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_ As you know, under social security each quarter the employer -has
to send in a report for every single employee; he has to give the total -
wages for that employee during that quarter, and the amount of tax .

that is deducted from his wage. . o

_Under our proposed pldnatiee 01:3 kind of report he would have to
give in each quarter would be for all his employees put together. He
would not have to put it down for each employee separately. He
would have to show the total amount of wages paid, the total amount
of taxes withheld. S : -

That quarterly report is essentially a transmission document for

the money he remits. He would have to give a separate report for .

cach employee only at the end of the year, once a year. So that the

quarterly return he has to make is muc{ simpler than under the social-

. security system, and. for that reason I think that you would have a
good deal .less‘delin%mncy. o _
Senator GERrRY. Would have have to swear to the annual report of

each employee, or did you take that out? -
Mr. FriepMaN He just has to swear to the covering document.
Senator GErRry. Just one document? :
Mr. Friepman. That is right. The reason I emphasize that is’
because I know one of the reasons you have a good many delinquent
returns under social security is because it is quite a nuisance to pre-,
pare thesc statements for each individual employee. Many times
ph;: onllployor will just wait fol the collector to come around and prepare
it for him. [ oo
You will not have that problem quarterly with this system, because .

- . all they have'to do is put down the total amount of money they have
paid out and the total amount of money they have deducted. So,
on that score, I think delinquencies would be less under this scheme

- than they would be under the social-security plan. - _

One more point might be made about this problem of Federal,

State, and local government agencies, - _ -
We interviewed some of the specific offices in New York, the board

of transportation, for example, and in other cities, and also-one of

our.men in Chicago talked to an association there, the name of which-

" I'have forgotten for the moment, but it is an association of municipal

and local governments, and the people who run that association were

most cooperative. - ’ i

They said immediately this bill became law they would start to
prepare material for localifies and municipalities that were their
members, ‘telling them exhctly how to go about handling the with-
holding returns, and giving them a great deal of information and
help, and these ple thought that there would be no problem at

all gut there would be cooperation from their members. .

That applies to the cities and municipalities, We, of course, did -
not ¢over the States. = o '

‘One more point on that subject that is worth going into is on this
table that is at the bottom of Mr. Paul’s'statement. It gives at the
top the number of people who would be subject to withholding. - You
Win notice in the last column, at the top, there is a total of 27,000,000
people who would be subject to the withholding tax,.that is, people

. who would have money withheld from their salaries. .

7 Of those 27,000,000 people, only three: and one-half million are

“Federal employees and State and local employees. So that, while-
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are now covered by the social security, or the railroad retirement plan, .
and they are the big bulk." - e
Now, to go on with the adminjstrative problem, what I would like .
to do, if I may, is not to descfibe in great detail every step in the
process, but, rather, to indicate the points at which what the peoplé
are required to do under withholding replacés what they are now re-
quired to do.- - - RN
. I think one factor that gives rise to-some misunderstapding .
the withholding is interpreted as entirely new and comﬁ 1Y in addi-
tion to what people are now doing. Tt 18 not that at all.
true even for industry. ‘ g - -
Much of what is required under withholding replaces
now'do. - v o o
The first step under withholding is for the employer to find out from
- his. employees whether they are single or married and how -any

it they

tfxere is a very real probiem there, it relates to-a relstively small;.pgrt R
" “of the total that this system would cover. - Some 23,500,000 employees - -

dependents they have, and we have provided a form for that. Now, -

- _a good part of that the employer must now do, because when he files
the information return, the forms 1099, showing the total wages he has
paid to an employee, he is required to indicate on that whether the
employee is single or married. He does not have to indicate the num-
ber of dependents, but he does have to fill out whether he is single or
married. ' - Y AR

A great many concerns now make it standard practice, before they -
file their information returns, to get in contact with each of therr .-

- employees and to have the employces indicate on the §tatcment what

their present addresses are, and whether they -are single or married.
-1 know the A. T. & T., for cxample, in most of their principal
branches, do that. Mr. Gretz has said they do. Now, you see, insofar
as they do that, what they are required to do under this plan replaces
what they are required to do already, it does not add toit. It merely -

" means that the employece has to fill out a bit mote information, but the

employer has nothing more to do. He. distributes these forins to the
employees for the employees to fill out, just as he does now. ~ = .
So that first subject of getting the information on the marital status .
_is not completely new. A large part of it duplicates what-he now
does. The new part is what combes in between figuring out for each
employee the amount to be withheld, subtracting that from-his wage
or salary and remitting:that amount to-the collector every quarter.
Senator DananER. Before you go on any further, it is a fact; is it
not, that under the proposed aniended withholding plan, the informa-
tion return, as it now exists, would be done away with anyhow?
" Mr. Friepman. Absolutely. It would be replaced. N
Senator CLARK.. So it is substituting one form for another, -
.+ Mr. Friepuan. That is right, - They are going to come to that at
the-end of the year. In the middle of the year, or during the year when,

* he is actually withholding the tax and turning that over to the Federal - -

" Government, that is new, that is additional, but’it is not a new process. - -~
for him, it is identically what he does now under the social security,. - -
* > The only difference between. that and social security is that he has- = -~ *

@ slightly different_method of figuring the .withholding. -Instead of

- multiplying the wage by 1 percent, as hq-nbw. does, or by 2 percent as- - - -
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ybu will after January 1, '1,943,' he looks it,ju‘-p on a tible, or he makes : -
. . N v - - - - ca S

‘a computation. :

. But the.process of deducting it from the salary y, or accmnnhtmgt.he B
amount so he knows how much he is taking from-each employee and -

- of paying it over’to the Government follows in every detail What lLie
- now- does under social security. R
- Now, 'we come to the end of the year. At the end of the year; he

is required to send in a statement for each employee with the amount

of wages he has paid him during the year, and the amount of taxes he’ ol
has deducted, and that statement is almost the same as the présent:

information return. This would do away entirely with ‘the present

. information return, as Senator Danaher has remarked. -

~ Se, on the question of the amount of work, that is not an addition

* work. The only respect in which it is additional is that hé now has -

to file the information.return only for employees, if single, who éarn - -
more than $500 a year, under the House Ways and Means Committee. - .

- bill, or for married people who eain more than $1,200. . Under. the L

withholding plan he would have to file such a return for all peo

le
from whom he withheld the tax, and that would be a larger _nnmgel‘ -

of persons. . ‘ . o
o there is more work, because he has. to do it fo- moré people, but:
it.is not entirely new or additional, for he saves all of his present work

_ on information returns. :

Now, it might be worth noting one point there, that in our plan-as
originaily designed, you have a slightly different problem because we

anticipated that he would enter that amount of money and that
amount of tax on the same piece of paper on which he got the:informa-
. tion from the employee at the beginni::‘g of the year about whethéer - - -

-

he was married, or single, and so on, and so forth. =~ - -

The Ford Motor Co., especially, when we talked to them, obj

to that procedure, because they said if they sent out'these slips to the

~ employees and for them to hand back, when they came back they . -
would be grimy, dirty, and they could not put them through their

machines, so they asked could we not give them two forms, one form =

at the beginning of the year to get the emrloyee’s status and another

-at the end of the year where they would fil

just exactly as they do now. L
So we modified that procedure to make it. possible. S .
Senator DANARER. The employer to retain the employee’s state-

ment and not send it in to us? - R ' '

Mr. FriepmaN. That is right, but he would be required to retain it :

in his file so there would be a digned, certified statement, and if any
_question comes up we could go to the emplog'er to get it. '
A small employer would not want to do t|

. ‘what we first proposed. - It would be simpler. for him. But for the

= }::ge employer it means he would get that file entered on his records - -

out the information return -

at, he: would want td_.do- :

then forget about the file." 1 know the Ford people said -that.

 that would greatly simplify their task.

:It i8 & very minor change, but it illustrates the -t;ﬁe dfﬁhmge u:l(: e
problems such. -

. have tried to makeé in response to the very practi
-employers raised and that we had not foreseen, i

at about completes the job for the employer. The th.hhol i 3
- tax replaces the old information at source system. The additiqnal -

‘accumulating it and paying it to the. Government. - -

-

- problem is ‘actually taking the money out of each pay envelope and
o
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) l3ua.rt.erly return under this pian is much simpier than the
quarterly plan under the Social Sccurity. I domot think there is one
employer that we went to that did not say, “Now, for God’s sake,
don’t make us give a report for each quarter for each employee.”” -

Senator DANAHER. On your master return, let me call it, the annual

return, will he show the actual number of days warked, the period
worked per employce? ' . '
“Mr. Friepman. No. ' .
Senator DANARER. That would still be a matter of his own records
anyhow? ' - ' '
: r. FriEnMaN. That is right. I am glad you raised that question,
Senator Danaher, because one of the points that has aroused mis-
__understanding was the statement in the law that this return would
show the period of employment covered. S
All we have in mind by that would be, it would show whether the.
wages were for calendar year 1943 or for calendar year 1942. If the
employer dismissed the employee, or if. the employee left on July 1,
let us-say, the return woukf show this was for the period of calendar -
Zear 1943 up to July 1, but‘it would not show the number of weeks he
ad worked, or the number of days he worked. It would not have to.
- show whether it was January, March, and April, or whether it was
January, February, and March. : .
So, I am afraid some of the employers were misled by that statement
in the law. o _
Senator GERRY. Is not one of your difficulties where there is & large
increase in the factory due to war work and it increased the number
of employees for a certain length of time and then they let them go,
' or they have a great many transient employees? Is not that one of
tbe big difficulties, like these big contractors have, say? ;
Mr. FriepMaN. The employee who is employed, let us say, for 2 or
3 months raises no more problem than the employee who is employed

for the whole year. He is treated just like the other fellow. e em-
?loyer does not have to worry about where he goes to or where he came
rom. ‘

When the ompIOﬁee comes into the hiring office and is hired, the,
ersonnel people will get from him this slip showing what his status is.
b at will be entered on the pay-roll record, when they make it out for
Senator GERRrY. Yes; but where you have transients like that, of
course, you are bound to increase your bookkeeping, because every new
man that comes in you have to start with an original slip. Where ﬁou
have a steady business, which may be very big or may be very small, a
business that runs on the same scale from year to year, I do not
im’alt%ine you have that problem. - ' ' ,

e social-security statement, for example, must show exactl
what you are going to put down, but it does not involve the detail -
of where you are starting out with a new type of work, a new develop- -
ment, and where you have a number of transient employees, if I may
use that term. ‘ ' -

-~ Mr. FriepMaN. Senator Gerry, the employer, in any event, now

~ even without withholding at source gets a personngl record for his
files from each employee he hires,.and in all cases he has to set up on
his books for Social Security; if for no other reason, a separate account .
“for the person. Now, he has to do that anyway, so that the only .
additional thing that this involves is that he gets the employee at the

]



wmonnnm'ux - STt
be%:x‘nmg to tell him if he is merned and if 80, how mn.ny dependents

he and he enters thet. on this same employment record: that he hns

_ to have a.nywag
- The only addition is gettin, dg tlns mformetlon at the begmmng a.nd

- making this repert at the en

Senator GERRY. It does mean eddltlonal ‘work, because you fmvex

~ got many more people. _ _

"~ Mr. FriepMaN. That is right -

- "Senator GERRY. And, of ooﬁ.rrse it enters into your Treasury
difficulties, your Internal Revenue d'lﬂicultles, because. you have got™
the scattered reports coming in from all over the country of these

_ transitory employecs.

. Mr. Frizpman. You are certamly right on that int. The -

_problem of this moving about is more scrious from the Bureau's

int, of view than it js from the Pmployer s point of vxew ‘He does -
ve more reports, but it is worth pointing out that much of the work -

. for that additional report he has to do for the Social Security anymay.

One of the items on that report is the total amount of wages that
blns man-carned during the period, and he has to get that an 78y
for Social Sccurity. That is not additional work; the only ad¢ mon to
is to add up the amount of taxes hie has deducted. :

~_ So {ar as the rcal transients are concerned, if I may use that term,
the waiters employed over-at the Raleigh Hotel at a ba.nquet that .

.. would, raise a very serious problem. To meet that problem, we have -

suggested here, as Mr, Paul indicated, that if an employer had “hired -
‘an employee: for loss than a weck and paid less than $11, he. would o
not have to fill out one of these forms.

Senator Gerry. Of course, you would get those cases, but those are.
much rarer cases. What I am thinking of is your largo ‘war work -

" propesition, wliere you are bourid to have 1 lot of transicnts, the sort

o employing two or three hundred cemployeces,

of pcople who only go to work until they get a certain amount. -of
moitey and then they move on, or for other reasons. You ore bound
to have more of them. .
Mr. Fry EpMAN. We have one very. mtercstmg compunv that we
interviewed -up in Canada on that line, if you ate interested in it, and, .
- that'is the John English Co., that are ma{mg the Bren machine. gui;
" Originally, 2 or 3 vears ago they were. nothmg but a small factory -
the factory now ha.s
10,000 employees and is growing every dav
- Ve went through their fiscal system in great dotanl Thov were |
kind enough to show us the mgchines they were using and the actual -
- forths that they were using. They have built up from a few hundred
"t0 10,000 in the course of just a‘couple of years. The operations' they
. had. to go through in perfo\r‘nmg the collectxon-at—the-source function -
.were identical, the machine\operations were identical, with those that ™
-an American omployor would have to go through unden that scheme. - -
Now, as I say, we talked to them at great length, and they do-net __.'f{
seeqn. to be seriously troubled by the particular problem you are. - *
- “rising, They had, of course, the problem of building up their system.
.- 80 rapudly to meet. such & rapid expansion iof employecs, - I quite.
~‘agree with you that, similarly, an American plant that was exp and1%

- ywvery rapidly will have a problem anywa but the additional proble

 raised by this_is not, as scrious as it m t at first appear.”
', . . Senator Gnnmr 1 questlon whether 'your Canadian- sntuatnott 18
e comparable mth ours, - For example, Csnada ha.s bé'en in 'the ,~war
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longer. It is a very much smaller country. It is very much easier. .
g _ because you come into-Ontario, = =~

and certain sections of the country where your manufacturing is, a_nd co
I think that is rather a different problem, especially on the.transitory -
. feature, from our ﬁroblem here, whére people go from one.place to. -
. another and the whole concentration has not developed to anything = -
like the degree it has in Canada, or youhaven’t got the same situation. - -
Now, did you go into the Province of Quebec, for example, and try *

to find out what they are doing there? =~ = -~ - e e o

‘Mr. Friepman. No; we did not go into the Province of Quebec.”
Senator GERrY. Because you have got a real problem.there..
Mr. FrizpMan.  On account of the language problem. -

Senator GErrY. Yes. o . ' .

Mr. FriepMaN. The English ‘pet‘)lrle were telling us they “were
replacing as. many people as they could by women.- - - ~

Senator GErrY. You have got Toronto, Ontario, and those cities \ -
where you have got a very strong English fie. They have been in the - -

. iyvaa mlll)zl; longer. I think you have got a slightly different problem

in Quebec. - _— : .' s ' :

. Secnator DANAHER. Let us see if this is not the fact: Adminis-- -
tratively, the headache wil be the collector’s and the employee’s,
rather than the emgloyer’s in the case of the drifters. =~ - .

Mr: FriepMaN. That is right. I think that is entirely right in the

. case of drifters. S I .
. Sgnator DaNgrER. The employer, in the last analysis, may havé -

* to make more putations if he turns a man over 12 times a.year - -
than if he keeps the same man on the rolls a year. . The rétum to you -

-and the payment to you will be the same in each case, would it not?

Mr. Friepman. I think that is entire}y right. The drifters raise:

- more of a problem for the collectors and for the employees in keeping. " -
their receipts and putting them together. - - - . e
'Senatof DANAHER. It is to the man’s self-interest to makeé certain.” . .-

that he has got the receipts, or else he will not be able to get cfedit for.- -~

~ -the tax that is due, is not that true? - | o ' T

... Mr. FRiepMAN. Just with one quilification. Under the plan as
" proposed, if he does not -have the receipts, hie can still get credit for - -

the tax, but he cannot get a quick refund if he has overpaid. ~ ~

© - If he has not overpaid, there is no problem. -~ -~ * - - -~ ,
'Senator DaNABER. That.is self-policing to that extent, anyway.. ( »
- Mr. FriepMan. Thatds absolutely right... . . -~ - .~ .7

.. Senator Gerny. Now}what happens if he has made a mistake and"
'not withheld enough? -~ - . S L S

‘M. “FriepmaN. If accidentally he does not withheld. emough, . ..
nothing will happen. - All that will happen will be that gt the end of -~

 the year the employee will claim eredit for a smaller smount than - -
he should hdave been able to claim creditfor. - .=~ .. - .

. {Of_ course, if -any .em&}oyer gﬁtematically ‘withholds & greater
-amount than he should, that would bea matter for investigation by . -
”_One of. the great-advantages of having the collection a_t.t,ﬁe' solrce . ..
. " linked with a regular income tax instead of having it entirely separate. -
“+ jg that you have roonr for that type of adjustment. . 'If, for etample, . -~
© you were collecting at the source, and that was all there-was to-it, .
it wonld be awfully important to make sure.that there were absolutely -
1o mistakes whatsoever, because it-would be to the detriment of the .~
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employee and to the detriment of the Government, but on a system _
like this, where at the end of the year the employee takes crecﬁ?; for
the amount withheld and pays the rest, or where he can get a refund.
if too much has been withheld, minor errors do not cduse much of a
serious problem. : - K :
If an employee pays slightly more of his tax in advance than he
otherwise woth, that does not inyolve any permanent loss upon -
him, that does not involve any permanent loss to the Federal Gov-
ernment. I think that is onc of the great virtues of maintaining the
collection-at-the-source system and linking- it with the regular income
tax, because it gives'you a margin for error, it gives you some leeway.
We can afford to use a simple table, like tile one you have seen,
which is not precise, just bechuse it is a prepayment and it is not a
final liabilityv. T
Senator DaNaner. Just curiously, 1 sometimes do have an ides,
and I just had one. . .
I am wondering if you cannot integrate the possibility of allowing
vour employee, in case of suspected excessive withholdings, to pur-
-sue his complaint through the State departments of labor and factory
impection, when available, and just tie in the possibility of utilizing.
already. existing machinery where there are spot checks going on
constantly, where there are Government and State cmployces in the
State and Federal inspection services already, where they have the
cmployer’s records both as to individuals and as to the totals.
Mr. Friepman. I think that is an excellent idea, Senator Danaher.
Senator Dananer. Now, this is a question that you have not
covered. 'What are you going to do with the wife that is working

and the husbaund that is working and ecach claims the credit? What =~

is the employer’s relation to that particular problem?
Mr. FriepMaN. On tho slip which the employee fills out on his
status, there is a question as to whether his wife is working. If he -
"says his wife is working, the employer gives him only half the exemp-

tion for a person whose wife is not working. :
That is why, if you will notice, on that table there is a blank there

- for a married peyson whose spouse is employed. ' o
In order to prevent injustice in those cases where the spouse may
work only casually, for example a man’s wife may clerk in a store for
a week during the year; it would not be fair to give the man only half
the exemption throughout the whole year. S .
" 'The form also carries a question whether the spouse receives wages
for regular services or for casual services. If the wife receives wages
for casual services, the employer will give the husband the full exemp-
tion, but if the wife receives wages for regular services, the employer -

will give the husbhand only half the éxemption. So that, I believe that
" pre bﬂm is taken care of. o

Scnator GERRY.- Now supposing the wife is working and the hus-
. band eertifies that she.is not, and she is working in one city, and he is
working in another, and they both claim the total exemption? That
- means you have got to check up on them, the Treasury hias got te

check up on them; does it not? . S :
Mr. FriepMaN. Well, the emplogver, of course, in that case, may I
point out first, is entirely relieved from any teSponsibilitZ. His only
responsibility is to accept the employee’s statement and put it into -

5
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‘Of course, the Treasury.does have to check it up, ju‘st,-;sr-we now - .

have to check it up on the information that people put in their annual

returns once a year. What we would presumably da would be to . -
make spot checks during the year on this type of thing and haveshe- -

full check at the end of the year. I grant you there may be some

cases of evasion through that method, but it is worth noting that- B

‘that problem is not worse under this system than it now is, becduse -

under the present-law if you do not withhold at all it is not until’
next January or February or March, when the man files his return,

" that you have a chance to check up on him. - _ R

If the husband and wife file wrongly you will have a chance to

chéeck up on them at that time. Under this, Senator, youn can still & -
check up on them at that time, but in addition, under this scheme,

you, can check up on them in advance. -

- "Senator Da~aHER. In any event, you would divide.the credit

-between the two. . . R
. Mr. F ml;?‘&u/S«nat)or Gerry was citing the example where the '

. husband had made a deliberate misstatement and said his wife was
not working when she really was. Of course, there are very severe
penalties pravided for such misstatement.: - o _ L '
- We ‘would catch up with him eventually, no question about that, -

" because at the end of the next year we woul({ put together his statement -
that his wife was not working and his wife’s statement that she was

working, and together with those statcments would come the inform- =~

__ationl from' the employers that they were both working. L :
~  Senhtor GERRy. Probably, under that scheme; they would both: .
work under different names. = .. .- L
Senator DaNAHER.: Yes; and they do right now, as a matter of fact. -

Scnator Gerry. They do right now. The only thing is, with the -

~.incentive of high wages, and that sort of thing, you are much more
- apt to have that sort of evasion attempted. =~ -~ - = :

Of course, you have the other point that Senator Danaher fsféed,' |

if you start checking up with the different agencies. . There you
‘coxild delay things terri.ﬁp '

. can go in and have a look at the books, especially in different localities, . -

you-are going to have the employers object to all the time having his

. records gone into. o ' SN : R

1 think on that peint you will probably-have to have one responsible -

cally, because if a lot of different agencies- -

\ head that does it, like the Treasury, that checks up, otherwise you -

* would never stop having the books investigated. ~

Mr. Friepman. I think there is no question at all, Senator Gerry, o

. Senator GERRY. Yes. - L : S
~ Mr.'FriepMan. But the important thing, it would seem to us, is
- that there is no additional room for évasion over and above what there .-

but that there is room in this system, as in any system, for some ¢vasion, -

is in the present law, and. there is much room for evasion under the .

present law. If this husband and wife wanted to both ‘assume’. .-~
- different names and: file two income tax returns, both.claiming. the - -

marriage exemption, say the husband filed as Mr. Jones and clammed - .

.. - the 81,200 exemption and the- wife filed as Mrs. Smith and- claimed =
- Y the $1,200 exemption, you would still have the problem of trying to =~

catch them. _. S Lo e
- So that those problems are all with usnow. .~ ... .~ "o o
‘Senator CLark. That is prima facie evidence of fraud. .. . - -~ "
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M. anmum It. certamly ia.’ Co '
‘. -~ Sénator Gerry. It is prima facie ev:dence of . fraud and the onbt
:}‘restnon that ' passed in'my. mind is, would it be more &fﬁcult for the
to check up on it?” I doubt it.- :

- 'RIEDMAN. - It wduld be the same problem I t.bmk as we have
. now , A DT
; Sonator Gerry. I was )ust raising the questxon. : L L

-Mr. FrizpMAN. -Yes ; ' e
‘Senator Gerry. 1 thmk ‘the p‘mblem nught. be the same. Of course -;'
the only thing I can see, there is.more incentive nvtlns to dOIt because
you .are withholding more. * -
... Mr. FreepMaN. But there is no more incentive with thq éame tax.
. " "rate; You ultimately have the sanie incentive.  In fact, I would say
thc incentive is less. ~ Let me explginwhy I think that. , -

You come to the end of the yegr with no thhholdmg and you aie
suddenly faced with the problent of paying a lot of money, intax and
ﬁou do not have that money, you scratch your head trying to ﬁgure B

to get out of it, and one way to get out s to ¢laim more exemnption
. ‘than you ate entitled to. Under this plan you filé your report with*-
t.hp employer at the beginning of the year, in advance, before you have
problem of fmymg the entire thhholdmﬁ ‘The money is gomg

¢ wnthheld they are going to pay it in small amounts:each week. -
'Y o' know your employer is goiny, to be awfully annoyed at you if

. ~ you file erroncous information and he ‘ﬁnds out about it, not because it.
>\ '~18 his business. to check up on it, but. he is not going to’ trust an em-’
plovoo who gives him wrong information. for any purpose. I think
~1tis more likely, fozzbosdreasons, that-you uget oorrecf mfommtxon
on'this exemption cértificate than you will at tife end of the year when .
.‘you suddenly come up against the problem of paying the income tax, x

-and when you are dealing with the unpersonal ederal Govemmen€

" :and.not the employer. , - .

¥ nator GERBY. I think. the Govemment. would be more apt' to
. ra h up with him, in the long run, with this system. I think there
: mhno question-about that. I think you have mdde a good answer on_ .
‘t At ' B
o "Mr. annuAN So {far ‘as Senator Danahers pomt is- concemed
ool 't.hen- is one point that I think ought to be mentioned, and thatis
1+ that the employer has ne incentive to withhold too much unless, he -

.+ intends actuglly to abscond with the money, -unless he intends not to

T 'tum ‘over to the Federal Treasury the actual amount he has withheld. -

I do not; believe we are going-to haveé many people like that, and I
= do riot believe it is going to be difficult to catch people’ like that:

. - . Senator DANAHER. ‘Let me add, in further reply to Senator. Gerxjy 8

'.commexit about a surplus of agents baving-access to books, that my

" comment was limited to those cases of evasion to which you ho,d already -
sreferted, Seristor Gerg and;:second; to the fact‘tbat t.he unemploy-- . -
ment compensatlon officers who are already on-the job under. exlst.
have comple rds and, moreover, have access to tecords n::ﬁ
make oomplete hecks all the time; - Consoquently, any:individual

ethployee complained:-that there was an intentiomal mt.hholdmg of an .

exaess from him, I was simply sa; ;¥qu gave to:such an. empl,oyee

: &ccesstoanagemeythatxs ‘q.ndhasthat,pcr—

ular complaint run down, that the Treaury could take the result .
%the mvestngahon and couid ma.ke 1ts report le would nqﬁ have

v“




L. . - . -~ oo . o 4
A : WITHHOLDING. TAX . 134

to duplicate it, you would not hgve to duplieate what the G3vernment
is already paying for, and that is an inspection service that runs into
every State. In my State there are at least 1,300 employees in the -
unemployment compensation division alone. * So, you have got a con- "~
siderable staff right on the ground, Segator. - : ~
Most of us overlook the fact that we have got a lot of agenoies that
we can utilize. - - _ L
Senator GErry. I think 1 misunderstood what you had ingmind.
Mr. FriepmaN. I would like to point out in that conn n, one
additional thing, and that'is that for almost 2% million out of the
2,700,000 employees, you are already checking on' them. You get
. . slmost’ the same figures for social security, the basic wage figures
which are going to be the base of your'check are the.same essentially,
7 with very minor differences, under this*plan as under social security.
~ “You already have a field staff that is ivestigating already those
. exact, same items and 'in that connection you have no really very -
ﬁeat additional problem, hecause fhe-Bureau of Internial Revenue .
ndles that, of course. They already have their people out in the -
field checking on the social security returns. The same check does
. for both, except for the accuracy with which the employer computes
_the amount to be withheld. That is the. only additional item, and -
that 1 do not think would be very serious, a.very serious problom,
because if the employer does not understate or misstate his wages,
for social security taxes, he is not going to miisstate the amount. he-
withhqlds for this purpose, because he has just as much an incentive
in the one case as in the other. - ' . T
Senator DaANAHER. You will find the wages-and-hours law inspec- -
“tors and, the unemployment compensation people have almost always
got 1t at hind. i S
Mr. FriepMaN. One of the things that cmployers repeatedly
emphasize, that we had-not realized along that line, is the extent to
which they have had to change their records:in order to comply with
" the wages-and-hours law. We have not realized ‘the extent to which
they have changed their pay periods to comply with it. . -~
'We have had people who paid semimonthly, and they paid—eor
ey changed to pay weekly or biweekly, because the wages-and-hours’ -
lJaw required them to pay on a weekly basis..- - - - S
Senator CLaRk. Of course, that is one of the complaints that I get. -
mogt frequently from businessmen all over the country, is the diversity
- . of forms that they are-required to make.out. A fellow will say he has
already had tlie necessary nformation set up on his books by his-own
accountants and his own auditor, and then the O. P. A. will come along-
. and require him to set up the same information on an entirely different,
<. . se} of forms, or the W. lE B. will require him to set up the s@me infor+ .
mation on an entirely different set of forms, and the Social Security
will do likewise, and so o . : ' - .o
The businessman claha that is a very great burden on him. In
. many cases, the same infoymation is required by different bureaus to
be-set up on different forms. T T e T e o
.- Mr ‘i‘PRIEDHAN. I-think they have a very. fundamental complaint .
" on, that score. We require the employer, ‘for example, to make his
juarterly reporg on a simple, 1-page form, which is identical with the -
] zrst part of the more detailed Social Security form. "In addition
" that, the only other form the employer has to deal with is this formon -
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. which hem amountwof wages atld the aﬁount o taxts, ,“!‘d‘

.7 that is rep&cmg the mfogahon form  hie new ‘has to-use..

 Thut-is.not’n pew, t just. takes t ace of what he is é'lready -~
using. Sd the only pddifienal form we a¥e. mtroducmgnnto th;s 18
the snmple, 1-p $ accorithamies | the remission .of taxes. :
nator DaR: HE . You do not mean rerxnssmn mu‘ mean remlt,-
donlt Vou" S IR 1 :

o e,s. .- . . . o . _-"':
'That is the o'nl‘y additio' 'l' ﬁrm,— and ,that-i N ;

.the top part is, wrth the Social rity form.- . ﬁ R
I note the objection that therc is addlt.' nal. work invol&; and -5 ¢

that was the-actual deduction of ‘the amount
employee s pay. - Now, it is worth emphaﬁnzmg in that res T
" that too, entirel aside from Social Sécurity, is not a new opetatlon e
“We agk the em %oyer in ev(-,ry case how- many. deducuons he is now:
“- making from his palyl o ‘
We fournid 1 employer who is makmg ower 20 deductlons from,ﬂle .

- pa checks. The average Qumiber of deductions ruizis about 8 Ql‘.g

> PauL., What were sogne of thoese other deductions? -

?-‘«an’bu«u ‘There wére, of course, Social Securlty and Wa,r
%, ‘Bongl, the-two €hat practically. everybody"had Union ‘ dues” are
- very wxdespxead » Advances for vacations and for sickn % an insur-
e ance scheme that the plant had for perhaps medical insurance.or -
: hgepital insurance, R eJ, Cross, Community Chest, a déduction for
-bdge fees; the amount that thoy paid-for, tite badge, a dcductlon in-
‘one case, ‘s I ‘remember, for glasses that the firm sold to the em Joyees.
,beca.use it whs a type of woral wluch they need ;Iw.pecxa'l ind. of
ass- _\

‘s "

or ;Dimm?’ A retirement- fund probabf ' 'q.; T
ntt-:nuAN es, a retirement-fund deduct,xon, a deduct,xon,
- the case of cos.l Jines, for example, for goods bought at the eompany’s g7
" © ‘store, and ‘in some places for rent in company houses 1. cannot - _‘ -
romebn;bor very many of the others,  but we were just amazed at the ey
. number T
"We would say to an emplqyer, when we 'ﬁxst started -“Now, you S
have 1 or 270ther deductions,” and he w Q{‘ld start listing them; and
lo and behold, there.would be 10 or-12.  The problem of deductions .’
is not a’new problem for the empl‘oyers ‘They know how to do. it. .
. Scnator, DaNAHER. One of the leading offigiale of the American S
?J“ederatxon of Labor sitting néxt to me .at-dinner not long ago told - =
“ne_that, in one of the largest plants in a New land State which
" he has had occasion fo investigate, the Jargest si ment ‘in: cash
was $5.74,-all the balaice having been taker out’ o thé employee’s -
pay checks by way of deduct.xon§ ou one, or another of t.hese lmsee
you mentigned. $5.74! : L
Mr. PavuL. There mxght be- arn:shee orders m soine of these cases; .
" Mr. Frigomay, We never eard an employer menLon- garmshee ’ '.
orders, I might-say.. _. ’
-1 think. that about covers th;} pnoblelﬁ for the employers, and l'
" think it really. is_worth ex hasizing thidt it is muchsless bad- than'it.-
.looks offhand, because to tge extent-to which it replaces the present -
.- -work and to the extept to which it. duplicates what l;le now has'to do, PR
- it does not. add sny: a,ddmonal burden on, hlm I thmk J;here isng

P ~ '.'_ '-~.'~,' i '.;(" .
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questlon but lf you tncd to mtroduce thls m w2o, or. 193’59 even,
before the social security sysfem had gone into- e ect it woirld have =~
bee.n a treméndously greater problem” - '—\\ Soe
I think the introdugtign of the soclal-securlty deductlon was a>  *
’mueh % reater problens then this, just because you were-starting e-.
rand new, you Were giving the employer new op(-rauQns to.
perform that he had nevp ormPd before. Neow he is usedito it,
7 ¢ has gdt the set-up to handle it and(it is
much-less seriods than it wou]d have been if you had not had all the’
* experienc mtf{ social security, with umon-(lues dedupnons w1th war- /)‘
bond dedudtions, and"the hke. -
- I think ghany of the cstimates-that the employers had givdn on tho T
“extra cost’and the extra machine needs are definitely overgStimales, |

. simply pecause they had not worked out the plan in detail/ An .

[‘ As thdy have time really to fit the plan into their opeyations, and -
cspecilly the business-machine companies liave time’ to_dbsorb it ahd

- to gi¥e advice to their clients about ways to handle it, the extra vcio k
is going to.diminish.

1 know I. myself was in Detroit, interview ing employers there, nnd
we went to the. busu;vss-machmc cofhpanies, “the Elliott Fisher and

. the Sunds¢rand Co., thc Burrdughs €o.; and the International Business .

. Machines Co,, and in the. course of our discussions with them we - . ..
were ablé fo work out three,‘or four, or five, or six different things that .- .7~

*we had never thought about before, that would reduce thie work of . -

handling this on the different machines these people had. '

All the people teld us once,this thing went info effect, thoy would
get their people immediately to working out simplifications in handling

“1t, and would immediately advise their clients about the simplifications,
and: would help the clients in figuring out-ways to put if on the books.

That kind of thing that you can for(t(ll in advance’ mal\os a tre- -
- mendous difference. ‘
et me give you. one example.. \o vnsntod ‘the "Detroit Tunkvn

- Axlte €o. in Dotroit. They were llsmg the Internagonal Business® * @

Machines setup. . They ho‘urod thay would need several addltmna]mz . .,_,-._'
machines of sevoml cxpensive types, or- multiply :thein machine-* "
forms, or multiply the books. - When we tdked to, the® B M. -people .

“who service this outfif, we worked oyt4fithitheny a schéme that would -~

- eliminate_the additi al machineg,/and they dev: opt-d @ very-simple =~
process that, thev céuld handle ofi the predent machines.

. at the. Detrd‘it. "imken "Axle -Co. coyld -wot have co ceivably thought
of that in advance. but thev ‘will be informed by thy I. B. M. people
nbout the possibility of us'mg this systend. Their need for the ma-

- mcs which we included “in our figures because they stated they
ed them, will be completely wiped out.

I am porsonally conv mc(\d thoro will bv many cnsvs of that t\'po in
_hete.

- T would like to pgss on, if I may, to thc-i(h\ idend part of it What
we are requiring of them on_the dlv'ldond art of it is not all new.

* As you know, they now ha k&r‘fupm%h infofmation at the end of the
vear for every person to whom they have paid dividends of more than )

. $100 & year. hat covefs about 40 perc:L\t or somothmv hl\o t;lmt -

- of the pooplc ‘to whom they pav dividen :

. But in order to know whether they are going to pay 2 pvrson more
than $100 a year, thov have to l\m-p tracl\ of 2 great many pconlo a

» i 27
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'~ great manyumnore ‘iwople than that; because threy de not know until the
- . final dividend is declared and the final dividend is paid, and they do

“.not know because a person may buy more shares of stock in the mean-
time, they do not know until the end of the year to which people they
are going to pay more than $100. In fact, they give reports for 40 -

' percent, they keep the records now for perhaps 60 or 70 percent of the -
people, and the records that thev would have to keep uridgr this system
would be identical. - They would have to accumulate the total amount
of dividends paid, and 5 percent of which to people who were subject
to the withholding would be withheld and they would enter that on
the same kind of form that thev now use, Form 1099. 4

Under our revised procedure they could run off a duplicate of that

- at the same time that they were making it.  Almost all of these people

make it on'special forms, on the fanfold type of typewriters, and-they
could very easily have a carbon slipped in. They' could use that-
duplicate as a receipt to send to the dividend recipient and they are.

through with it. They .do not have any extra operation at all

except, to send this receipt to the dividend recipicnt, and they can do

that by inclosing it either in the last dividend check of the year, or
the ﬁﬂ dividend check of the next year, so they do not have the .
additi ailing. | n

Senator Daxaner. Of the next stockhelder’s letter telling them
where there is no dividénd. ) . :
Mr. FriepmMax. Yes, . '
‘Mr. PavuL. 1 noticed in this morning’s paper the dividend. deduc-
tions had not.been as serious as had been anticipated. _
Mr. FriepMan. The only other additional work the dividend
recipient has 1o do is on these exemption certificates that corporate
“owners and individuals with low incomes now file. -
Now, what happens is this: The corporation, or dividend payer,
now maintains a dividend record. What he would do is to separate
that dividend record ynto two parts, one part for people from whom =
they could receive exemption certificates, but that part they would
do everything exactly as they are now doing, except at the end of
the year they would send us the exemﬁtion certificate indicating on
it the amount of dividends paid, like the information return. .
As for the other part, 1 have already described it. Their only
* extra procedure {8 to put on 95 percent of the dividends instead of -
100 percent of the dividends, and to send the stockholder a receipt
~at the end of the year, which would be a duplication of the informa-
tion return they send to us. So the extra. work involved 18 very
minor. . . -
Senator DANAHER. Suppose we have an individual with a portfolio
of 20 stocks, none of which yield $100 per year, and assume an ‘
gate receipt, let us say, of $1,000, would there be any withhm
“at any stage of the game from that particular citizen? .
Mr. FriEDMAN. Yes. o 3 .
Senator DaNaAHER. Where would that occur?

Mr. Frieoman. I am sorry, I am afraid I did not express myself
va%clearly. ] , : : I

iis- $100 requirement is the present requirement for the infor-

~ mation return. It would be. eliminated in the withholding plan.
P One of the great advantages of the dividend withholdingoplan 18, it
is possible now for the man to receive $1,000 in dividends

omtwenty



WITHHOLDING TAX - A 139

oorgomtions and yet for us to have no record that he receives a cent
of dividends, because he is not required to report unless he receives
more than $100 from anyv corporation. L
. Under this plan we will have a record for every cengl. he has received.
That, I think, is one of the advantages: under this plan in tightéring
up the control on the dividend angle of it. i 4
I had not mentioned, in that connection, that the estimates that
. the American Bankgrs Association made on dividends were just
several times, or many times as large as their actual cdst, because
they were making the system out to be about as complicated as it
could conceivably be made, while we make it as simple as it can con-
ceivably be made. - : .
They reccived 5 receipts for each dividend check, or 20 receipts,
and under our new, modified plan they would have 1 instecad of 20,
and that one would be a duplicate of the form they now make in a
at many cases. Sp I do not think the amount of extra work
involved in that is at all significant. . o
We had an estimate from the American Tclephone & Telegraph Co.
as to their approximate costs. They were the company . that -Mr.
Paul referred to as saying it would cut their costs in half if we substi-
tuted the annual receipt for the quarterly, receipt. Now, I followed
that cstimate up on the basis of the American Bankers Association
statement that there were 100,000,000 dividend checks a year, and
totaled them up for the whole country, and the total for all dividend ~
ﬁa ors was something in the neighborhood~of about a billion and o
f dollars, and the total amount of tax thiat would be withheld by
them was in thé neighborhood, in 1943, of abdut $200,000,000 and in
1944 of about $400,000,000. . . )
I might add that the A. T. & T. egtimate istan overestimate.
Senator DansnEr. Now, what would be the t if it was traded
in the open market, unless there is a gross withholding? '
Mr. FriepmaN. Under the nominee system, if & man had stock -
under tlie nominee he would have 5 percent of gross withheld from
" his dividends, and then the corporation would send to the nominee a
. receipt for the amount of dividends withheld, just as it now sends the
information slip for the-amount of dividends that had been.paid.
The nomince is now required, in order to dlear himself on the books
from that amount, to break that one information slip down into a
slip for each actual owner, which he is required to send to the Burcau
of Internal Revenue as an information slip. We wotld use exactly
the same procedure, except the broken-down receipt. would be made.

in duplicate, one copy would go to the actual owner and one copy to

the Burcau. : : - .
That would be the only extra step in particular aside from that
extra step, that is, making out the duplicate to send to the actual owner
so the actual owner would know what has been withheld, thére is no
bit of difference between that procedure and what we now do.
Senator DANAHER. Let me see if I.can pursue that one step further
and perhaps clear up any possible doubt on it. ' o .
Suppose .an individual citizen to a brokér and places an order
for 100 shares of some stock, the withholding tax having adhered
against the prior owner, how does that new customer, the new buyer,
suffer in withholding, or,.in the alternative, how does he ascertain
. that that amount in fact has been withheld so that he buys, as I put - -
it earlier, ex-dividend, ér ex-tax? = -~ -
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Mr, Friepxan. There i8 no problem of ex-tax in that sense, be-
cause the tax is a part of the dividend essentially, and ex-dividend and
cx-tax are the same thing. What happens in that case depends on -
how these 100 shares of stock were held before. ) ,

If they were held in the name of the actual owner, why, then there
is no problem, because when the 100 shares of stock are transferred
there is an entry made in the books of the corporation that the 100
sharcs of stock were transferred. The former individual'is closed off
on the books. In that case a slip will be sent to him showing the
amount of dividends paid, the amnount of tax withheld, and a duplicate
of that will go to the Burcau. That is all there is to it. You start a
fresh page. . b '

On the other hand, however, suppose the 100 shares was held in the
broker’s name for the actual owner so the broker got the dividend in
the first instance, and then passed it on to the actual owner, and suppose
when it is transferred the broker still holds it in his own name as nom-
ince, the broker is now required to break up the dividends he has
received into the parts attributable to each person, and to send the
Burcau a statement to that effect.

He would do the same thing under this procedure, except he would
send a duplicate of it to each actual owner. So the broker has no
additional work except to make the forms out in duplicate instead of
one copy. That is the present Form 1087. It is the form that Mr.
Atkeson drew to your attention the last time as W-6, I think it was. -

: S(l), your whole system is not ‘changed in the slightest, except for this
duplicate.

‘inally, lct us come to the problem of the Bureau. In the case of
the Bureau, too, much of the work that is required under withholding
replaces what they are now doing.

As Mr. Paul pointed out, the Burcau estimated that there would be

~100,000,000 forms of all kinds. As he also pointed out, 75 to 80

million of those would be necessary in the absence of withholding,
because the Burcau now gets information slips from all employers
about their employeces; it now gets information slips from dividend
payors about the amount of dividend peaid; it now has the problem of
-associating those information slips with the tax returns filed by the
individuals. _ .

It would still have identically the same problem. The only place
at that point where the Buicau’s problem is increased is that vou would
have more of these slips, you would increase the number of slips by

-about 20 or 25 percent, because instead of having the. $100 limit of
dividends, you would have no limit, and in the casc of cmployees, -
instead of having $500 and $1,200 income the only question would be
whether tax has been withheld. ) . o

Now, it is not a new kind of thing, it is doing the same kind of thing
that they are now doing. - SR :

The Bureau now must check employer’s records as to wages paid
for Social Security purposes. ‘It would still have to do that. That is

not a new job. The only thing that is new is that in checking them -

it would have to check both-the amount of tax withheld and the wage,
so that through this process much of what appears to be extra work .
for the Bureau as wcl{)as for the employer.and dividend payor mervely
replaces what those people and agencies now do. : :

I think there is nothing more on that score that I need to say about .
the Burcau, except 1 should. say one thing in complete fairness.
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. There is one extra step that I have not mentioned in the matter of °
making these returns. " The getting of these returns into the with-
holding agencies cach quarter 18 a new step. It is similar to the Social
Security return, but there is the extra amount of money in the handling
and processing of those returns that is a completely new addition. but -
-once again that, too, is tore of the same rather than thé new opera-
tion, because it is the same process as they now go through in getting
Social Security returns in, and they would have to do just a little more .
* than that. But nowhere in this withholding process is there anything
of & new kind with which the Bureau has not had a-good (K-al of
experience. S o L -

'lellu'oughout,, it is a question of doing some more of the same type
of thing. ' . o

I think that is all I have to'say, unless vou would like me to go
into the Canadian situation at any length. '

Senator CLARK. Are there any questions? ' :

Senator DaNaHER. I have only one other thought on that point.

In the event of withholding from the owner of stock and no taxes

“due ultimately, where does he get his refund? ' :

Mr. Frieoman. You thinking of a.corporation or an individual?’

Senator Dananer. 1 am talking about an individual.

Mr. Friepman. An individual will file an income tax return, and-
that income tax return will constitute an automatic claim for refund.

If he wishes to, he may attach his receipts that he got from the
corporation, he might attach his receipts to his income tax form.
In that case, if his refund is less than $50, the Bureau will pay it to
him immediately on the evidence of the receipt. If his return is
more than $50, the Bureau will have to wait until it has checked
his receipts with the receipts of the employer, or the corporation, the
dufpli::lato copy that they have gotten, and then they will pay. the
refund. ‘ .

But the income tax return which he files is an automatic c¢laim for
refund. He does not have to do.anything else. Now, if it was an
-obligor corporation, if it was a corporation and, thercfore, exempt,
it would take the credit on its corporate income tax return. [If it
had a tax due it would offset the credit against the tax. There
would be no problem. . ' ‘

If it were a deficit corporation and had no tax due, that would be
& claim for refund just as in the case of the individual.

Senator DananEer.. Thank you. ' : -

‘Mr. PauL. Senator Clark, you suggcsted earlier in the morning that
you would Jike to hear something about the Canadian practice. .

Scnator CLark. Yes; we will hear you on that briefly, Mr. Fried-
man, : : -

.~ Mr. Friepman. The Canadian tax sounds a lot different from ours,
in the way it is applicd now, but as it works out in the machine and
pay-roll information, it is the same thing. What the Canadians do
18 to levy a gross tax, with two exceptions.

That-is, they have, let us-say, 5 percent on the total,wage. The
first exception is that that gross tax does not apply to anybody whose -
income is below the exemption limit. For a single person, as I remem- -
ber it—and this figure 18 from my memory—it is $660, and for a
‘married person it is. $1,200. If a man receives less than that, if his
rate of pay is less than that, they withhold nothip? - If his rate of
pay is more than that, they withhold 5 percent of ‘the gross amount.

L 4
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. 'The second exception is that they allow for the number of deperid- -
ents, and they do that by means of & tax credit. I do not remember
the amounts. - o : : '

Let us say, for example, it is 50 cents of tax per week per deperd-
ent. So, if a man has two dependents, they will take off a dollar from .
the tax as they would otherwise compute it. - - S

Now, in order to know whether he is entitled to a $660 exclusion or
a $1,200 exclusion, and how much of a dependency credit he is entitled
to, they have to get from him information on his marital and depend-
ency status, exactly as provided in our law: '~ There too, if he changes
his status, he has to notify them and they have to give it effect.

The computation of the tax, while it sounds. different, works out
about the same thing in actual operation as under the original plan as
we had it in the bilif, because they have to make a multiplication in
order to get the tax and a subtraction to allow for his dependency
credit. The'only difference in our bill is that they subtract first and
then multiply. The arithmetical operations of the process are the
same, they are only done in a differen} order. :

As I say, in the interview we made of the employers in Canada, we
specifically went into the question: Suppose we substituted our tax
for theirs, what would happen? ‘ . :

It would turn out that you would change the names of certain opera-
_tions and the order in which you would do them, but you would per-

form exactly the same operation. : .
"~ Under our table form, for many employers, with this table, it would
be much simpler than what the employers themselves say. However,
the employers are planning to introduce a new system of collection at
the source in which they, too, plan to use a table method.

I should point out in that connection that the table method is not
better for all employers, and we propose that it be made optional and
not compulsory. There are certain types of machines under which the
actual computation method is simpler than the table method, and we
propose that thosc employers be permitted to use thats method, and
that the table method be made optional for those employers for whom
it 1s the simpler. C -

The Canadians withhold from dividends and registered bond interest
ozsontially the same way as we propose. There is no real difference
there.
~ Senator Gerry. Is the Canadian system based a bit more on - the

inglish_ system? In other words, i8 not the Government granted
larger powers than we grant the Treasury, on account of our Con-
. stitution, so that it is a board that has greater powers? They do
- have-greater powers in England, I know.
Mr. Friepman. That is true. .
‘Senator Gerry. Is the Canadian system the same system? .

Y.

Mr. Friepman. That is true in the general tax administration of - -

Canada, but as -it happens it does not particularly affect the with-
holding at source. : - .
. Senator Gerry. It would apply in this way: In the case of ap
they would go before the board and it would have more flexibility.
Mr. Friepman. I think that is true. Although, as I say, while
‘true, it is not a very important element in the collection at source. -
It is an important element in other parts of the tax system. The
(Bl‘anmllli.an'colloct.ién' at source system is entirely different from:the °
ritish. - ' . L ’
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* 'The British systém isa oompletel& diﬁereﬂt system.

Senator GerrY. 1 did not intend to get into t.hat_.' I was ‘]"ust'

raising that one point: _ '
Mr. FriEpMAN. As ] say, as to the British system, every time I
look at it agam I am struck with ainazement as to how they can do it.
Senator CLarx. Thank you very much, Mr. Friedman. :
Mr. Paul, could you have this statement of yours prepared for the
full committee? : C g -
"Mr. PavuL. Certainly. - :

Senator CLARK. 1" mean, have enough-}copies for the full com-

mittee?

. Mr. PavL. Yes, sir.
I Senator CLARK. I am going to have the record printed as soon as
Mr. PauL. I will have it mimeographed by Monday. .

Senator DaNaner. What do you think of the suggestion of this

-

-gentleman who wrote to the Wall Strect Journal, Mr. Friedman,_

please? ' .

Mr FriepmaN, Well, the suggestion of this gentleman—I just had’ ‘
a chance to look at it, look it over, very briefly here, so I will answer

off the cuff, as it were—comes down to asking the same thing as we

ropose doing, with just one exception, and that one exception is that

Ee proposcs that people be allowed to credit the amount withheld .

‘against their last year's tax liability.

Instead of carrying it over until 1944 he proposes, if I understﬁ.ud

him, that each quarter in 1943, as you pay your 1942 taxes, you could
credit the amount withheld against the tax that was then due.

-~ Now, as you may recall, at one stage the Treasury suggested some-
thing similar to that, on a part-and-part basis, whereby part of his
withholding could be credited against the past and part into the future,

but it was finally discarded because it complicated matters very con-

siderably. In the Bureau's records you would always have to be
oomgorini 2 different years’ returns with the 1 year’s withholdings.
We had t

e problem of some people who would take advantage of it .

and some people who ‘would not.
Finally, if you did it as he suggested, you would always be left o
year behind, you would never catch up, because you would always be

. crediting the current year’s withholding against the last year’s tax. .

One of the great virtues of the Treasury’s plan, that is in the H. R.

.. 7378 bill, is that it enables you to catch up and get on a current basis. -

Senator CLARK. By paying double taxes.
Mr. Friepuan. By paying double taxes for those people who have
not accrued their tax liabilities.
_Senator DANARER. Which means everybody, practically.
Mr. Friepxan. I'should dissent to that and say that 1 am at least
. & minority of one. - :
Mr. Paur. I am a minority, too.
Mr. FriepmMaN. That makes two of us. R _
'Mr. Paur. Otherwise I would not dare to come down here. -
. Senator DaNanER. All right, thank you very much.
Senator CLARk. Mr. Paul, it is pretty late. I do not know whether
you ‘want to go into the Ruml plan or not, but if you want to, I know
" the committee will be glad to hear it. - S

-’

-
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Mr PavuL. It.xslate soI thmhoughttotukatheﬁmetomdncate
ideas on it very genera.ll '
e.do not like the plan as “well as the House bill. - Now I a
ciate t.he criticism you have in mind with- respect to the: ﬁouse
that. there is an extra load of 5 percent.. That‘ is why .we. thade’ .lt;.'

only-5 percent the first year, to li ten that load and get. over what we;fj%'.

the hump gs easily as tgossx e
. The House bill means that the taxpayer haﬂ:ﬁ: tax hablhty st
the rate of 19 percent would have, in-that partic next year, 8- tax -

liability of 24 percent. However, we think instead of it being a'defect -

it is, in many respects, a virtue, beca.use it will, in this first-year, have -
a. substantial anti-inflationary effect, and we do not think: that the" -

hardship will be too great, art,xcularly if before the bill is

~ certain provisions are mclu ed to take care of unusually dﬂicult‘.'j S

arid h cases. - .
However, going.to the Ruml plan itself, it seexis Yo us' that-the -
plan itself accomphshes one objective which makes it commendable,
and that objective is it gets taxpayers to a certain degree on a current

~ basis, but not entirely. I say, “not entirely” because under- the

s - mcomes of not more than $10,000, but no' forgiveness for

Rumi plan you are always faced with the problem of an ddditional

tax the following year, because the year in which you.pay Yyour est.i-. ,

. mated tax has a smaller income than the subsequént year.
So, lm a sense, the Ruml plan really has the same eﬁ'ect. t.hat I-I R
7378 has. -
- Our basic thought in connection with the Ruml lan, if it is a.dOpted :
is, therefore, that it is very essential that it be linked or coupled with
. collection at the source at a very substantial rate.. The reason we
. suggest that is because if you do not do that, if you take the original.
unamended Ruml plan you do not aeeomphsh another important.
.. objective, that is, the synchronization of tax payments thh f.he ‘
receipt of income. ,
- It scems to us that, from' the pomt of view of an adequate and
flexible fiscal policy for wartime, that is a very serious defect in the
.Ruml plan' which can be Ia.rgely cured by coupling with. collection
at the source with the original Ruml plan, and I underst.and Mr. '
‘Ruml had no objection to it. .
Senator CLARK. It was not mcluded in the o iginal Ruml plan. as .-

he presented it to .the committee, but it was included in thc st.a.te- oo

- ment he accompanied with it.

Mr. PauL. He did not originally recommgnd that but, as I under- T

stodd his testimony the other day, he had no objection, and I thmk -

- was inelined to favor it, .
Now, the other. broad aspect of the Ruml plan to which we ob -

is agﬁlymg it in an unlimited way. We suggested in the memoran um -

made a part of the record in these subcommnttoe lwa.rmgs .

a%_o 61, a modification of the plan. L
hat mod:ﬁcatlon is given at page 65. We s st two tqpes of =

- rodification: One is to cancel the 1941 or 1942 liabilities, whichevor -«

are smaller, or that the forgl:veness or cancelation of the tax in.the
plan be limited to the norma

tax plus tho first bracket rate of surtax. -

types of modification oouEl be adopted. Oné peison: sug- - ',.'j';.-'

gested to me a modificatioli involvi forgweness to. uxpayersihavmg Lo

with incomes greater than $10, 000 Our suggeshon or m difics
..lsmnre-generous t.han that. _ TR
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‘For instance, if ﬁy]:u forgave at the 1941 rate, 4 percent hormal

" . tax plus 6 percent first bracket of surtax, that is, 10 percent. A man
having an mcome. of $500,000 would thereby, under our modification, o
get a cancelation of tax liability of ngrroximately $50,000, which
would be very substantial. There would still remain a very sub- . ( :
stantial tax on an income of $500,000, and that we would suggest be

- spread as to payments over a reasonable period, say, 2 years. '

Those are the two things we want to emphasize most. There are .
a lot of more minor aspects of the problem, but the two things we
consider most important are, first, thé coupling of the Ruml plan
with collection at the source at a very drastic rate, say 20 percent.
The 19 percent is the total in the House bill of the normal tax and
first bracket of surtax. : S

Of course, that would be an awkward figure for withholding.

Senator Dananer. Would you take, for example, a figure of income,
annual income other than $500,000? I only know a couple of fellows

~ that get that. I would like you to bring 1t down on an income like
$20,000. .

. Mr. PauL. Let us take a small .one, something like $5,000, and
one at $20,000.
- While Mr. Friedman is computing that, I would like to bring out
the other point, the other basje point, which is that we think a limi-
tation should be put on the amount’of tax forgiven. -
_ First, the Ruml plan should be linked with collection at the source,
and Mr. Ruml agrees with that; second, there should be a limitation
on the amount of tax forgiveness. o

As we pointed out the other day. that means you would, in practical
effect, forgive the entire tax of 80 to 90 percent of the taxpayers.
The only tax which would not be forgiven would be tlie hmited re-
maining group, which limitel remaining group is in a position finan-

-cilally to pay taxes and, generally speaking, does not need.the Ruml

an. L — . .
P Senator Crark. Of course, vou would defeat the primary purpose,

, which is to get the greatest amount of tax returns.

Alr. Pavl. You would defeat it as to only a small segment of the
taxpayving gr(m{), and that is a scgment which does not need the
benefit of the plan. " L :

There is one thing vou do accomplish under our modification, that
is, vou cnable corporations to get nid quickly, before, say 2 or 3 vears,.
of the high-priced exccutives who are not worth the money that has
been paid to them. They admit that. = .

Mr. Frienman. For a $20.000 income for a married man with no
dependents, -his '1942 tax, under the exiSting rates, which would
apply to 1942, would be $4,614. The amount he would be forgiven
would be $1,794. That is for a $20,000. man. That would leave him
with. $2,820 to spread over 2 yvears to pay. - '

For a $5,000 man I will have the figure in just a second. - . ,

Mr. Pave. While he is gotting the figure for the $5,000 man, .
might add one word, which I think is important: If you do not link
coﬁectioil it the source with the Ruml plan particularly you have, in

~ our opinion, some inflationary effect. , -

You are going to release certain sums of money into the purchasing - :
‘stream. The reason 1 say that is because while I agree that most - - .~
small taxpayers have not accrued, in any technival sense, their taxes, .
“while I-agree that only the rare taxpayer, like Mr. Friedman, is

. , - . :
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' the minority, T still think that a good many tKeaple. have sccomplisbed =
ey

a'sort of informal mental accrual, and that will feel that they are

LRI

wal

relieved of this liability, that they tan spend money which otherwise ' -

they would not feel free to spend.

herefore, I feel somehow there will be some psych lognca,l releﬂse

of spending power which would not be true otherwise.
- Senator GERrrY. Don’t they have to buy more honds then?
- Mr. PAuL. Some will and some will not. 1 think you will find cei-.
tain people were holding back on purchasing. and will feel relieved,
. some. will buy bonds, as you suggest, and others will say, “Now 1
can buy the cherished article that I felt I might go without.” - -
Senator CLARK. Mr. Friedman, the other day you had three calcu-
lations on withholding, and Mr. Ruml su ted you make another
one on the Ruml plan in connection with the withholding taxes:
Did you do that? - - . '

Mr. Friepman. I did it the other.day, but I do not have it hére, I

am sorry. - - . )
Senator CLARK. I would like to have that information.
Mr. Friepman. 1 have the example for the $5,000 man ready.

A married person with no dependents, his total liability at existing

rates would be $375, he would have $330 forgiven, leaving him $45
to pay over 2 years. In this case a married man with no dependents
having an income of $3.500, he would have everything forgiven and
.then up to $5,000 he only has a balance of $45 that he has to pay in
2 years. : .
Senator CLark. Mr. Paul, what would you say as to Senator John-

son’s plan, from an administrative standpoint, of collecting the tax

monthlv? , .
Mr. PauL. That would be a worse headache, even the Commis-
sioner admits. In fact, I settled with the Commissioner at one time

on collection at the source. if we did not have monthly payments. -

In other words, the Commissioner just shudders when anybody
mentions the idea of monthly payments. .

It is apparently very difficult from the administrative standpoint.

- We had contemplated at one time in the Ways and . Means Com-

mittee a somewhat more claborate method of getting over the humpp,
which we replaced by this reduction of the rate of withholding from
10 to 5 percent. - At that time, we had several conferences with the
Commissiongr, and he agreed that that would not be much preferable
to the other more elaborate schgme we had contemplated.

At that time, somchody had suggested this idea of monthly pay-
ments and the Commissioner said, ‘I will be'glad to take this 5 per-
cent if you can get rid of this monthly payment idea.” - )

'One point I hope you keep in mind is the fact that 1941 was'a big-
income year. ere was & big war income in 1941, and there is a

good deal of inequity in forgiving a tax on that income. You will .
notice, in our modification set forth in the record, that we suggested

the forgiveness in 1942 rather than in 1941, .
Senator Danaser. May I ask you a question there? -
1s not the 1941 income the tax we are just pﬁini‘l CLe
¢ Mr. Pavi. That is right. That is the one-Mr. Ruml proposed to
orgive. : :
: rglenawr Crark. Mr. Runil proposed to take the payment made in
.~ 1942 based on the 1941 income, and credit it to the 1942 income.

-

« _ -
.-
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