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Bonus Computations 

WE are able through the courtesy of 
Mr . L . L . Perrine, Assistant Treas

urer of the American International Corpo
ration, to present herewith a formula, or 
rather a series of same, covering tax situa
tions wherein there are involved normal in
come, war income, and war excess profits 
taxes and a bonus based on net income. 

The essential portion of Mr . Perrine's 
letter relating to this matter follows: 

"I am setting forth in this letter 
formulae for determining the amount 
of bonus computed on a percentage ap
plied against net income. Without go
ing into more elaborate explanation, I 
think the following will clearly show 
the nature of the problem: 

Let a = Net income prior to deduc
tion of (1) Bonus; (2) War 
Excess Profits Taxes; and 
(3) War Income and Income 
Taxes. 

b = War Excess Profits Taxes, 
computed as if there were no 
bonus. 

c = War Income and Income 
Taxes, computed as if there 
were no bonus. 

d = Percentage of net income 
(after deducting bonus itself 
and all taxes) which repre
sents bonus. 

x = Net income after deducting 
bonus and all taxes. 

If I understand your problem cor
rectly, the first four quantities, a, b, c, 
and d, are known quantities for each 
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particular case under consideration and 
the only unknown quantity is x. 

There are five formulae, depending 
upon the highest percentages necessary 
in computing excess profits taxes. If 
this highest percentage is 60% or 
above, the formula would be as fol
lows: 

a — b — c = x + 37.60% dx 
If the percentages are lower, the 

formulae would be just the same as the 
preceding except for the last term, as 
follows: 

Highest 
Excess Profits 
Percentages Formulae 

20% a — b — c = x + 75.20% dx 
25% a — b — c = x + 70.50% dx 
35% a — b — c = x + 61.10% dx 
45% a — b — c = x + 51.70% dx 
60% a — b — c = x + 37.60% dx 

A l l of the above equations involve 
only one unknown quantity x in the 
first degree and can be solved without 
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much difficulty. Having found x, the 
bonus can then be ascertained. The 
war excess profits taxes and the war in
come and income taxes should then be 
computed on the basis of the net in
come as finally determined and repre
sented by x. 

I do not see how any single formu
la can be worked out which will take 
care of all the various cases in view of 
the gradations of percentages in com
puting war excess profits taxes. Fur
thermore, in some cases I can see how 
even the above formulae will not apply, 
at least in one respect. If the bonus 
percentage is quite large, it would re
sult in a considerable decrease in net 
income, thereby possibly throwing com
putations back from the 60% formu
la to the 45% formula, or from the 
25% formula to the 20% formula, 
etc." 

The following case shows the application 
of the fourth formula above: 

H A S K I N S & S E L L S 

Invested Capital $200,000.00 
Deduction 8% — $3,000.00. 

a = Net Income $ 65,000.00 
Bonus 10% 

0 — 15 = $30,000.00 — $19,000.00= $11,000.00 @ 20% = $2,200.00 
15 — 20 = 10,000.00 10,000.00 @ 25% = 2,500.00 
20 — 25 = 10,000.00 10,000.00 @ 35% = 3,500.00 
25 — 33 = 15,000.00 15,000.00 @ 45% = 6,750.00 

b = $14,950.00 
$65,000.00 

14,950.00 

$50,050.00 @ 6% = c = 3,003.00 

$17,953.00 

a — b — c = x + 51.70% x 
a = $65,000.00 
b = $14,950.00 
c = 3,003.00 17,953.00 

x + 51.70% x = $47,047.00 
1.0517 x = $47,047.00 

1.0517) $47047.0000 ($44,734.24 @ 10% = $4,473.42 Bonus. 
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PROOF 
Income $65,000.00 
Bonus 4,473.42 

Taxable Income $60,526.58 

Excess Profits Tax = $12,936.96 
$60,526.58 

12,936.96 

$47,589.62 @ 6% = 2,855.38 

$15,792.34 
Income $65,000.00 
Bonus 4,473.42 

$60,526.58 
Taxes 15,792.34 

Actual Net Income. . $44,734.24 @ 10% = $4,473.42 Bonus. 
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