25,000 6,86l 8,982 10,143 27.5 35.9 Lo.6
100,000 52,70l 632,072 69,229 5247 63.1 69.2
1,000,000 7%2,55L  8lk,012 879,205 733 8h.L 87.9
(tiarried, two dependents)
2,000 - - 22 - .- 1.6
2,300 - Lo 80 - 1.8 3.5
5,000 271 540 721 Selt 10.8 1L
10,000 1,117 1,800 2,221 11.2 18.0 2%,2
253000 6:}4-80 8:526 9’777 2509 3}4'1 39‘1
100,000 52,160 62,116 68,701 52,2 é2.4 68.7
1,000,000 7%1,9%20 843,316 878,665 7342 8.3 87.9
(single)
600 - 1 -- - 2.4 -
750 -- L1 2l -- 55 3.2
2,000 117 258 267 5e9 12.9 13.2
3,000 e21 Lh7 509 7.4 14.9 17.0
5,000 L83 875 1,069 9.7 17.5 2l
10,000 1,493 2,295 2,777 1.9 22,9 27.8
15,000 2,990 L,221 1,961 20.0 28,2 33.1
25,000 7,22, 9,361 10,509 28,9 37.5 L2.0
100,000 53,21  63%,6L6 69,757 52,2 63.6 69.8
1,000,000 733,139  8Ll,621 879, 7L5 733 8.5 88.0
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