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AMERICA’S NEW TAX LAW

(This i s  an o u t l in e  f o r  use in  develop ing  your o r ig in a l  
speech . A p a t te rn  speech fo llo w s , which you can use  i f  
you p r e f e r ,  e i th e r  as i s  o r m odified  f o r  your a u d ien ce .)

A. In tro d u c tio n , a p p ro p ria te  to  th e  o ccas io n .

B. S ig n if ic a n c e  o f th e  I n te r n a l  Revenue Code of 1954.

1 . F i r s t  g en e ra l re v is io n  of code in  e n t i r e  h is to r y  of f e d e r a l  income ta x .

2 . M u ltitu d e  o f changes a f f e c t in g  in d iv id u a ls  and b u s in e s s e s .

C. Changes a f fe c t in g  in d iv id u a ls ,  w hether o r n o t in  b u s in e s s .

1 . D eadline extended one month f o r  in d iv id u a l r e tu r n s .

2 . C hild  care  ded u ctio n  f o r  working w ives, widows, e tc .

3 . C hild ren  under 19 o r in  schoo l can earn  over $600 w ithou t f o r f e i t i n g  
p a re n ts '  r ig h t  to  exem ptions f o r  them .

4 . M edical expenses d e d u c tib le  in  excess of 3% in s te a d  of 3%; top  l im i t  
can go as h igh  as $10,000; drugs and m edicines d e d u c tib le  in  excess o f 
1% o f  a d ju s ted  g ro ss  income.

3 . D ividend incomes $50 e x c lu s io n  p lu s  c r e d i t  f o r  4% o f rem ain d er.

6 . R etirem ent income, a n n u i t ie s ,  deduction  fo r  c h a r i ta b le  c o n tr ib u t io n s , 
e s tim a ted  r e tu r n s .

D. Changes a f fe c t in g  b u s in ess  men and c o rp o ra tio n s .

1 . More f l e x ib le  ru le s  f o r  d e p re c ia t io n .

2 . R esearch and developm ent c o s ts  im m ediately d e d u c tib le .

3 . Tax accoun ting  harmonized w ith  g e n e ra lly  accep ted  accoun ting  p r in c ip le s ,  

4 . O ption fo r  p ro p r ie to r s h ip s  and p a r tn e rs h ip s  to  be tax ed  as c o rp o ra tio n s . 

3 . Payment o f e s tim ated  ta x  by c o rp o ra tio n s  w ith  $100,000 ta x  l i a b i l i t y .

6 . Two-year c a rry -b a ck  of lo s s e s .

7. Earnings o f $60,000 may be accum ulated w ithou t danger of p e n a lty .

E. Conclusion

1 . B e t te r  ta x  a d m in is tra tio n ; f i r s t  CPA as Commissioner.

2 . Law i s  m ajor achievem ent; CPAs helped  w r ite  i t .

3 . Taxpayers should  g e t help from IRS and q u a l i f ie d  a d v is e r s .



NOTE: This speech has been p repared  f o r  d e l iv e ry  by c e r t i f i e d  p u b lic  
acco u n tan ts  b e fo re  c iv ic ,  b u s in ess  and p ro fe s s io n a l  g roups, such as 
Chambers o f Commerce, R otary  C lubs, b u s in ess  women’s c lu b s , e t c .  I t  
g iv es  a g en e ra l d e s c r ip t io n  of th e  new ta x  law  and may be p re se n te d  as 
w r i t t e n ,  o r  adapted f o r  any p a r t i c u la r  audience o r  o ccas io n .

AMERICA’S NEW TAX LAW

M r. Chairman, e t c .  -

Did you wonder fo r  a w hile  l a s t  sp rin g  w hether Congress ev e r would 

r e a l l y  p ass  th e  new ta x  law? Many of us had our d o u b ts , f o r  i t  was a monu

m ental ta s k  and th e re  was always th e  danger th a t  in  th e  ru sh  f o r  adjournm ent 

t h i s  com plicated  b i l l  m ight g e t thrown over th e  s id e .

W ell, th e  I n te r n a l  Revenue Code of 1954 was p a ssed . I t  i s  th e  

f i r s t  g en era l re v is io n  of th e  code during  th e  e n t i r e  h is to r y  of th e  F e d e ra l 

income ta x .  The o ld  law had been pa tched  up and a l te r e d  many tim es b u t t h i s  

i s  i t s  f i r s t  complete o v e rh au l.

The law  c o n s is ts  o f 929 pages and c o n ta in s  many changes a f f e c t in g  

la rg e  and sm all ta x p a y e rs .

How w i l l  th e  new law  a f f e c t  your income ta x ?  There a re  f a r  too 

many changes f o r  me to  make any a ttem p t to  m ention them a l l .  I ’d l i k e  to  

t a l k  about a few, however, which I  th in k  w il l  be of s p e c ia l  i n t e r e s t  to  you.

F i r s t ,  l e t  us c o n s id e r some o f th e  changes which a f f e c t  in d iv id u a l 

ta x p a y e rs , w hether th ey  a re  in  b u s in e ss  o r  n o t .

A ll of u s , excep t p o s s ib ly  com edians, w il l  be g lad  about th e  change 

of th e  d a te  f o r  f i l i n g  in d iv id u a l income ta x  r e tu r n s .  The comedians w i l l  

have to  throw away a l o t  o f o ld  gags about th e  Id e s  of M arch. The d ead lin e  

f o r  th e  average tax p ay er i s  now A p ril 15 . An e x tra  month f o r  f i l i n g  in d i 

v id u a l re tu rn s  i s  a lso  g ran ted  to  tax p ay e rs  who c lo se  t h e i r  f i s c a l  y e a rs  on

d a te s  o th e r  than  December 31.
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I  am su re  you have a lso  heard  of th e  ded u ctio n  f o r  baby s i t t e r s ,  

b u t you w il l  be d isap p o in ted  i f  you have been ta k in g  i t  a t  fa c e  v a lu e . The 

d ed u c tio n  i s  on ly  f o r  a c tu a l  expenses up to  $600 f o r  th e  ca re  o f dependents 

w h ile  a widow, widower, d iv o rced  p e rso n , o r  w ife  i s  g a in fu l ly  employed.

These expenses must be f o r  the  care  o f a c h ild  under 12 y e a rs  o f age o r of 

an o th e r dependent who i s  m e n ta lly  o r  p h y s ic a l ly  in cap ab le  of c a r in g  f o r  

h im se lf . A husband and w ife  claim ing  th i s  d ed u c tio n , must reduce th e  $600 

by th e  amount t h a t  t h e i r  a d ju s te d  g ro ss  income exceeds $4,5 0 0 . I n  o th e r  

w ords, th e  husband and w ife  g e t no ded u ctio n  f o r  t h i s  purpose i f  t h e i r  ad

ju s te d  g ro ss  income i s  $5,100 o r more. This c h ild  care  d ed u ctio n  h e lp s  

people  who need i t  because of s p e c ia l  c ircu m stan ces , b u t i t  has n o th ing  to  

do w ith  th e  expenses of a s i t t e r  when husband and w ife  go ou t f o r  a n i g h t ’s 

e n te r ta in m e n t.

B efore th e  new law was p a sse d , p a re n ts  could n o t deduct an exem ption 

f o r  a c h ild  who earned  more th an  $600. Now they  a re  p e rm itte d  to  keep the  

exem ption even i f  th e  c h ild  earn s  over $600, p ro v ided  he i s  e i th e r  under 19 

y e a rs  o f age or i s  a s tu d e n t .

M edical d ed u c tio n s , to o , a re  e a s ie r  to  g e t under th e  new law . I t  

used to  be t h a t  m edical and d e n ta l  expenses were only  d e d u c tib le  to  th e  

e x te n t th ey  exceeded of your a d ju s te d  g ross income. I n  o th e r  words on a 

$10,000 income you could  only  deduct m edical expenses a f t e r  th e  f i r s t  $500.

Now on th e  same income you could deduct such expenses a f t e r  th e  f i r s t  $300.

The m ile has been changed to  The top  l im i t  on m edical d ed u ctio n s  has

a lso  been r a is e d  so t h a t  i t  can now go as h igh  as $10,000 f o r  a m arried  

couple o r head of household w ith  fo u r  exem ptions.
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You’l l  have to  watch ou t f o r  two new l im i ta t io n s  on m edical d e d u c tio n s , 

however, as you can o n ly  deduct drugs and m edicines to  th e  e x te n t th ey  exceed 

1% o f  your a d ju s te d  g ro ss  income. And in  th e  case  of t r a v e l  which i s  p re 

s c r ib e d  f o r  h e a l th ,  on ly  th e  t r a n s p o r ta t io n  expenses, no t th e  o rd in a ry  l iv in g  

expenses a re  d e d u c tib le .

I f  you a re  a s to ck h o ld e r you w i l l  be in te r e s te d  in  th e  d iv idend  

c r e d i t .  This was p u t in to  th e  b i l l  to  o f f s e t  th e  double ta x a t io n  o f d iv i 

dends. The p o in t  i s  t h a t  any p r o f i t s  made by a c o rp o ra tio n  a re  s u b je c t ,  

f i r s t  o f a l l ,  to  a ta x  o f as much as 52% on c o rp o ra tio n  income. Then upon 

d i s t r i b u t io n  o f th e se  p r o f i t s  in  th e  form o f d iv id e n d s , you and o th e r  s to c k 

h o ld e rs  have to  pay a f u r th e r  ta x  on th e se  d iv idends as p e rso n a l income.

This double ta x a t io n ,  in  th e  most extreme case , cou ld  reduce $100 

of c o rp o ra te  p r o f i t  to  $4 .32 in  th e  pocket of th e  s to c k h o ld e r . F i r s t ,  th e  

c o rp o ra tio n  ta x  a t  maximum r a te  would ta k e  away $52, le a v in g  $48 to  be 

d i s t r ib u te d  as a d iv id e n d . I f  t h i s  $48 d iv id en d  were s u b je c t to  th e  maximum 

r a te  of p e rso n a l income ta x ,  which i s  91%, t h i s  would tak e  away an o th er 

$43 .6 8 , le a v in g  $4 .32 in  th e  ta x p a y e r 's  p o cket from the  o r ig in a l  $100. J u s t  

to  c a r ry  t h i s  a s te p  f u r th e r ,  l e t  us assume th a t  $1,000 was in v e s te d  to  p ro 

duce th a t  $100 of p r o f i t .  A l i t t l e  a r i th m e tic  w i l l  show us t h a t  th e  $4 .32 

re p re s e n ts  a r e tu r n  of l e s s  th an  h a l f  o f  one p e r  cen t on th e  in v estm en t, in  

s p i t e  o f  a 10% p r o f i t  b e fo re  ta x e s .

This s i tu a t io n  cou ld  have been improved e i th e r  by  g iv in g  some form 

o f r e l i e f  to  th e  c o rp o ra tio n  paying d iv idends o r to  th e  s to ck h o ld e r re c e iv in g  

th a n . The l a t t e r  was f i n a l l y  done on a compromise b a s i s ,  a f t e r  a b i t t e r  

s tru g g le  in  b o th  House and S en a te . Here i s  how th e  new law  hand les t h i s  

problem .
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F i r s t ,  l e t  us go back to  th e  h ig h -b rac k e t s to ck h o ld e r who had 

$4 .32 l e f t  a f t e r  ta x e s  from h is  $100. Under th e  new law  th e  co rp o ra tio n  

ta x  w i l l  s t i l l  ta k e  $52, le a v in g  a $48 d iv id e n d . This comes w ith in  the  $50 

o f d iv idends now p e rm itte d  to  be excluded from ta x a b le  income. The tax p ay e r 

w i l l  keep th e  $48 in s te a d  of having on ly  $4 .3 2 . Any d iv idends he m ight have 

in  excess o f $50 w i l l  be ta x ed , b u t he may deduct from h is  ta x  b i l l  4% o f  

th e  amount o f th e se  d iv id e n d s .

L e t’s see  how t h i s  works f o r  a m arried  couple who have an income 

a f t e r  deductions and exemptions o f $50,000, in c lu d in g  $20,000 from d iv idends 

on j o i n t l y  owned s to c k . F i r s t  th e y  can exclude $100 o f d iv id en d  income from 

t h e i r  ta x a b le  income. Being in  th e  59% b ra c k e t ,  t h i s  couple w i l l  save $59 

as a r e s u l t  o f th e  e x c lu s io n . Then th ey  can tak e  a c r e d i t  a g a in s t  t h e i r  

t a x  amounting to  of th e  rem aining d iv idend  income, sav ing  them $796.

T heir t o t a l  sav ing  i s  $855. I  emphasize th a t  th i s  i s  an o u tr ig h t  sav in g , 

n o t j u s t  a d ed u c tio n . This p ro v is io n  d o esn ’t  com pletely  overcome th e  double 

ta x a t io n  of d iv id e n d s , b u t i t  c e r ta in ly  i s  a s tep  in  th e  r i g h t  d i r e c t io n .

These a re  only  a few of th e  p ro v is io n s  which a f f e c t  in d iv id u a ls .

The new law  a lso  co n ta in s  p ro v is io n s  to  allow  c r e d i t  f o r  re tire m e n t income, 

to  ease  ta x a t io n  of a n n u i t ie s ,  to  r a i s e  th e  maximum d eduction  a llow ab le  f o r  

c h a r i ta b le  c o n tr ib u tio n s , to  r e l ie v e  some o f th e  tax p ay ers  o f  th e  n e c e s s i ty  

of f i l i n g  estim ated  r e tu r n s ,  and many o th e r s .

Turning now to  th e  changes which a f f e c t  b u s in ess  men and co rp o ra tio n s  

we f in d  th a t  th ey  a re  numerous and very  s ig n i f i c a n t .  We can o n ly  skim over 

them l i g h t l y ,  w ith  a warning th a t  you had b e t t e r  g e t ex p ert adv ice  b e fo re  

making any p lan s  based on th e se  changes.
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A v ery  im p o rtan t change has to  do w ith  d e p re c ia t io n . You can now 

deduct g re a te r  d e p re c ia tio n  d u rin g  th e  f i r s t  few y ea rs  o f  th e  l i f e  o f  any 

new m achinery o r  o th e r  c a p i t a l  a s s e t s .  You can d e p re c ia te  as much as 40% 

o f  th e  c o s t  in  th e  f i r s t  q u a r te r  o f  i t s  s e rv ic e  l i f e  and as much as tw o- 

th i r d s  o f  th e  c o s t  in  th e  f i r s t  h a l f  o f i t s  l i f e .  One method s p e c i f i c a l ly  

p e rm itte d  by th e  new law i s  th e  d e c lin in g  balance method a t  double th e  

r e g u la r  r a t e .  Also p e rm itte d  i s  th e  s u m -o f- th e -y e a rs ’ d ig i t s  m ethod.

These p ro v is io n s  f o r  l i b e r a l i z e d  d e p re c ia t io n , to g e th e r  w ith  o th e r  

p ro v is io n s  which a llow  c e r ta in  re s e a rc h  and developm ent c o s ts  to  be tak en  

as  immediate d e d u c tio n s , should  p rov ide  a c o n s id e ra b le  s tim u lu s  fo r  modern

iz a t io n  and expansion o f  American b u s in e s s .

A very  im p o rtan t change, I  th in k ,  i s  one th a t  i s  woven a l l  th e  

way th rough  th e  law . I t  has to  do w ith  th e  b a s ic  problem  o f  making th e  ta x  

accoun ting  r u le s  co rrespond  w ith  g e n e ra l ly  accep ted  acco u n tin g  p r in c ip le s .  

B usinesses must fo llo w  g e n e ra lly  accep ted  accoun ting  p r in c ip le s  in  making 

t h e i r  r e p o r ts  to s to c k h o ld e rs . Whenever th e  ta x  r u le s  r e q u ire  som ething 

d i f f e r e n t  th e y  d i s t o r t  income, th e y  make tw ice  as much work and th ey  add a 

la rg e  measure o f c o n fu s io n . A g re a t  many changes have been made th roughou t 

th e  law to  p e rm it g r e a te r  c o n s is te n c y  between ta x  acco u n tin g  and g e n e ra lly  

accep ted  acco u n tin g  p r in c ip le s .

There i s  an o th er change which w i l l  be o f  b e n e f i t  to  some b u s in e s s e s . 

C e r ta in  p ro p r ie to r s h ip s  and p a r tn e rs h ip s  now have th e  o p tio n  o f  being  tax ed  

as i f  th e y  were c o rp o ra t io n s . An o p tio n  in  th e  re v e rse  d i r e c t io n ,  which was 

dropped from the  law a t  th e  l a s t  moment, would have been even more h e lp f u l .

I t  would have p e rm itte d  c e r ta in  c lo s e ly  held  c o rp o ra tio n s  th e  choice o f
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be in g  tax ed  as p a r tn e r s h ip s . W ith bo th  o f  th e se  o p tio n s  in  e f f e c t ,  i t  would 

have been p o s s ib le  f o r  many b u sin ess  men to  decide w hether to  in c o rp o ra te  on 

th e  b a s is  o f  v a r io u s  advantages and d isadvan tages o f  th e  c o rp o ra te  form a p a r t 

from ta x  c o n s id e ra t io n s .

Now t h a t  th e  o p tio n  a p p lie s  o n ly  in  th e  d i r e c t io n  o f being tax ed  

as a c o rp o ra tio n  i t s  c h ie f  advantage i s  to  p a r tn e rs  o r  p ro p r ie to r s  who a re  

in  ta x  b ra c k e ts  co n s id e rab ly  h ig h e r th a n  th e  52% maximum r a te  fo r  c o rp o ra t io n s .  

I f  they  q u a lify  fo r  th e  o p tio n  t h e i r  c u rre n t ta x  on any  p r o f i t  t h a t  s ta y s  in  

th e  b u s in ess  w i l l  be no t more th e n  52%. Of co u rse , i t  w i l l  p robab ly  be sub

j e c t  l a t e r  to  c a p i t a l  ga ins o r e s ta te  t a x e s .

There a re  many o th e r  im portan t re v is io n s  a f f e c t in g  b u s in e s s e s .

There i s  a change in  th e  schedule  f o r  payment o f  c o rp o ra tio n  income ta x  which 

re q u ire s  a d e c la ra t io n  o f  e s tim ated  ta x  by c e r t a in  c o rp o ra t io n s . Each y e a r 

fo r  f iv e  y ea rs  a la r g e r  p ro p o r tio n  o f  ta x  w i l l  become due during  th e  y e a r in  

which i t  i s  earned . For th e  sake o f  s im p l ic i ty ,  I ’l l  ta k e  th e  case o f  a 

c o rp o ra tio n  which uses th e  ca len d a r y e a r  — a lth o u g h  i t  i s  a c tu a l ly  b e t t e r  

f o r  many c o rp o ra tio n s  to  adopt a f i s c a l  y ea r o th e r  th an  th e  c a len d a r y e a r .

This c a le n d a r-y e a r c o rp o ra tio n  w i l l  pay o f  i t s  1955 ta x  in  Septem ber, 1955, 

5% in  December, 1955, and 45% in  March and ag a in  in  June o f  1956. Each 

y ea r September and December payments w i l l  in c re a se  and March and June payments 

w i l l  d ecrease  u n t i l  th e re  w i l l  be equal in s ta l lm e n ts  o f 25% in  September and 

December o f 1959 and March and June o f  1960. T his new schedule  o f  payments 

does n o t apply to  c o rp o ra tio n s  w ith  l e s s  th a n  $100,000 ta x  l i a b i l i t y .  They 

w i l l  pay t h e i r  ta x  50% in  March and 50% in  June o f  th e  y e a r  a f t e r  th e  income 

i s  ea rn ed .
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Under an o th er p ro v is io n  o f  th e  new law b u s in e ss  lo s s e s  can be 

c a r r ie d  back two y ea rs  in s te a d  o f  one, as  w e ll as being c a r r ie d  forw ard f iv e

y e a r s .

C o rp o ra tio n s  which were c o n s id e rin g  expansion  o f te n  were handi

capped by S e c tio n  102 o f  th e  o ld  law . Under th i s  s e c tio n  th e re  was always 

th e  t h r e a t  th a t  p r o f i t s  r e ta in e d  in  th e  b u s in e ss  m ight be judged an unreason 

ab le  accum ulation and su b je c t to  a s p e c ia l  p e n a lty  t a x .  The burden  o f p ro o f 

t h a t  th e  accum ulation  was no t un reasonab le  was on th e  c o rp o ra tio n . Now th e  

burden o f p ro o f i s  on th e  government and, in  any c a s e , th e  p e n a lty  ta x  w i l l  

no t be imposed on any c o rp o ra tio n  whose accum ulated ea rn in g s  a re  l e s s  than  

$60 ,000 .

I  cou ld  go on t e l l i n g  you about many more o f th e  p ro v is io n s  o f  th e  

new law , b u t I  th in k  I  have m entioned enough to  make i t  c le a r  th a t  you a re  

o p e ra tin g  under a brand new I n te r n a l  Revenue Code.

This new ta x  law has many p ro v is io n s  which w i l l  h e lp  to  e lim in a te  

d i f f i c u l t i e s  t h a t  have hampered ta x  a d m in is tra tio n  in  th e  p a s t .  B ring ing  

ta x  r u le s  in  l in e  w ith  g e n e ra lly  accep ted  accoun ting  p r in c ip le s  w i l l  be a 

g re a t h e lp  in  many w ays. In c id e n ta l ly  much has a lread y  been  done fo r  b e t t e r  

a d m in is tra tio n  by th e  p re se n t Commissioner o f  I n te r n a l  Revenue, T . Coleman 

Andrews. The members o f  my p ro fe s s io n  are  n a tu r a l ly  proud o f  him as th e  

f i r s t  c e r t i f i e d  p u b lic  accoun tan t to  se rv e  in  t h a t  o f f i c e .

The new ta x  law i s  no t p e r f e c t ,  o f c o u rse . Such a law never can 

b e , and we w i l l  always have a d d it io n a l  recommendations f o r  improvement. I t  

i s ,  however, a m ajor achievem ent. I t  re p re se n ts  many y e a rs  work by many 

p e rso n s . C e r t i f ie d  p u b lic  a cc o u n ta n ts , th rough  t h e i r  s t a t e  and n a t io n a l
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o rg a n iz a t io n s , have helped  to  b rin g  about t h i s  r e v is io n  o f  th e  ta x  law . 

B u siness men, law y ers , la b o r  u n io n s , ta x  o rg a n iz a tio n s  and o f  co u rse  T reasu ry  

o f f i c i a l s ,  C o n gressiona l com m ittees and t h e i r  s t a f f s  a lso  have a l l  c o n tr i 

bu ted  id e as  to  th e  new law .

Now I  suppose you would l i k e  to  know what a l l  t h i s  means to  you as 

you contem plate t r a n s a c t io n s  which w i l l  a f f e c t  your income ta x  and as you 

p re p a re  to  f i l e  your income ta x  r e tu r n s .  W ell, th e  average tax p ay e r should 

be ab le  to  make ou t h is  r e tu rn  by fo llo w in g  th e  in s t r u c t io n s  su p p lied  by th e  

I n te r n a l  Revenue S e rv ic e . The D ire c to r  o f  In te r n a l  Revenue in  each d i s t r i c t  

has people on h is  s t a f f  who w i l l  answer q u e s tio n s  and a s s i s t  in  th e  p re p a ra t io n  

o f  ta x p a y e rs ’ r e tu r n s .

When you have com plicated  problem s which you f e e l  r e q u ire  some 

s p e c ia l  h e lp , I  p ass  on th e  adv ice  o f  th e  In te rn a l  Revenue S e rv ic e : to  make 

su re  t h a t  your a d v ise rs  in  th e se  m a tte rs  a re  p ro p e rly  q u a l i f i e d .

As I  in d ic a te d  a t  th e  o u ts e t ,  th e  929 page In te r n a l  Revenue Code 

i s  much too  com plicated  fo r  me to  a ttem p t to  ex p la in  i t  in  d e t a i l ,  b u t I  hope 

t h a t  my rem arks have been h e lp fu l  in  g iv in g  you an und ers tan d in g  o f  some o f  

th e  m ajor p ro v is io n s  o f t h i s  monumental p ie ce  o f  l e g i s l a t i o n .

# # # # # # # # # #

A ugust, 1954

P u b lic  R e la tio n s  Departm ent 
American I n s t i t u t e  o f  A ccountants 
270 Madison Avenue
New York 16, New York
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