My 9, 19L5
Chairman Booles Tapering off of Excess Profits
Richard A, Masgrave Taxetion after World War 1.

The following gives & brief sumary of Excess Profits Tax
legislation in and after World War I

Revenue Act of 1916

A 12+1/2 per cent penalty rate was iAmposed on profits of
suni tion mamfecturers,

Revonue Act of Hearch 1917

The first Exvess Profits Tax was introduced in the form of an
8 per oent rate on excess profits of corporations and partnerships.
sxoess profits were defined as total net profits minus the sum of §5,000
pilue 8 per cent of invested: capital, This tax was superseded by the
Revenue Aot of October 1917,

War Revenus Act of Octoher 1917

This act introduced a full-fledged war EBxcass Profite Tax.
The tax wasg mpplieable %o corporstions, partnerships and individuale,
The tax bdase wan ths difference between "prewer normal™ profits snd
smarrent profits. Profits subjest to exouss profits tax were chtalned
by deducting from surrent net profits an exvess profits eredit, To deter-
mine the sredit, the aversge net incorme for 1911 %o 101X was taken as &
porcentage of the average invested capital for those years, and this pere
centage was then applied to the invested capital for the year 19517,
However, the oredit was not to be less than 7 per sent and not more than
O per sent of the 1917 invested oapital, Alsge, an exesption of §3,000
for eorporations and $6,000 for individuals and partwrships was allowed.

The vates were as follows: £0 por sent for sush excess profita
as 3o 20t exvasd 15 per cont of invested capitaly £5 per cent for such
exoess profits as fall hetween 15 and 20 per cont of invested oapital;

35 per cent for such sxcess profits as fall between 20 and 25 per cent
of invested napital; LS per sexmt for mich excess profits as fall bLetwesn
£5 and 35 per eont of invested capitals and 60 per cent for euch sxoess
profits as f&ll above 35 per cent of invested capital.
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Chalirmoen Bacles -0

Reveme Act of 1018 (effective Fobruary 1219)

The Excess Profits Tax was sdjusted under this Act and the
War Profits Tax was added,

The Bxoess Profits Tax wss restrioted ® ocorporations snd the
miniwum oredit was raised from 7 to 8 per cent of invested capital, For
ths newly impoasdcNar Profits Tex, the credit provision was more liberal,
The minimum oredit was 10 per cent and a sesoond methed of computing the
sredit was pormdited, the slternative oredit balng equal %o the excess
of current sarnings over the bess yesr earnings sversge., Thas both the
base year sarmings and invested capitel methods of determining the exvess
profits erndit were allowed for.

The rates appliocable for the incoms mrg 1%2 wore as folliowss
30 per cont for suah oxcess profiite as no per cenk of in-
veatod ocepital; and 65 per cent for suoh excess profits as exceed 20
per osut of invested capital, IThe sdditlonsl Vay Profits Tax, however,
in effect incrsesed tho coxbined tux rate to BO psr cent of exoess profits,
as defined on the bazis of thw oredit provisions undor the War Profits Tax.

" 7he redtes of the BExcese Profits Tax applioable for tho income
yoars 1919 and thereafter wore os followsy 20 per cent for asuoh sxcess
profits &8 do not excead 20 per cent of lavested empital; and LO per
eent for suoh excess profits as axceed 20 per vent of invested capital.
These Bxcess Frofits Tax rates remained in effect for the ineoms years
1920 and 1%21. The 60 per cent rate under ths War Frorits Tax was i~

B

oy 1919, /|

Reverne Ach of 1981
The Excess Profits Tex was repealed, eoffsotive Jumary 1, 1922,

A drief summry off corporation inoome tax shanges may also be
usefuls In 1914 the corporation tax rate was 2 per cent, no sxemptions
being permitted, The rate was increased & 6 per cent in 1917 amd 12
per cext in 1918, when sxn exsmption of $2,000 wan allowed. For 1920 amd
1921 the rate was 10 per sent and in 1922 it was ratsed to 12-1/2 per sent,

A table showing receipts from corporstion taxes during World Wer I
is attached,

Aytachment

RAMims
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Corporation end Individnal Incoms Taxes, 19131922

United States Treasury, Statlatios of Incowe 1922, ps 33a

T War Profits and Total Grand Toteal
Calendar Corporation Excesa~Profits Corporation | Individusl and
Year Income Tax Taxes Taxes Corporation
Taxes
L) } of o
1913 843,127, 70 | esecsvcesscncen 3,127, 7h0] $71,381,2T5
1914b 359,1111,532 | escessrerconsene ., 552 80,190,514
1915% 56,993,657 | savsenennassone 56,993,657] 124,937,852
1916 170,805,150 | converescscrnns 171,805,150]  3,5,191,8LL
917 503,698,029 | $1,638,747, 70 | 2,142,Lk5,769] 2,937,826,707
1918 | 653,198.083 | 2,505,563,9%9 | 2,158,76k.4e2 L,286,186,857
1919 743,535,888 | 1,431,805,600 | 2,175,31,578] 3,L04,.97.682
1920 636,508,208 988,726,251 | 1,625,23L,68,3] 2,700,288,329
19a 366,143,621 355'131"8114 701,575,438} 1,1420,962,538
1982 775,310,15, 6,466,121 783,176,28| 1,84,833,576
3

This tehle

shows tax roportod by corporstions &nd individuals on ingome for the years
indicated, hence doss mt correspond exmotly with collections reported on
the fisval year basis by the Gnited States Treasury in Table 79, below

(Appendix).
®
Report of Commissioner of Internal Reveme for fiscal year ended
June 30 TEmeATRTeTy ToIToMTE the your shows
L)

Insludes ezcine tax, $10,072,077, Act of Aug. 5, 1909.

4
On net income garned fyom July 1 o Dee. 31, 1921, reported on fiscal
yoar yeturas vhoge scoounting pericd Sermimated prior o July 1, 1922,

Bénron Re Qs Blakey, The Pedsral In00me Tax, ps 195
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