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TREASURY DEPARTMENT 

..... Al·S 1937 

.. l!r.Magill 

I n a aer.>OraDd'llll dated JUlT 7, 1937, :rou requeote4 that · the 
Dl v1110il of Re .. aroh 8114 Btathtioo Ull4art.lr:e \be preparatioll ot a 
ool"1e a ot tft% otu41oo, ao tollont 

•1. Jn outl1Ae ot \be t,..o wbich :rou belle.,. obooul.4 
conot1 tute t he hd.erel t.z qot., toe-tiler wHb \be ••U­
~:~~<te4 7i elr. tberetroa duriDC \be thool ,ear 1933-39. 
Jleedleu to eq, \be totel 71• ld ot \be rec-w•.., t.Do 
mot be w!'fiehnt to -t t be eot1aaW expend! tureo. 

•2. .A. detai led otat-t of \be proche obaaeeo 
.. hi ch JOU feel obould be 11114• ill \be pr11ont hd.erel taz 
l)'otett to aeeoJII!lliob (a) :rour &IJlll"el reoo-n4ailono out­
lined in (1) abOYII m4 (b) en;r 8441tio!W. htpl'OftMAh 1ll 
det .. .n which tl>e qotea requ1reo. 

"3· .A.ll uo .. ....,. lllpnor tlD& data io cable uo , aD4 
latu OoDgreu, to act llltellic-Atq "PPll 7G1U' propoaelo. 
Included in eucb data obould be otatnanh ot tbA bioto17 
of tho p..rtic:ulu fono of t.x, 1 to u .. Ol" ao!Dption ill 
o ther ,fu.rie41et1ono, aDd ibe arpecte for 8114 ~~C~Unot 1 t, 
110t onq in N~ot to lto pro4uct1Titl' but abo 111 
NI!>ICt to 1 to ott..,t upo11 \be eooial ADd -IIOnle lito of 
t he oountey. 

1.A.I I undarotiUid it, :rour DiYialon bao elrei!III.Y pre­
puwd a oonoiclarable IIDI:Iber ot detailed - r..-4& wb1db 
will ....... the piU'I>Oooo outliMCl ..-e. I~d 11~ tile 
Dt1N bodo of •tar1el oriiODiMil ill bllldan lD .- a t~~q 
ao to IIIOft it ••1la:»lo tor .... note......,. .-4 uee.• 
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I n reapon .. to thl.a request, the tillliings aDd reeo tnA•tiona 

ot tbe Di'liaion are preeented in the dx ..,......Cri!)t Yolumee that 

COJr;?rt .. th1e r~10rt. .Utbou&ll everT effort he.a been eXIIrted to .ute 
theae atwil.ee aa thoro~ and ns inclulive no poaaible, tbe tact 

that onl;r a relatively short time 171\8 a'01l1lable for tbe COII!lletion 

ot tbe entire proJect naturally , roved a aeTere lilli tation. In 

~ reapecta, therefore, pnrticularly Ill respects details, our 

reeocnendationc ahoul<i be resarded na tontatiTe rather than aa 
definitive. 

In our a')l)railnls and reeo:omendationa we haTe atte1:10ted to 

nY01d b'Oi~ be)oo.ad the limite ot the oxiatin& constitutional traae­
worlc nnd tho present ci1atr1bution ot fUnctions and powers between 

the l'o<iero.l. ,..n4 State il)Ternments. Partl7 tor thia reo.son, but 
more 1m;>ortantl;y beCI1Use ot the complexity ot the problet~~ aDd the 

li:llted tiae nTDilable to ua, our atuAiaa have not included aD7 

co~~prehenshe Md detailed anal7sis ot the general p roblem ot COD.o 

tlicttae and overlapping taxation between Pederal, State, and local 

govel"Dlllenh: nl tholl(;h our reco:~~~~elldationa with reapect to certain 

l'ederol t 'l.xea are designed in part to reduce the &rea ot auch OOD.o 
tlict, L1ke'I71De, because the revenue aapech ot auatoms dut1ea are 

in ~ caaeo tran&cended in iaportance b;y other conaiderationa ot 
!'\lblic policy, only incidental reco"""'nclations have b&en ae.da in 

co:>neetion ther.,.ith. 'l'he lilce is true ot vartoua Pederal iaXIIe 

i'CipOeed tor re&W.ator.r !'\lt'J?O••• :!)ri.Dar1l7. Pinall;y, we ezcluded 
"" a;>:)rai&al ot the taxea levied under the Social Security and 
relnted .A.ete . 

II. !len•rAl Character end Ob1oct1JII 
gf Pro';)()sed CMpga 

Virtually nll ctudente o! ta:mtion would &€l'ee that the mJor 

req,uirementa ot a sound tax etructure are, t i nt, that it produce 

adequate rev811Uea; second, that it be equitable; third, thnt the 

DO"-t1CC3.l infiuancea thnt .... t inevitably be exerted b;y each ot ita 
COJr;?Onent parts be auch na p_roduce a llinilau:l ot undedral>le econoll1c 

and aocial cona~uencea; and fourth, that admnistration ot and ooa­

'Oliance 1T1 th the vnrioua elemente of the tax structure be na abrole 
aa poaa1ble. • -

oatort~tel7, these desirable character!~tica are ~tuall7 

iDOOJ194t1ble in pnrt; e.M, 8QU&U1 untortun~>tal7, aueeMnt reapect-

1114 theae obJectiyeo in the &batract by no ..ana inaurea acre ... n t 
ree!)ect1~~g the• in the ooncrete. Simplicity ot &dminlatration &nd 

eaae ot COIII'lli&nce are idenla that not oriO'..Ial;r oontli ct wit h the 

"-n"a ot ~ty in aaey c.a.au. L1k"'1ae, equity ottan oonfii oh 

with produathity or with tbe «sire to &YOid unt&Yor&ble DOD.otlaaal 

oonaequeDCea. l!:Y&ey ta..'< syate11 ine'li tably represent. a COI!prolliae 

&1101\6 t heae IIIVeral 1\11111 , 
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'Die general. chara cte.r of the chansos proposed in this report 
III8Y be summarized o.a follower 

(1) '!he annual volume of Federal revenues under the 
econoatic conditione, 'l':hich we estima te 'll'ill preva.U in 
fiscel year 19159, is raised to approxi.lul.tely $9 billiona, ae-
8UIIling that the new lew has been effective so as to b4Ye had 
its full effect on revenues for an entire collection yeu, 
This estima te is excJ.usive of stetutory increases in llOOiaJ. 

security taxae now scheduled for future years , l!hich will 
add, in addition, more than $1 billion annual.ly b)' 1949. 
'Die level of approximt-tely $9 billions of revenue aa above 
described is predicated upon the adoption of the SUB-
scsted tax provisions and rates of tax in ~ entirety. 
It is evident tho.t any chanecs made in these provisions 
or r ctes either no• or in the future will al.so change the 
estimt-ted level. of Federal revenues. 

'Die fluctuations in Federal revenues a t va.rying stages 
o.r the business cycle may be sharper than under the present 
law due to the sree.ter reliance unon progressive direct 
taxes the yial.ds from which are ' highly sensitive to changes 
in property values and in the national income. Changes 
in the le.w regtll'ding these progress ive direct texas are 
slol'l to be reflected in Federal revenues due to the def­
inite lag (a) between the time income i s eerned and the 
time of collections of taxes levied on these incOllles , and 
(b) between the time of death of a decedent and the time 
t:hen the es tete tax is paid, 

'!hue if the proposed provieione of the Revenue Act ot 
19158 were enacted into la'll' b)' June 150, 19!58, the estete tax 
provisions following past custom muld be made effective 
on the estetce of decedents dying nfter the time of sign­
ing of the lot and the final payment of the estete tex 
would not be due and payable untU one year efter death, 
Hence, the only effect on fiscal yec.r 1939 revenues of the 
proposed changes in the estate tax law 't;1>uld be the pay­
ment of es tete taxes under the provi&ione of the new law 
b)' some estetee before such payment is f1Dall.y due . 

The income tex provir;ions would probs.bl)" be made 
r etroactive to January 1 , 1958 but the increase in Pederal. 
revenues due to thoE.e ner; proviBions will appear tor the 
first time in tho collections accompanying the inCO!IIe tax 
returns much ,1.ll be filed on IAarch 15, 1959, Because of 
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the privilege of making quarterl:r installment p11111ente of 

these tax liabilities only two quarterl:r ~ente 1'1111 be 

received in fbcal year 1989 under the provisions of the new 

law from those taxpayers who elect tc use the quarterl:r 

install.aent J)e11lent .athod. 

For the fiscal year 19!59, with the recot11111ended changes 

only part1a1ly effootive, aggregate Federal revenues are 

esti.llt.ted at $8,008 aillione, or IIOIIle $8!55 aillione 110re 

than the estime.te UDder the ax:l.eting laws, but $98!5 aillione 

lese than the $8,99!5 ail.lions w!U.ch the new law 1e estimated 

to p: ><" .ce men tul.l:r etrcctive UDder siailar econoaic con­

ditions. A beaic tax structure capable of y1elding rev.­

nues in these amounts under economic condi tiona sub­

etantia1ly aimller to thoee now prevei.ling would appaer 

to meet any practicable current s tandard of adequacy ae 

aeasured by the estl.me.tea of Federal expenditures includ­

ing provisions for < Jbt retirac~ant. 

( 2) In the belief that direct taxes levied at pro­

eressive rates best aatiafy the present--day concept of 

equity in taxation, and in the turther belief that such 

taxes result in a ~ or undesirable economic &Dd 
eocial etrecte, the bul.lc or the estimated revenue increases 

provided by the rec011111eDded changes would be derived froa 

al tara tiona in the tax treatment of individual inc011es 

and est~<tes and gifts. 

Tho tables on Page 16 and Page 17 1ndicuta not only 

the relLtive i.llportance or the various proposed changes 

in the revenue law affecting the individual ine011e alld 

estate taxee but e.leo the relative yield or the individual 

ineo .. tax alld estate tax provieione of the proposed law 

compared with thoee contained in the Revenue J.ct of 1936, 

The moat important increase in tho revenue y1eld of the 

individual income and estate taxes is achieved by altera... 

tions in the rate cchedules. 

On the basis of the level or individual incomes 

esti.alt.ted for the calendar yeer 19!58, the full applica-

tion of the recommended changes would increase the estimated 

yie.ld of individual incooae taxes from $1. , 728 millions 

under the present law tc $2,672 aillions, or b7 54. 8 pe!'­

oent. A comparison of the estimcted estate tax liabilities 

for returns es timated to be filed during fiscal year l9S9, 

c011puted UDder the providons or the RGYenue Act of 19l58 

and under the full applicr. tion or presentl:r proposed pro­

visions for a Revenue Act of 1958, show estr.ta tax l iab­

Uitiea of ~1.8 ailliona and $1,084. 5, r eepectiveq. 

This representn a 169. 9 percent increase in estate tax 

liabilities. 
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(3) !be equitable chluncter and the ge~~eral aco~c 

affech ot the hderal cor~mtion taxea are illprond b)' 

\M eliJdaa\lon ot the oept\61- otock, u:ce81-prot1to, and 
normal co~oration inco.o taxea: by the oubotitution for 
thee• of a corporation pr1Y11ege tax menoured b7 net in­

c- aa opeclally defined tor th11 pur;>oae: ADd b7 ,.._ 
lated ADd other aUe:raUona 1D the UDdlatributed proflh 
wx. 

(4) 'I'M relat1Ya role of indirect taxes 1D tlw 
l'edernl ran=- structure h cllm1nbhecl. 

III. General l!conaie Jackmmp4 of Propoaad t:Mnee• 

1. J!asic adeQl!a..«;Z..!!f.W Y!&~to-var balance: tlhder present­

cia¥ condi tiona aDd in an eeoDO• ao nuctua t1ag as the t of t he t1n1 hd 
Stateo, a yoa,..to-7oar balance~ in Federal renzmeo aDd exoeDdi tuno 

would CoDitltute a wperfiei&l aD4 unrealbtic crUarlon of the ~ 

quiLCy of tlle YedenLl ""'< otructure. !be uoenditureo of the l'ederal 
Government ban been r1e1ag to ncec~u1n17- h1gber plateaus OYor a 

lo~~g period of year• and they now conotitute an impor\ant traction 
of the whole natiowl inc- - abou\ 12 percent. J. tax otructure 
dedgned to meet wch a lnel of e>;pandtturee llllSt, allloot of neoeo­

sity, 71eld h1&bl7 variable aDDIMll ren-a. !hie w.r1ab111t7 bl­

c.-a ~N&U7 pronounced it, 1D accoriallce with pre11nt-da7 con~h 

of t he de,..,Dds of e<tuity, couidorable rellance h placed upon pro­
greuive direct t axoo. 1!ho latter are peculiarl7 unetable in 7illcl 

because they tap highly aendt1Ye conotituante of the DO.tlonal inc-, 

such ao busineoo protits and diYidencll. 

1'he succesaiYI17 hi(:ber pla\eaua in the level of l'ederal ~~ 

<.ituree have been accompanied in the pc.et, as the;y cloubtleu will 1n 
the future, b;y tempomry period• of abno,_llT high alq)lnditureo 
ariat~~g out of ouch special factors ae waro and alrlOUI buoina11 
clepreuions. The tiJdng aD4 naacll of ouch temporar7 periods are 

i-.po11ible to forec:>ot: aDd attaapts to cr'!ate tes:potu:")' t..x at~ 
tur<~e adequate \o 1110et the ;ye.,._b,.-year needs of snch abnonal 

periocll encounter grove practiocl diff1cul ties and involn h1il'l7 
undeoirable econor.lic conaoquencee , altholl;!)l counterbalaneiag naceo­

sit1eo oometiloea outnigb these eYila. ~~ marked las in collao­

tione ordiMr1l7 o:.;perienec~d fro., ne-cr or increased direct taxea 1e 

well ll:no"": end the econoaic obJecUone to frequent chanpa 1n 

othOT parts or the tax stzucture are diacuaaed below. I.n general, 
a tax a tructure which, over a period of 7ean<, parb&pa a decade or 

J:>Ore, yittlcla autficiant reYerlu .. to ••t all the expendt tuna of 
the period, including the retirement of debt croatecl t o •et 
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tet:;'lorary ~!ieieneiea, would appear to aaUefy any reaaoD&ble and 
r ealistic teat of ade~cy, it i t e framework be such ae t o permit 
flexible rea~onae to antici~ted inct~aooa in roquireo•nta without 
dre.atic chanj;e . - · 

2. Dtlirnl!Uitx of St.abl!!Jnx Strnct.lll!l.: .ltten.,h to seek a 
yea:r-to-year balance i n revenuea and tlro<lnditurea 11111at of neceuity 
inYol~ exceedie&ly f%11(!\l.ent changea in- the tax structure. li'requent 
~~. however, unless confi ned la~cely to the ratee of indlrlclu&l 
~me taxes, pve rhe to great inequiUeo and to highly uoduirable 
econaclic conaequeocea. 'l'he whole field of the ahiftlllg and !lD&l 
incidence of the various typeo or taxe a 1a yet to be explored in 48-
to ll by economitt&. It 1o l.mposaiblt tor logialatora to be ••re 
at all accura t ely !n advance, in tho preaent state of knowlodce, of 
tho finnl incidence of most excise toxea, customs dutiea, and nan 
co:port'.tion to.xea . 

I n the e:lao of excise taxea and cuato11101 dutlea , eT•rT increaae 
or decrease in ratea or coverege introduces an ex:traneoua diaruptlTt 
influct:ce upon t ho relative competitive poai tiona of different co• 
moditlea and of t hose dealine in them. 'l'he ex:tent t o which a chen 
inc:reaae or ~crease 1n rat es will be borne by suppliers, mcldl ...... n. 
Ol' ultb:at e conaUllaera, will vary greatly accordill(; t o the relatln 
elasticities of ~tlalld and production tor the varioua prodllcta and 
t he associated aerviee involved. .l tax on processors of wheat, for 
el<&l:l!>l•, r.Ay actually be borne by the fanner; a tax on ael t, by t he 
consumer; anc\ a tax on proprietary medicine• 1a lllc:ely to be dl rlded 
between the producerc nnd coDSUmera. 

In the caae of corporation taxea, the ratea and related p roYi­
dons tl-.at have been 1n force for any le114th of time are lllc:el:y to 
haTe b•~n e&Jli taliaed and discounted in the IIBticet pricea ot the 
co:porat e securitiea, or renee t e d, in aoma case s and to an uoknown 
extent, in 'he price> ot the proclucta and aerrlcea of the corpor.­
Uons. ~~ wilich are measured b7 cor!)orE.tlon inc~conetltutu 
deductions from the incomes aTAilable to holders of corporati on 
common e tocl.-., prbarily, ra tiler th4n the hol dero of co:pora te pr ... 
ferred ato~a and bonds . The whole capitalised value of an increaae 
in such taxea tends to be borrA by t hoae common atockbol~re who 
own the atocke at the time t!le i ncrease 1a ua~; for the aarlcet 
pricea of comcon stocks will tend to decline by the tull capitalised 
value ot auch i ncreaaea. AD&logously, t he whole capitaliad T&lue 
ot ~creasea in corporate tncocae tan a tends t o conatl tute an UDe• 

pectod bonua to the c..,.110n atocldlol~ra who own t he atocb at the 
time of such ~creaae. 
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Oonaider~Uona o! t he chaz'actar e4Yaneed iD the foraC):)lDC 

three J?IU'!I&!'ft.l>ha coneUtuta t ile ori pn aD4 Manilll: of tile old ..s.&e 
that the but tl!oX h au old tl!o%1 !he l one aerin o! compeU UYa 
e couolllic 3djuatmanh h&Ya already bean :lllda in t he ca .. of an old 
taz; they IIUat newJ.T be IDe4e in the cue of e new taz or an increaae 

in ratee or coYerage. 

3· naz1b11Uz• !he cen•ral economc conai4erat1oua that 
arsue in f&Yor of a atabl e taz atruoture, though trepntl.T 1cnore4, 
are e:r.tren.tl;y hmort a11t: for t he J'ederal t~ etructure oonatitutn 

&n exceedingly .i¢f1caut part o! the wbole ooi.petltin fraMWOrl<o 

Al>c1, ,.. prenoual.T ilplieci in our 41acuaaion of corporation tax.ea, 

atabil1 ty h aleo 4ealrable in the intereat of • 'PitT· ...... r~ 
l en, a11 scief11ate t~ atructure IIUat poaaeaa el -h of nanbllHT• 

Of all tile conatituanta of tha aldatinc or propoaaci hcieral tu 
atructure, the one that lallda lt .. lf beat aa au lnat~nt ot tle»-

1b1lltz in :r.Ural r&'tell'.le Tielda h the 1Jic1ind~ boo• taz. 
UDlike inte~ eJtCiaea, cuato .. 4ut1ea, ell4 corporation '--•• tha 
final 1ncid8~ca of an 1noreaae or deoreaae in rstea of tha in41'11.S.. 

ual incoa>e t!U 11 known in a4'fance . Jllr practical purpoaea, the 
imp'\ot of auch inereaaaa or 4ecreaaea aq be eaid to tall uolualftlT 

upon t he talt!>ST&ra iaaaac11ahl.T &ttectaci, 

.Eat&ta and g1ft tazaa, thouch aleo c11rect and lertad at pro­

&roni.,. r&tea, b;y no •&na l elld tham .. l Yea aa equ1tabl7 for thia 

pur!>Oae . An in4indual1 a .. tate h nol'llallT accuwlatad oTer a 
long period ot )'eara. It would epyear to 'tlolate • .,.17 oona14er­
at1on ot equit)' 1f the raha to be paid b)' hia halra on thAt GI!Pital 

'f&la. of the whola estate ehonld be detai'II1Dac1 b7 tha J'aft­

requir-ute of t he )'&Sl' of bath. It would be 41fficult to defend 

aa a ceneral pol1CT that tha tax treat.ant of equal utat .. lett b)' 

two inc11T1dl1:lla ahonld 41tfar ~eatl)' beoauee the death of one pr.­

oaciad that of the othar b)' a few dqa, a few -a, or a few 80ntha, 
••tate ell4 g1ft ta:r. rataa ehonld ba et.ble, 

!he tenclanc:z u h1b1 tad durlq the depreaaion TSar• to 1Atro~ 
a creac 'fariet;y of new uciae ta:r. .. , &d to r aiae tha ratea on ol d 
onu, to .eke up for the 41a1n1ahac1 reoeipta froa 41reot ta:r.ee 11 

aot & 'llbolaeo• one. .t. few ':l&aic ezo1 .. ta:r.ea 'M!I be 4etendad aa 
p&l'llftllent ell4 iaportant eourcea o! J'aftnue fron t he lo"r incoM 
croupa which cannot , t or A4aln1etrat1ft raaaona, be reachac1 .u .. 
factor11T throuch boo• ta:r.aa. av.t , for reaeona prertoual.T e4Y•ce4• 

the e oooomc ettaoh of trequ.nt and i"'!!!rt~t chan&~~• in ezotaea 

are 'llhollT uncleairahle. liallar conalderationa arsue acatnat tr.­
qu.nt chance• in corporation ta:r.ea. 
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'!'hero ..ro rere occ, .. iono , ouch aa 'llbeo the ct'l4.1 t of tho Jo4a'al 
Gont'IIIMnt 1o thl'llltenod , or 'llbeo a :proncnn<*l 1Dflat1on~1'l' r1oe in 
llricoo t.'lre$teno t o s-t out of b:lnd, or an s1lital'7 nee4o diotate 
t he dinroion or a lllaXl...,. proportion or the oount17' o OJq>lndi turu 
fru:o ordina!"J oona'llliiJ)tion goodo, when the 111-etrecto of ohaDce• in 
oxoho t&xeo are ""'"" than balancod b)' tb8 oo~~petinc t'lq\11 r-to of 
p~~.bl1c policy. llarrin& well extriiDJ'dillal'l' occaoiou, boweTir, chan&'e• 
in oxci oo taxoo obould bo Wroqunt. 

4, Shblo_hl~qStt...!ull!o Stal!~l It h cl .... 
t hat t horo h a real oonruct, i n an oooncJQJ aa ,.1'11'1abll ao that of 
the Um ted statu, bet-n a ata))h tax at~t'llro ..,., 0111 that pro­
duooo ot!!ble ..nnuaJ. I'IT!nUI!; I COnflict that b1001111 1101'1 p roDO'IIIICI4 
w!an, in ro enonee t~ t he 4tm..n4o or oqlli tr, a larp roll in the tez 
otJ"'Ioturo it. given to direct taxoo hrtod at prosr-n1vo ratu. In 
p roviouol.Y dioeuaaing thh conflict , 111 have indicated that a tax 
structure 'llhich produce o unetablo annual ro,.tnuoo fiiJ1 nnorthol111 
be Ml!>l.Y 1'\doquata oT!r an IIVJ>I'Opriate period o! :voare, ouch ao nn eco­
nclllic eyclo; and we have further indicated the sr-at doairabilit,y, on 
bot h e ooMII.ic and equi t~tblo cround•, ot a otabh \llx atruct'llro. 

Oertlli n further oonoidorationt ot f'lmlbmental oconcaic 111!)0rt 
~JU&&Ut tho ""ci tivo doo1rab11itz or eubetanti..J. variationo 1D llollllll8l 
ronnuoo 'then t heoe •mationo aro producod b7 a bsoical17 a4oquAte 
a.nd at able tax otructuro 'llhich rolioo hoartl7 npon procro toiYI 
dit'lct taxu. 

In periodo of bu oineoe rocoooicn, ouch a tax otructuro will 
p roduce & l:ltU'l::ed decline in r ovonueo at the "'t7 t11111 'lhon the n.._ 
ci..J. roql11r8Dento or t he GoYol'lll:llnt are l1kol7 to incroaoo wl>t'­
Uall,y, 'l'ho reeult 1a a bo;ldptarr dofici t, 'llhich h rinaaceci in the 
ordintll7 couroo b7 tho OAlo or 1nteroat-bear1ng obUpUona to bcJ:a 
and other innotoro. 'lho tlmdo oo borrow4 will cc• oi tiler fro• tho 
real aann;'l ot p.r1Yate and inotltu tional 1nvootoro or fro• an IJ:P8D­
aion or bank crodi t. In oi t.lor caao, tho ottocto or tho borrowinc 
will bo atiC!Ulatinc to tho national IOODOIIIJ', 

In tho opinion or an 111p0rtant bod7 or prooent-da,y ooonoahto, 
& buliDII! dopreuion 1o charactorhod b7 !! 11\Ck or balMCI botW81L 
oav1ng and 1anotment, Dur1DC ouch a period th e 'IID'>rolli eiDC or 
threatening outlook ccoeo 1ndiv1d'IIIU.o Md 1not1 tuti o11o to • f.thhcld 
tru\do reprooonUng bou f ide oanngo froa current 1nvut.ont 111 -
crete, durable (OOdo; an4 t hh 'Olthbolding croateo 11 volu.- or -
plo7M"t of bot h labor an4 CIII)Ual , ccrroopolldioc t o tho oxoooo ot 
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,, 
such ~&.uc- ?.,.,.,. current iD"eat11111nt . If such aborU.,.• aad~ are 
borrowed b7 the Fe<Wral Qonrnaent and apenc!Ad in the curront 
esplo:J'IIIInt of lsl>or and ca;>ital, the effect h to 1ncroaee the 
..,.ti onal income by nrtuallT the whole of the ou•aa eo borro•d, or 
.,.on more. In thil WI\Yo duriDC a period of abnorllal U11811plOJMnt , 
an unbalon.,. of the hderal ~t 11a7 be eaid to help to red.Mal the 
unbalAnce of the entire econo~. 

It, instead of beiDC :!'inaneed by bona fide oa"iJ1811, the J'ederal 
defici t ia financed by "" expMoion of baDk credit, t.be etiaJlatiDC 
effect 1a of the elllll character but 1e enn 110re ~~arked. Ua4er our 
present b&llking structure, period• of subnorW. buaineee actin t;y 
are characteri ced by a~~ple or ex.,.u bank re11nu, b;y a 111&11 dMir.ad 
tor bueineoe borrolling on the part of acceptable borrowera, and by 
the unattracti.,.enaae for bank ia...eetment of many oecuritieo wbiob are 
or41naz1l;r acce:;:>t,.ble, 'l'haoe factora make it poooible and prof1 table 
for ban.'<:e to add o\lbatsntiol.ly to their purchaoeo of Qo.,.e.....,.nt llc:ur-­
itiea by an expansion of depo oit cred1 t. SUch an &J:!)III1e1on, 'llbich 
,.~ or ""'¥ mt CO"'!'letely o:f'feet t.be contraction ocourriDC in bank 
cradi t to privata partiao during 8Uob a period, h wbollT .Woirabla. 
The purclmaing :!>Ower a<:~red b;y the Qoye.,.,..nt through such borro..,_ 
i~ ia entirel y new, and not, ae in the caoe of tax 110nq, acquired 
,.t t he e xpense of othero. SUch borrowiDC bae the - effect, in 
t he f i r s t inot!!.llce, ao the borrowing of idle iartDCB; but, in &441-
tion, it leavu beh1a4 it a quaoi-p~runent e:xp!!.lloion in the cir.,.,.. 
lating medius, which helpo to counteract the uflatiODar7 foroee 
o,era t ing i n su ch parioda. 

If. i n contraet to borrowing, tbl J'ldcral ao ... er .... nt attempto to 
meet ita currant e:xpen41tureo by the iiiP"oition of n8'1' taxu, 8Uob 
degree of succeu a• h obtained teade to be achi....ad at the e:lplnll 
of the entire acono;q. '!'he moat producthe taxeo during 8Uob pericU 
are axciee t._uo which are b.rpl;y paid b;y the lo•r income croupe , 
and from funde which would be e:xpea4ed in any ..,.nt. Hen.,., 1111 i~ 
era ..... in @PYerllDlental r .... enuee 10 obtained onJ.T add• to the u:n­
Uonary forcee alreattv operating upon pri.,.ah buaineoe. 

!he sub11quant rapqment of the public debt froa rlfti!U8 -
pluoee which, under t he t7pe of tax otructure here reco rade4, would 
occur during periode of prooperit:y, would likewill be bllllf1c1al to 
the wbola ICODODIT• Periode of prooperi ty, particularl7 per1o4e ot 
abnorW.l:y great prooperi t;r, are 41et1D&Uiohed from tho .. of depro.,. 
lion in that in.,.eotment 1n conorete durable r;oodo telldo to outl'Wl 
the aCCU!I!Ulation of real oariDC•· '!'he effect of the r~t ot 
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the uublic debt from the proCMda of tazstion duriD.~; perio:ia of 

y ro£..,.rit:- h to e4d to the current YOlUDe of Mrtnga aYailable t or 

lnv .. tcent; aDd therefore prenfth or retsrda t he riM in lntereet 

ratea thllt eo f reqaentlT iDiti~t•a a buelneoo depreooion. 

J'ro11 a mcu:etary ot~int, the .. ,.. effech "!''n the eCODOIIIJ' 

aa thooe ar! eing from operatione in illtereot-beariDC debt lligbt be 

achieved at subetantiall7 lower fi•Cil coete b7 the ieeUSllce and 

-w>M~ent rade11ption of p•r currenq-, or b7 obtalntnc noJ>oointel:'­

eot-bearin& loana fro• the l'lderal R .. arve balllU during per1oda of 

depreolion and rep~n.; them in perioda of proaperHy, SUch oper.­

tions are undulrable primarily beeauea the:r would coneti tute a 

ohock to buainuo collfld.anoe , a lhock which h 110t illTolTed In oper.­

tlono of a 1110r1 ort!>odox chuacter; aDd a abock that would be Juat1-
1'1ed In part b7 the gr,eater dancer that IIUch oper .. uono, once !'eeorted 

to durl ng period a of depreuion , would be le11 apt to be redrea~ed, 

than interest-bear!~ .Wbt trll!leactiono, 'b;r retirelllnh durinc perlnda 

of :r-Moperi t;r. 

5. B!l-_"tion to lf,.tional SllTID&!I In add.1 tio!l to the aee of 

al>ortive oaT111g1 during dapreodona, ,luot cited, there h another 

1Rip0rtant rosr>ect in which the type of tax etructure hare reco-..414 

would influen.!a the ,.o:gregate voluae of omng and conrJm?tion, 

Pr~>Ctically all of the eavtnc of t he country, other than that paz-. 

fot'lled by I!J)Ter=entlll un1 ta, h dolle b:r t he l:liddle 111>4 ~Jt>per incoM 

elaoeao, and a vory larp pro,ortion of the total h done 'b7 t iM 

higheet illco01o e>h·••••· !hie faot, in conjunction w1 th the Yer:r 

high r•t•a prnpceed for the upper brackeh e>f the inCOIM aDd utate 

t:.xoa, 11 liltel:r to lead to a aicnificant reduction in the ...,1_ of 

pr1Tate aa?ing, 

the older Tih of the cludcsl ecoDO:oieh wu that t&Yinca 

were an unltaited bleuill,'; aDd that taua wbich fall upon ~. that 

would e>therw1oe be aaved are leu deeirable, other thine• bliq aub­

etantlall)' equal, than thoae 'llhich fnll upon tunda that would othez-. 

w1M be expended for current con.uzpticn. ,_,. newer 'fih h that 

aaTinee are a eocial bl11eing cnl7 to the extent thllt thq - f1n4 

actuN. currant in'featMnt. In other worde, t he 111p0rtant t111oc i a 

a proper balance between the &llllUal ...,lWDe o! OOniUJDPtion, allTiliCIJ, 

end iliTiatMnt, 
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There h jp)Od t'IUOD to bel1WI t.bat t.ba t;rpe Of taz etnotaft 

here reoo-ded will !Molp 111111 to aob a 'bettn balllllOio !be tell 

leded UDde r tbe coDtr1bu.toJ7 ola...ce reU~DC proneioae ot tile 

Soeisl s.o>r1 tT .+.ct tsll pr1De1pal.lT upoD HPIJih of boo .. wlliob 

would ot.barwloe be expellded tor C!IIJTat OOD...-pUoD, u4 .Unrt ~ 

1natellll. tor a lon.g period of ,..ar, to t.ba reUNMat of t.ba p r1Yatel1 

held public debt, SUch deb\ reti"'*'t• whet.bar arieiDC troll \hie 

aouree or from the ordiD.&ZY !'WIJIUI of the J'lderal Oon~t, will 

..oAati tute a "'" eip1fic..at YOl- of -iDCI t!Mo -'- 10 paid 

to holdera of GoYe!'DMilt bollda will be- aYeilallle tor pr1Yate 

inveat .. nt , .t. n .at u4 1DY01uat&l7 iaore- ill t.ba ...,DC& to be 

JUM.e b7 111mbe ra of the l oWir lnoo• croupa UDdn tiMo Social IICW'i t7 
A.ct mtt:bt ... u han deeldldl:r unfporule u4 p rofOUDd -110a1o 

repercuut?ne if thh '0'01- of inooM wi thdr..., fro• Cu.rrent ooza,. 

&IIIIPtioD wre not offeet ill ooneiderU.l e •awr• b:r a NauoUoa, 

thr?•>~h t«x.ea ledld to defra:r ord1n&17 OoYe:rnMnt operatizac expen«t­

tur<~e , l n tho11 aepenta of the ln-• of " alth:r 1nd1Yiduala wllioh 

'll<>'llld ot herwtae be ai!L'fed b;r tba, 

If, l!•cal B•&muad of Propoeld .,.,.._, 

1, l.e'fel of li!n!DU!. P.!qu11'UIIIIt l! IW'iDC t he laat tour thoal 

;yeara, the ~ ezpenditurea of the J'ldersl. OonrnMnt, ezolu eiYe 

ot ezpendi 'urea tor debt retlreaent, and u.cluaiYe of eoldieral bollU8 

outla;ra aogreptiJIC $2,2.30 a1lllona, "re aa follow·• 

1934 -
1935 -
1936 ~ 
1937 -

• 6,745 alllione 
6,1102 ailliODI 
6,1103 ailliona 
7,4115 atllioae 

!he b\ldclt eati~~atea of ezp~Dditurea for the fhoal ;rear 1938. aa 

rl'f1aed ln jpr1l 1937, accNPil $7,3211 ailUone, u.cluain of dlb t 
reti....,ent, 

!be b~t eatlaate tor t.ba t hoal ~ 1938 iacludle $1,820 

allllone for r•oo••l'7 and relief, u4 the IIIOII.Dt of \hia lila alDlt 

1111 be ezpecte~ to tsll 111batuU~ cluriDC t he un fft ,..are. 

OD the o ther bud, t he Pedlral OoYirnMDt h oo..t ttld to crowiac 

outla:ra tor graD\e to t.ba Statio uadar the Soelal SIOIU'lt;:r AG\, 
no t t\lll7 for old-acw aaaiet&Doe aDd tor 'farioua eoelal wlfare par­

pea••· Uillikl aohldulld l nore ... e 1D ot.bar eooial Houri t:r expend•­

turee, tboee Juat o1 h4 are 110\ oonred b;r ezq eobedulld tnore-1 

in t ax N'fiDUie, !haH UDOOYered eooial eeeurtt:r ezpendituru, wlliob 

are eaU•ted at $225 lllUlone t or t!Mo fiiiOal :rear 1938, are .~ 
ulld to riM to t')65 alUloDa &IUDiall;r b;r 19115 , 
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Further, it is by no aeana certein t.Mt all the expenditures 

no .. included under the head •recovery end reliet• will be eliminated 

in the near future, Part or theee exp....U turea are now sel"f'i:n& p,.._ 

po .. s t.Mt lligllt othcrtiiee be COYercd by DOnal appropriations, INCb 

aa thoce tor public 1'08da, river and harbor iaproYiooenta, IIA'fel con­

struction, et cetera. Moreover, the estiiiLitocl 1958 expeaditures tor 

recovery end relief' already represent a reductiotl ot $1,028 aUliot1s 

fi:'OCI those ot 1957 end ot $1,471 a .ill1ona troa those ot 19&8. I t 

is !lOt unrerusODAble to eseuae that perhaps on&-helt ot the 19158 

level of expendi tures tor recovery end relief' nucy continue , possi bly 

in eltered rorm, tor aoooe tlJI:e to c08e. Ullder these circwaatences, 

tho ordinar7 opera ting expenditures ot the Federal Oovern~~ent, 

exclusive or the increases in r eqvJ.rcenta under the cited sections 

ot the Social Security .let end other statutes, and exclusin ot 
debt retirement, aoq be eatiaetocl e t approximatal.)' $6.6 bUliona. 

To this sum must be added pro't'iaion tor debt retir•ent. '!he 

eU\tutor:y Sinking Fu.lld alone, which is now deticient by epprox:l.­

• e tal.)' $619 .Wiona, will call tor annual a ppropriations ra.na:inc 

upftrd ti:'OCI $600 81111one. It is doubtt\111 hDlnrYer, that the pro­

£1"8111 or debt retirement durine the next eeveral yeere ehould be 

ll.Jiited to the statutory S1nk1ng Fund reqvJ.rcente. Durin& the peat 

eeveD fiecal yeare, the intereet-besring public debt baa risen by 

nearly $20 bill1ona. Debt retir•ent et a rete ot $1 bill1on to 

$l. 6 bUlioDe e year would be DO aore then prudent. '!hie would 

raise the annual revenue requireooente or the Federal Government 

to between $7.5 and $8 bUUone annuall7o 

.le deecribed on Peg. s, the proposed clw!gea could not be tully 

reflected in collections oiuring the tiret fiscal yeer attar their 

ent.ctment. Evan it enacted by June SO, 1958, the program ia e&­

tianted to yieloi onl.J' $8,008 a1111cne tor the tiecal yeer 19SS, 

aa asainet $8,995 aUliODS wben fully afteotiYa, &a£\111.1ng busineSS 

conditions &Ubetentiall:y siallar to thoce nor. prevaUing. 

'!he $1 bill1on •excess• re.,..nue reeeipta OYer illdice ted annual 

revenue needs or approxiaatal:y $8 bUlione will allow tor (a) contin­

ecnt r equirements anti (b) cortein adjuataenta in the recoiMiended pro­

erea wbich were not aade initully, prl..uril:y because of revenue 

cona1deret1one • 

.la tor continsencies whicb .. 7 result in l.J)creeeed Federal revenue 

r oc;vJ.rementa, it Gbould be pointed out that the COIII1)Uted rnte or inter-

c~ t being paid upon the public debt .Tul:y 51, 1957 ia only 2.58 pereent, an 

abnorma.l4' low rate as C08pared with 1UJ.7 since the T.orld l'lar, It io el­

toeflthsr conceivable thnt a rise in 118.t'ket rates ot interest llif;ht incrceee tl: 
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anou<U. inter .. t charge mx>n the budeet by $100 llilllona or 110re, aa 

portion. of the ~turlnt:- debt are ret'llnded. !he portion of the public 

debt accr<1ired for the Old :..;e Reaer>·e J.ccount will , by eutute, bear 

intereat ~t the r~te o! 3 ~ercent. I r addition, a Bamber of the 

newer tunc tiona undertl'l<en" by the J'ederal OovernMnt duriDC the p&et 

few 1eara a'l;( require 1ncreaaln& ' l nanc1al outlqe for eoae tiae to 

co~:~.e. 

If , after hl<i~~g into oonalderation w.eh oont1npnc111, the 

reYenue wblch 1t 1a eat11111tad that the reoo:~~~nded pro!J'Gil will )'ield 

when tully affective it ctlll thought to be esceeeive , then either 

bofor& the en..ctment o! t he fr<>&Tam or in wboequent yearo, one or 

:.>ore o! the followiQg adju•benh could be aadll (a) :lliadnah 110re 

of t hfl exc111 taxu diocuaoed i n t he •:oorand= on hc111 faxea end 

TICOIIlll<lnded for hJ:IPOr&r:r or pln>IIJ1ent retention priaaril.T on t he 

bl\111 of revenue cone1derat1ono; (b) lower the r ateo reco..,..nded for 

the new oor!"'rate p rivllep tax; (c) under the income tax, allow le> aoee 

to be canied fo.-...rd for ..,,. peri od l onpr then t he reoo-nded t wo 

yearo; (d) loWir t he normal individual income tax ratet ( e ) redu~ the 

lederl\1 tax upon the aalo of 8)'\tolino and poooibly, aleo , upon other 

eJtelaaa; (f) .. ~low capitol loa111 to offllt ordinary income to 00"" 

utent; and (g) lower tho peroonal e.DCptiona to aoae level &boTe the 

r ecomuanded $800 and $2,000 for r.ingle and married pereono, reapeo­

tively. 

2. St3b111tz o! Tax Structuro1 !be r•oo-ndationo aa4l he~ 

in are deaigned to provide & atable t~ otructure. The figurea 

to.lre nd.v e1 ted indicate that the rnenue yield in yearo of aatiat­

t ory eoono'llic oondi tiono would be Q!2Ple both to aeet the e"!>&"4ed 

requi re...,nta of t he Oovei'DIIInt and to proTide wbat3nt1al .urplueee, 

above statutory Sinking lUnd requireD~nte , tor debt reduction. 

411 t he increaaea i n revenuu utiDated to be provided by the 

r eco-ndatione &~e herein ...-. troe penscnent t.aa. buld OOD-

1\1 tiona ,eran t , ho.,..er, reductio no in revenu11 can be effected 

wi t.h :ainiiiW'I eeonolli c di aru, tion and man- equity, by redll.ctione 

in the ro.t11 of the 1ndirtdual inoou tax. The tax trea tuent pro­

:;>O IId for c:api tal ¢"" and lou11 1o far leu arbitrary t.hac that 

now or previ oualy in effect B11d J?l%'1111 ta of i ndefinite oont111Uan01e. 

1'he ~· r eoo-nded in corporation taxn, includinc the undi .. 

tributed pro! i ta tax, the cubati tution of a privilep tax f or the 

preeent OOf'!'Or&tlon inoo111, C5:>i tal- etock:, snd ex~e.-profite t.De, 

~· web u mq be continued indefiniteJ.T. !he increued eohedule 

of r ateo propo11d for utah t.x.a and t he ooordinntion of the 11tate 

and gift tsua would proTide a hiP>J.T iaportant and P'Nilll811t oouroe 

of :sddttional lederal revemwe, 
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). k4\r pn" 'dr! watrn\h·e Sl.,l1c1tzt !he !"''.POM4 chsacee 
'C'>Uld i!H&tl7 il>lll'e- the llbeolute anct relatln role o f procrua1Y8 
.Urect taxea 1D ita hdRel - etructure and wo\lld dildDiell u .. 
ab""lute M4 relathe role of indirect tax111 . 

lhl.le no iJO.POrhnt i cproYement h reco-ndecl •• reapec\a 
ol t ber ~n1atrat1oD or oo~llanoe, a.re elth re-rect \o the abar­
inb of eatate tax rennuea e1 t h the State a, it h 110t beU&ftll that 
tl • otl:er chilli&•• r•co-nded herein would i""ol•• ezq q i e rhl .-5"41-
tioual. burden ae ree]>&oh 11&41D1etrat1on or oocpllanoe. 

4. DttoJld htlmotta of lfuPM IUt cta of PropoM4 Q!Mnea 

':'be f ollo-.lng four tablet portrq the effech of the propoMd ob-.ncea 
\I.!On tJ:e Federal rnenuee aa cocpared w1. th the eatia.'lted reftnuea 
'W'I•r e xi .. tin« 1,.,., 
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Co..,....tiOD '117 tCIZII pf'OpOII4 to be ~4, or I'IY- lltl-\ 11 for 
rtecal _.. 1939 'llll4tr pr11111t law aDd •ur .bpet 1937 

tax pnpoule or ])lnetoa or .........., .,... Statte-
tle• tor .... _ Act or 19:58 .. -a to 

be -tl4 OD JIIIM )0, 19}8 

(Dollar fl~Qrel ta DllllODI) 

(1) I (2) I {3) I (II) 
O..eral ID4 topecial .-te 

(OD 'bDilo of 4D117 fi'IWWi 
otat ... at, UDPeYtee4) 

Corporattes , .... , 
Prhll~ , ... 
WOraal tcoz (wrr .. t) 
tlll4lltrt'but•4 protlte t coz 

(.,...,. .. ,, 
:a.ctt , ..... 
D:ceoe-proflh tax 
Cepltal-etoclt tcoz 

!otal oorporatloa tax•• 

1D4h1dl>al lJI- t8DII 
CllniDt t8Del/ 
llack t axeo 

'l'otal 1D41Y1dl>al taxtl 

Ot'bor ~tte4 ciiMpo lJI ~ law: 
Jotatl 'i(' 
Oltttax 
Stock ti'Dilofero 
!allot preparat1oao, eto. 
Jldio IIU0 plio_. I'IODrU , 

etc. 

I IUraallll MWI : P.ro.t 
1 11114tr : l aw patll4 :])lf'ftreDCII lllorea .. 
1 Pl'll..,t : 'b;or Jlml )0, :(2) • (1) :or 4lc1'1DII 

law 19\1 1/ : t Czl gnr Cl) 

$ 708.9 uos.9 -
$1,16o.o 590.7 -569.3 -49.1 

15.0 12.1 - 2.2 - 2. 6 
151.9 151.9 -
~3.2 1S.5 - 111.7 -1111.3 l_s.a l~,Q ~ -$1,512.1 $1,7 .I $1.22. 7 7·1 

$1, 622.0 $2.185.7 S563. 7 Jll.l 
!Olal ~·l 

s563. 1 W7 $1,723.1 $2. .s 

• laol..l • 521.0 $119.2 29·7 26.s 5.0 -21.1 -Sl.l }6.0 91.3 55·3 153· 20,5 111.7 - 5.1 ·21·3 
1·9 10,1 2.2 21·• !porti.JIC -41, - , .a hDIII I . I ~· .. sills:i :....la! !otal i 501·7 i ·5 29·7 

All otbu .._, ID4 NOttph 
(•ohencei) 

:'Otal I'ICitph, c-eral ID4 
topeeial -to 

*' WLI *3 J65.« --.....: -...: 

az 1 2?· z t« ooz.s 
~ 

iJ 1\ 11 Dl-4 Uaat till- oorporaUftD •4 1Dd.h1daal \abo beoo• Df'fiOtlft tor t~e _.,, 'beet•~ att ... J)o '1r Jl , 1937; tlilat all otber ..,. tall .....,_ .rteott ... a!ttr JIIIM )0, 19}«; ID4 Uaat t'bl oopUal otoelt ta 11a'b11Ur for till tl.-1 raar III41J1c .JW\1 JO, 19:58 will 'b • oolleote4 1D t\all , l/ !be 11U•tl4 reoetph •ur tile - 1a41Yldaal lll- tu, 10tat e taz, 1D4 ctf\ taz pf'OpOialo _.. .., allowuoe tor tile pooot'ble ""-'<1Dc 'liP of "'"' '" 'bY cttt -~ tloo per1o4 ftieb 11\lat tapH bet- till ...,..._••••t ot till "" reuww pPO,o•~• ud tbet1" ewt•n.t ttato taw. 
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eo.parl-. lilr \alta propo .. f. to 11e +•P". ot ,...._ •• u .. toa 
tor fl~ par 19)9 ....... pre-\ w &104 tor a !QopoU.Uoel 
tl~ par 19)9 (ftlob aa-• t!lat oollectloae retlect a 

tQU pear• a operaU.oa ef \U propo .... aot) 'CIIIder U. 
......,.,, 1937 tax propo .. h of \U Dlrieioa ot .._ 
.-arch &104 SW.UeUoe ftr a .. ,,_. ._,, ot 19)4 

(Dollar tl.,aree la alllloae) 

Oeural ead IPOClal _._ 
(OD keh of dall~ !l'eaeiU7 

···-·· ........ ri .... ) 
Ool'pCratioa \azte: 
lrlriltce-
IIONal tax (COll'l'eat ) 
11W.htr1W.tef. protih tax 

(aureat) ,.... -.. 
....,.,,prcfUe tax 
OllpUal-ttcck tax 

!btal OOl'pCraUoa tazee 

lllf.lrillaal 1- -. •• 

OVreat -· i/ ,...._, 
!'otal iaf.irillaal -.. 

Otber waeate4 cbaape ill \U W I 
...... tazj/ 
01!\ -v-
ttcak vaaetere 
!'o11et preparatloae, etc. 

I (1) I (2) : (J) I (li) 
I 1JWr I J. -1ac 111111 Ditter- I Perceat 
1 a•, 1-11aorea .. 
1 pre-• 1par a ettect1 (J) _ :or a.orea .. 
1 1.- ,ot an t.. 1/; (1) rlll pnr Cll 

- $1,)911.0 
$1,16o.o 

$1,)~.0 
-1.1 .o -100.0 

.,.o 7J.~ 11.6 - 1).6 
151·9 158·9 
~·2 1 .0 

$1,6JO.J $1.582.1 ~ 
-100.0 
~ • J.O 

tJ,,622.0 t2.672.0 $1,()50.0 61q 

tOlat ii.2). lcl~ $1,()50.0 f0:9 

• ~.7 16!).9 
- 21.8 -«1.., 
66.~ lA. 

- 7.0 -J~.1 
lllo41o ..... pbo110crapll recort.e, etc. 
_,.,ruac Fof.e. -••· llll4 

$l,OC~.5 
5.0 

102.~ 
1).5 
10.5 2.6 32·9 

1 ..... 
!'otal 

J.ll otber reftaue &104 r-lph 
(ucbaap4) 

!'otal reoelph, paeral M4 
..,eclalaccouh 

1.7 
• 501.7 $1,22 .2 

47,1n.z M,99'·* 

. ~ ;:J:g • 122·5 

if ••-lac t!lat \U - ~ W. Nell atteoth• oo .. to haft W. lh tQU etteo\ 
oa ",.,..., tor a11 eatlre oolleoUoa peo.r . !be "tlaato4 reoelph '111161r \lot 
- OOl'pCraUca llll4 illf.irillaal tax propoeelo are ....... , UpOa oelell4ar peilr 19)4 
1•,.h of 1-• .1.11 o\Ur it•• ot ~. ool- are....._.. 'lpOil \U-
1aftlo of 1aooM ao are tbe OOPNIPOII41ac uta ot oo1- (1). 

i/ fte eotlaate4 recalph ,.._r \lot - illf.lrillaal ~ \U, eetate tu, M4 
~tt \U propoeelo .. 110 alloe- tor tbe poeli'llle m-lrt .. lip ot ....... 
'117 pf\ dlu'laa \U period. wbi+ ••• elep .. betwe.., tbe "'¥"\AD n\ ot tbe 
• .., .,.,.,... prcpoeele aa4 \Ulr __ , lfttc w . 
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llr. llacill - 16 

CoolparioOil of eatt..at.4 11l4h1a...l ~ \a llal>llltlee 'ba .. 4 
on c.lea4ar JMr 19311 illooMe llllder the prorteiolle of tlw 

IIII'Nmaa A.ot of 19)6 all4 \lao .. of the ~t 1937 tax 
propo .. 1e ot tba D! rt eloa of .. ....-oh all4 

StathUce tor a ......... A.ot ot 1938 

leU.,.te4 l l.abiliU ............. A.ot of 1931 
letlaated ll.abilltl .. an. .... A.ot ot 1936 
laorea .. 4 llabllltl .. au ' to .......... A.ot of 1938 
Perc., t&«e bona.. ill \a llal>llU:r 

(ll11llolle ot 4ollare) 
t;! ,672.0 

- 1.1&·' r 9 .2 
54.~ 

!lot tollooriDc tabollatloa ebl>w• the utt..ate<l lllONaee (+) or clitcrea .. 
(-) in tM .. total ill4bia...l lllooM \a llal>illtlee _,. b:r each propo.-4 
rerteloll, ael'llllll& tMt the .,ecifle4 rertelon 111. each ca .. h the laet 
rnhioll ..U 111. tM lew (i.e . , lt ad.Ju.etMilh ha'N b .... ..U tor all 

other NThlolla.) lll other wor4e the -h ehotrll aN tba -h ot 
reftDU whlcl> will be loet (+) or p.I.M4 (- ) lt all propo.-4 proThloae 
,.... a4opte& emept the ou 1D41oate4. lJ 

I• ..,..\a rat•• 
(lllllloDe of 4cllare) * + ')75.0 

separate ret'4rll.e \&zed at Joillt ret:un ... , .. 
1 .... tho4 ot \azlJIC cepi tal pine llll4 

loP•• 
.. 4DcUCIIl 111. pero<>c.l eu.ptlolle 
IDONa .. 111. aarM4 ~ OH41\ 
LlaitatlOD of ~cUolle for COiltributlOile 
Oarr;r-o'Nr of aet 4et1clte 
r oreip inoo .. of DOilHeld.,.t oithene 
lDOre- ill MXI.na 11&8 of Upell.4ell.h - to 

"-4er 20 ;reare of 11&8" 
lotportlliC of 1o .. of worthle .. etook ae a 

recalar cepital lo .. 

+ 297 .o 

+ 1311.6 
+ 98·5 
- 31.6 
+ 14.9 

5·6 
+ 5·0 

J.O 

+ 1.0 

l} lt two or .,.,. of the "'""'ete4 propoeale are not .....,,e4 illto 1• the 

...,uat b:r eioh the ,..,.,... ••ti-tea ... t be re4Dce4 h DOt the - ot 
the • ouh ebDwD. oppoeit. each of tlw .,ecltled proTleioAa. It will 
be le.. thllll that .out all4 will renllire o. nft ••U-t e aDe to tM I.D­

terdapeD4elloe of the eat laatea. 
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Co111par1oon of ooUaatod eotato tax l1ab1HU .. tor ,.,,..,,. 
eot1aate4 to be t1lod d.ur1n« !local .,ear 1939 co11putod 
under the provh1ono of t he lew- Act ot 1936 and 
"0114or the .luf;Uot 1937 propo oalo ot tho Dirtoion ot 
leoearch aDd stathUco tor a Bowuuo Act ot 1931 

lotiaatod. ootato tax ..... .,... .Act ot 1936 
lot1aatod ootato tax leftmlo Act of 1935 
Ine>roaood l1ab111t1oo duo to levenuo Act ot 19311 
Po.,.conta«& 1ncroaoo 1n tax liab1llt7 

(111111ouo ot clo11aro) 
$ llo1.S 

1 .~N • 2. 
169 .~ 

'!he tolloo1na tabulat1oa obcoro the oot 1aat od. 1110roaoo 1.n the oo to­
tal oot,.to tax 11ab111t1oo aa4o b7 each propo ood. rertoton, ao.,.hc 
that the opoc1f1od. rov1o1oo ill each caoo 1o the laot rertaton Md.• 1ll 
the 1.- (i. e ., 1f ad,Juo-to have be., aa4o tor all other rorta1ono.) 
In o ther worio tho ...,...to obawn are the ...,....to o t ru- which will 
be loot if all propo ood prov1o1ono azeo onaotod. 1Ato 1.- oxoopt tho one 
indicated. !} 

levloloa ot tax rato 
Rev1o1oa ot I!P•cltic azoep tico 
'lu on capital salao 
RovioloD i ll d.o~tloo ot charitable 

Nqu8oto 
Bartoioo lll 4o~Uoll ot illiW'ano& 
Ruioicn ia doclllctio ll of propert:r taxed 

wi th1a 5 .,. ... 

(lllllloao of d.llllaro) 
$42';.1 
175.0 
125.0 

'j().2 
33·5 

14.1 

!J It two or .,,. prcpooalo are mt oaactod. lato 1• tho _,, b;r 
• hlch tho .,.....,.., oot iaatoo .. ,, be recll>ood 1o aot tho - of tho 
11110uats obawn oppool to each of the opocltiod prortoio!lo. It will 
be l ooo tJ>a that IIIIOUilt aDd Will require & ll ... OOtiaato c1J>o to tho 
1lltord.epond.onoo of tho ootiaateo. 
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!AX RIVISIOU STUDI~S , 1937 

IIU!'i:..i.RIES 07 FINlliJrGS AID li!OOrtW!WPlotiS 

ID \he rollowifte .. ctioD there Are priiiD\ed oolleot i YilT, 

!or J)Ql"'lOIIO o! OOIIYIIIiR\ HflreDC., \he .-rill or \he 

r11141Q~:a aD4 reoo:Klell<htioM r .. pe<:Ul>f: each or \he \ADa -

1M4. 'l'heee ~eo, oo~iae or 'flbich 8H iDCluded aloo at 

\he bej;.lDD1 nc: of \he oep(U'ata YOlUM e of the fax Rrt'hioD 8\Udiea, 

')UtliDO br1ef'l7 \he crl teri& which cPTirJied \he ~n&tiOD or 

the hx eti'Uc\".u-e. fbq 111410$\e alao \ha 88Jor ooDe14erat1oDe 

sfr .. c\ln,; \be HOO ... endatiODa &114 e\a\1 the epecific HCC!FSC1 e. 

tioDt \ beaeel•ea, 

fbe detailed \ree.hent or the TariOUe \"""'8 'fl'ill be foUZJ4 

1 n the . ... errU. YOl\VIlos, ae rolloeea 

TolW>e II - I noo..e , 05p1tal Stoelc , ""~ Bxcee..,Prorlh faue. 

Vol- lii - C.01 tal GaiDa 'fa:. 

TolUM IT - UD:lietributed Prot1ta !ax. 

Toluue T - l*tato and Citt , ... ,, 

Toluae VI - JIICci 11 !axe a. 
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IDeo .. , Calp1 tal Stoolc t 
cd he••• Prot1 h -----------
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TREASURY DEPARTMENT 

INTP OII'P'IC8 COIIIMUNH:A110N 

_,. f u l'lJ7 

... llr.lfacill 

PMII Jlr • ..... 

lal>J.ota !AX IIIVUICir lmiDIM, 19371 DIXIII, IW'lUL 11!001, Allll 
SJOISS PBOn!S !Alii 

h the acco~ __,,..._ oouta.nUoa, n-..4 prtarllT 
hoa.., ecoDOIIlo o~tat, bu •- line \o oenata leaWno of 
the J"-ral 1-, ooo;pUal otool<, u4 -o ... protih '-•· !b.o 
propooalo conta11lM lwrela an pre41oate4 _ .. tU.. o)JeoUnol 
(1) 'l'ho plac1Jic ot 1ao.....tac r•U- _.. tM propw .. tn tUIOo, 
(2) ~ ooord1-Uon of tbe 1a41rla...J. u4 the ool'pOnk ta- \auo, 
..,4 (3) the o11aillaUoa of e:doUac otnaotun.l tuqui\1... !b.o liON 
"'1¢t1oant of tlw coao1\lal.ou ar• u to11ona 

1. lith a •1• to 1114l'eao1ac tlw rolaUn taportaao• ol tlw 
1n4t.14ual iaooeo tal: ill the Je<laral rw ..... otnaoturo u4 with a 
Yt ... t o faoilitat1Jic \lw •lta1aaUOil of 1eoo 41&1ralllo recreoobe 
to.xeo, U 1o reoowom4e4 thet \be 1«ol of the .....W.Z nte oche<lule 
b• 1ucreaoe4. lpeolfioal.lT, it 1o propooe4 thet tlw pNHAt rah 
oche4ule be replaoe4 )7 a - nte oobealale raat1JIC tree 3 pe..-t 
on w.rto.x net 1-of . 3.000 to t6,000 to 75 peroeat oa lll>rlaz 
aet iaooM of $5,000,000 -.4 OYer. h .a41Uoa \o aflorUmc the 
1n41rl«Dal ~ tal: a larpr role 1a tM rw- otraatve, the 
propooe4 rate rw1aiou will nalo1e a liON eot-unc 41o\rtllu\1oa 
of \M ~h Je4eral tal: loar4a u4 will ia'.,ooe a JuUiiable 
.a41Uoll to tlw tax loar4a of tM lll~e at .. illoo-e. 

2. It to re-a4e4 that the ne-• pereoaal ._,loa 
of $1,000 l or aiacle per..,ae u4 $2,500 lor ......tell penou, )e r.­
clwl14, reopectin)T, to $100 aa4 $2,000. !bh will 1lroMa tM 
1n41• 1«Dal 1DCO .. tal: 'bue, Mlciac H ~~PP11aa!t1e to a .allo\anUallT 
lo.rcer aul>er of .._en an4 will, ta a441tioa, tao.._ tlw 'lnll'-
4ell 'llPD" 1n41•14ualo .ai>Jeot to w.nu rateo. .&1\lloacl> a l.onrtac 
of penoaal -Uo11a will lacreua Je41ral rw-, tM r_. 
U oa 1o prtaarlJT Pro~~Ptw4 )T tM a.otrall111t7 of obtalal.ac .alloU­
tute rwYe- f .... the loW 1- Olulll 1a a liON eqai\a!l1e -ar 
thaa 1o pooo1b1e thro\11!1 tM llloMllftP- a.oiM -.. I\ 1o 
reoo¢oe4 that tlw eYIIl'-1 elllll~~aUoa of ..,_ tM 1-t Malralll e 
ta41reot tUIOe oanL ' ' " real1oe4 oo 1oac ao the .-.'OOaal e...,uou 
an -.ln\&1- at a relatln)T lol4b lOYel. 
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}. lne_.nb u \1 .. lonriQC o! p&HOW ex.ptlo,. to tlw 
l onlo or $800 an4 t2,000 e4cbt. ....mlT ~ t.lw reclpi..,ta or 
....U ta~o, U h roco•u•b4 t.bat tbe ear-' iD.COIIe crMlt. be 
rei- troa 10 per-t to 15 pero ... t. *"' t.bet. t.be u.it.atlon or tho 
aarna4 inco-a cra4it. to 10 paro.,.t. of nat. 1DooM be al1a1nat.e4. 

4. !he ho axloUQC corporate prlrllaca t.az.o, t.lw corporate 
no.-l lnco• tax an4 tlw oaJ~it.al ot.ooll: tax, aro bol1 ... a4 to bo 
rolatlnl.T h1ch ao ,..u u 4a!ootln. !he corporate no.-l lnooao 
tax allon oorporaUono with a orubot.ut1al -.ol- o! lNainooo to 
escape the pr1T1laca tu 1a ;raaro O! 'QJq)roflt.able operation. !ho 
capital otoc.k t.u oTaroo .. o t.Me 41fncalt.:r u far ao conoorno t.ho 
t.axl.n« or corporate priTUaca be.,...• 1t appu .. ammall:r to both 
profitable aD4 ""prot1tabla buina .. oorporationo. It, bo....,or, 
1a dotici..,t 1a i h arbltrar;r 4ata,.lnat1on of tuablo baa• (a4juta4 
declared Talu.e). Ia ooabinatlon, tbe two t.az.o aro lu4equato f or 
tho taxation of corporate pr1rllaca b-M corporatlo,. with not 
1aooao pa;r both tuao MOb :rear wboreu 6orporat1ou w1 t h no not 
1acoao pq oaJ.:r the arbit.rar;r oapital ot.ooll: t.u. It. h, thoro!ora, 
rac.,_Ud t.bat t.be corporate 100.-.l 1Dooaa tax an4 tba capital 
otoc.k tax be repealed, 

5· !he praMnt -ital etooll: and uco .. -profita t.azloo ,...,. 
11oll:a4 !or the purpoeo of tundoh1DC a bua for a capital otoc.k tax 
•• a corporate priTilaco ~ acd !or ootabliehlne a baa& !or u oxc ooo­
protlh tax. Iolt.lwr of t.hoeo obJootine nra aobt ... ad. 0.. t.hrM 
occaaiono (&oTeauo 4cto or 19}4, 1935, and 1936) the corporate t~ 
pa,ror bao bean enabled to 4ah1'101no t.bat tu baoe which, cona14ar1DC 
tho profit.ablonooo of ito lNalnooo, tho tluotuatione 1a ouoh profit• 
fro~> :rear to 1&&1'. and t.lw proopaoh tor repeal or tho•• -·. 
wou.l4 roou.lt. in tlw laaet accncat.o aao=t or tax l1ab1l1t7· !axae 
which lean the t-ar option• ot t.blo obaract.ar are wo4&11rabla. 
J'u.rthoraoro, tlw prooont intorrol aUonehip o! t.lw cqital otoc.k ud 
ucoeoeprofita t.az.o boldoDO proaloo of raaolrlnc t.ba TaxlDC probl­
uooclat.ed wlt.b the .. t.abllohaont of an ucoeo-profih tax buo. It. 
11, tbarofora, raoooooan4e4 t.bat. the r~ of tba ~ital ot.ook tax 
be acooap&Jlied b7 tho r~ of t.be oxcooo-proflto tax. !b.lo, it. h 
no ted, will in no W&T Joopar41ao the opport."onl.t.7 of oot.abl1ob1QC a 
aat1o!act.oZ')' oxooo ... protlto t.u buo for tilt......, tao. 

6. It 1a raoooooan4&4 t.bat tlw prooont corporation oo.-l iDOoM 
tax, cqlt.al otocll: tax and omaooeprotlto tax bo replaced b7 a new 
corporation pr1T1laca tax. !he praoont corporation ooraal incoao tax 
faToro corporatio,. wbooo C~~t,Pital1aat.1on h ud.e 1q1 or ot.ocn u4 
bond&, ao acainet tboeo wltb otooll:o onl;r. l'llrtberaora, tba baoo ! or 
tbo arloU~~~: corporation DO.-l incoD& tax f&Toro oorporatlono tbat. 
ront buoinooo proparti&l .. acatnet t.boiO tbat. - ·~· Iince • 
corporation p r1T1l&Co tax ebou.ld proporl;r tax oorporaUono in aocord.­
""'co wltb tba eoopo of t.boir opo.rationo and in accorduoo witb tba 
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return on tbe on tiro &a:>UIIt of cap1 tal oporat1DC in tbe bu.o1nooo, 
but nl tbout riCIU'4 to tbe character of tbe ca;>ital otructure , 1t 
1o reco•onW tbet for purpo ooo of the new corporate priYi loc• tu 
1nteroot , r111to, and ro7altho bo d1oallowe4 ao 4ecluct1ono and that 
tho income of oorporat1ono 1ncl~o t~azo.pt 1ntoroat ao well aa 
inter-corporate d1T1don4o, rente an4 royalt1eo. 

1· fha incomoo of bubu4o and wino are not tauol •• a unit 
=dar tho prooent a.. a..bu4a and wiYeo 1117, a t tbe1r option, 
!ilo ooparate or Joint roturno. !be laubaad and t he wife 1117 aach 
report ouch 1ncoae ao 1o Yiwod t o be tbe1ra 1Dldor ltato propert7 
ta.o. lD oo-.o1t7 propez-t7 ltateo tho uwal 41Yia1on 1o 0111-half 
of t he "o-.mi ty 1n.,oae t o aach IIJ)OUoe : tbe p ractice followed i n 
other Stat eo 1o l eoo llJlifora. !bio roonlto 1n 1nterotate Yariationo 
of 1o4oral in.,ome tu lnlrdoJl, lD a4d1Uon, tha uoe of oeparato 
retUl'Do enallloo waaltb:T bwobando and w1na to &Told h1ch ou.rtax ratae, 
wh1oh would otharwiae be ~Ucab1e. 1! tbe 1ncoaeo of bubu4o an4 
wiYeo be T1••4 •• a llJlit, thOD t o OTI.....,_ tbe 1nequ1t1ea resultilll: 
!roa the e:rlotinc practice, 1t 1o reco-lldod. that wba hv.ab&Dda an4 
win a !1 1o aeparate ratW'Da, tbe tax 11ab1U t7 ohould be dotal'llined on 
tba baaia of their IU1'-te iDeo .. , p rorated to each 1n ICCOrdanCO 
w1 th tho .-ow> to of their aoparato iaCOMI • 

S. fha pruent ia.,.,_ tax- 1a doterainod pr1.aar117 on an 
$1111\lal baa1o. Corer a p eriod of 71&1'1 and 'IID.4e1' oxlotiDC pro,;raaain 
corporation and 1nd1 .. 11h>a1 ratu, tbJ.a t.poaaa a h1s!Mr tax llfPOn tax• 
y~ora rooalY1116 Yariable oourcu of 1Dco•o than upon tboae recet.-1nc 
stable oou.rceo of 1ncoH, ... ,., tbou,;b tho AMrec&to aaount of 1ncoae 
reco1Yad oYer tho period 1o 1dent1cal. !hie 1D.oqu.it7 mtcht bo reoti­
tiod b7 aTor~D4 tbe 1nCODe tax 'baae ! or -•ral yaaro. lluch a pro­
codu.re, bo..,.er, would prochl.ce IIWih hardoh1p durin,; depreuion yearo 
when the e.•erage t&x. ba•• exc"dl t he ta2;pqer1 • current 1ncoae. out 
of which t.,.o for tbe 80at part 11111t 'ba paid. !o accoapUab eoM 
docroe of anrocinc, 1 t 1o r-aMD.dod that the taxpqer' • ~ not 
looou 'be adJu.oted for non- otatutory 1ncoM 1t•• and carried f orward 
for a two-year period. 

fo IY014 l.Jopall'aiD.t Of r ... l ..... d».riDC dopruolon 71&1'1 0 1 t 1o 
r e"o,..endad in the oeparate m.arand.,. on Ooopital Oa1no and looueo 
that f or pu.rpoaeo of doteralni114 tho carry-forward of ~1\al loueo , 
tho moot Tarlable of the 1ncoao 1temo, capital saina and 1oaaao, be 
ao.:rocated, noiiJ)t with reopeot to tbe UD.Motri'buhd protlto tax. a.ch 
•ocrecaUon would toDd to pre ... nt ~1tal 1oaaeo tro11 .uilll: 1nroado 
upon the '"""" dator..ined on ordinary oou.roeo of 1ncoM. 

9· fha allowance of d1ocoTery Tal,.. and parcenta,;e clllplet1on 1o 
'bel11Yad to d1ocr1a1nate ill !aTor of oil and 111111114 intereoto. fbooe 
'baoeo !or dapleUon ID&bl e the taxpqero to recoup 80re t han 100 per­
cant of their 1D ... ot .. nt 1n 111n1114 aad oil prcpertloe. !o Ulllt tbe 
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_, o! cltlpletioll allowUle to \boo copUal !.Jino\e4, U h r.oo ... 
Mll4M \bat ooot or Man:h l., 1913 ftlu lie tba oal;r ~l.e 'lleeeo 
tor the 48\el'lllDatloll o! Upletlollo 

10. !boo aunaz oil p11lo fro• the aale of oll u4 cu properUeo 
proopecte4 lv' ill41T14l>alo h Uc! \eel t o }0 peroct of \boo aale priM· 
.t. olallar llal\etioll bac1 'llec ill effect ...a... tbo ..... .ra1 ....,._ aoh 
tbrol:lch 1932 'but .... ellaiu\e4 Wlcl.er tbo ...,._ .t.ot ot 19)4, olll7 t o 
be reotore4 ill 1936. H 1o reoo-ll4e4 tbo\ Wo llaltaUoll lie r.­
paale4. !hlo f&Yorecl. treat-t of tbo oll &llc1 pa lllhreoh reoh Oil 
tho theo1'7 that the l(lplloatloll of the full aunaz rateo to plllo fro• 
ou.ob aaleo tell4a to cl.l ooourace proopeotlac lv' iDcl.lTlaualo &llc1 cl.lo­
orilliuteo ~t tboa b7 oo..,.rholl with oorporaUou. !boo firot 
of thooe ar-to Mil be cl.looarc!.eot lv' refel'ellOI to tbo tao\ tbot tboo 
J'e4eral OoYel'llMilt h fiDcl.lac H lleoeOI&I'7 to notrlct pro41lotloll: 
the eeooJlcl. carrleo little oozrriotloll olnoe 1t _u .. eqaall7 .. u wltb 
reopect to other CIIPUal piu. 

U. !boo preoct pereollal bolcl.lDC oo- taz h a.tichnt, t or 
ite onrl7 preolee 4aflll1tloll of \boo peroollal bolcl.lDC oo-IQ' pro­
clw:eo cl.lfticolt a4alllhtraUYI prolll••• '!hio cl.l!tlCill\7 Mil \1 IIU'­
aowote4 1t bolc11Jlc coiiP&Ili•• reoeiTlac SO pUMilt ot their lllooM 
fro• -c1! 1e4 oourceo of the tTP• ...,.. lllc1114ecl.lll \boo WllliUon of 
pereo.llal bolc11DC OO-'IJ illCCM (-.......,. Act of 1937) are taze4 Oil 
tbe entire -t of tboir UDcl.l otrl'bu\M protlh, aooor41ac to tbo 
OCilCentratloll of colltrol. .t.ooor41DC17 U h r a ...... ca.cl. thct the rote 
oohe4ule be cro<tuate4 cl.o......-4 froa 70 poroct ill tbooe oaoeo wboro 
oon\rol h ooncentrotecl. ill Ollo to fiYI 1Dc11Yiauale , to 10 peroent ill 
tbo oe oaoe o where colltrol 1o n otec111l the hancl.o of acre than tlftT 
incl.lT lduale. 

12. !boo c1ec1ucUolle on &000111lt of oharltal>le colltrlbutiono ...,.. 
allonl>le to eotateo llllcl. ,..,..._ ·- to bo ucoeein. !boo al>nllce 
or llllitatlon 'IIPOil the cl.eclw:tioll ill tbe c &H of e otateo u4 tl'lloh 
enal>loo lllcl.lYlauale to eotal>Uob truote !or the oole pa.rpooe of a&­
llin1oter1ag charitleo, therelv' aYoicl.lllC \boo 15 por-t llalt.Uoll liP-
on ow:h 4eclw:t1on -ltcal>le to i .ncl.lYid:ll&l.e. It lo , tboorefore, ,.._ 
Mll4e4 tbot tbo dloclw:tloll !or cboorUal>le oolltrllllltl;>lll ill tbo 4ater­
lliuUon or tbe net 11loo• of ootateo aJlc1 tl'lllh lie llaltecl. to 15 pii'Cont. 

13. Pannenhlp net lllcoae 1e at preoc\ 4atara11le4 after the 
allowance or a dloduoUon tor cborltal>le oolltrl'buUou 'QP to the &IOWlt 
of 15 percent of par\llerehlp illCOM• !boo par\llere, ao lllc11Tl-la, 
are &Uoncl. a 4acl.llCUoll for charl table contrl 'buUone ~ t o 15 percent 
of t bllr net incou, inclncl.la« their pro rota ohareo of parherehlp 
net incou. t'lma, 1llc1l Yidllal ••bero o! partnerehlpo are peral ttecl. 
two potelltial cl.e4uctiona fer cbarita\le contr1'but1ono. n 11, thero­
!ore, reoo-..a.cl. that ill oollp\ltlJlC the 15 poroct UaitaUon tor 
11lcl.lv1cl.ual -ero o! par\lllrehlpo, ouch ill41Tl«:aalo lllclwle their 
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pro raW. obaro of ~be par\Derob1p CODtributioDo, and tunbar, tba~ 
iDOtoad of 1DcliiAIJ.ag tba1r pro rata oharo of pertu.roh1p incoao 
o.ftor tho cl.o4llot1oD for cbari\ablo coDtributioDO, tbair pro rata 
obaro bo inclu4e4 bofcro ouch 4oc!WIUODOo 

14. 1'apqoro aro """ pora1tto4 t o tM&t cartaiD 4oD&UoDO 
U buoiDOOO ~000 llllll.or Soct1o11 2J(a)o ., ob1ft1ag tba clooD&tlODO 
fro• allonblo 4o4uct1oDO =4ar .. ctiou 2J(o) aa4 (q) to to;>OAooo 
(23(a)), lD41Yi<!ual \a2pqaro an4 par\Dorob1po COD troo ~olYoo of 
the 15 p orC&t &D4 corporatiou of tba 5 parc•t UaitatioD u;>oD 4o-
4uct1oDO for cbarltablo OODtributl~A.o. 'fa p~&Dt ouch ob1fto it la 
roco-oD4o4 that the col01"1tat1on of t ho UaitatioDO for charitable 
4oD&tioDO bo baoo4 oD tho total -=t of iloD&tioDo, whothor lDcludod 
un4or QPODMO or IIDder cle4uct1oDOo 

15. Sootion 120 of the preooDt 1- proY14oo tbat 1t t.11 iD41Y1dual 
do Datu UOW1ta which together w1 th cortaiD tueo coo..t 90 percoDt or 
ble Dot locoao for oach of ton :roar•, tban tbare la DO llaitation \l;IOD 
tbo 4o411Ct1011 for cheritablo CODtributiODI De4o iD ~MqiiODt )'O&l'lo 
lD praot1co th1a prortdon ~~P~>lloo to t .. , 1t oq, ._.ro. In ad­
ditioD it woul4 DOt operate eqllitalolT with roopoct t o iDdirt<!uala with 
nllat&Dtlall)' oiailar but tochDicall)' diooiailar rocor4o of larp 4ooa.­
t1ou. It ia, therefore , recowta4e4 that the aection bt r~•l,e4. 

16. ll!plo:rooo' pODOlon tr~~oto, who~bar ~cablo or irrOYccable, 
are DOW Uo'l't !rom the 1ncoM tax. 1'-aro oro allowo4 cort&ln 4o­
chlctlono fro• t ho income tax baoo tc NPPOrt the tmplO)'ooo' tr110t f11114o. 
lD t ho oaoe of rOYocablo tr~~oto, taxpaToro oro DOW eD&l>l..t to ohltt 
i nco11o into 0\ICh tr110t flll14o for tho p\ll'pO oo of ro4uc1DC Clll'r&Dt ln­
coao tax 11ab111 t:r and to roco\lj) tho &IIOUDto oo ob1fte4 b)' lllbOo(IIIOI1tlT 
C&Dcolllac the torao of tba tr110ta. l1111lar1T, llanlr:raptey ~ iDto:r­
Yon~ ~o Mka f'IID4o ob1tt..t to uplo:roao' tra.ato &Yal lablo to tho 
pneral crodi toro rathor thaD t o oiiPlo)'O&I• 'fa p~ant poaalb111 tios 
of tu &Toid&Ace t hro'Q&h -loT•••' pou1on tra.ah, it le roe-D4o4 
that only 1 rrOYocablo tr110to 'bo •-t fro• tho 1Dcoao tu an4 onl)' 
thooo of OIICh tr110ta which, lD the tormo of t he t1'110t, p roYl4o ! or at 
l oaat 75 poreant of tba -1o:rooa of f1Yo year ste.,4,1DC with aalarho 
IID4ar $5 , 000 aD4 proY14o tunher a plOD tor tho cistributioD of the 
t1'110t tiiD4o to omployeoa ln tho OYont of Uqui4at1on. 

17. At preaant the oalo ct a 4oproclato4 stock ro.W.to 1D tho 
realioatiOD of a oopitol loaa. but 1! tho 4eprec1at1on 11 utr ... so 
that tbo at ock 'bocoaoa worthloos, tho t-or 1o al1owo4 a cle<hlctioD 
e«&!Dat or41Dary incoae to ~ha on•t of tho baalo tor tho worthl ess 
otoclco 1'hls diotiDcUon 'bot- ao4orat• &114 an..- cleproc1at1on in 
stoc.: Yal,..a 1o hollOYe4 to 'bo 1DY&ll4 tor ill- tu pvpoooa. It io, 
theref ore, reco-oD4o4 tbat ..,.,. otocl< ...._. worthloee, o r .,ppron~ 
aatol)' worthloaa, w1>en lt 4eprec1atoe to, oq, 3 parc•l of 1ta 'bulo, 
t ho t-or 'bo allo..-4 to 1DclD4o tho lou - o~r -1~ loooao 
roporto4 t o r tba ye&r; an4 in cuo tho worthl"• or -wonhl••• 
stock nboOqiiODtl)' appreciates lD Yalu. aD4 to ool4, the baelo tor """h 
etoek 1o to bo tho muloot Y&l\10 ueo4 lD 4ohra1Dl~~& tho ca311~ looo. 
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lS. llonroo14e~t Merican clUae11o an allowed to ucl....S.. their 
torelcn ean>K lncoao from tho crooo lncoao reporh4 for J'ederal 111-
ooae ta>: purpoooo on tho goun4 thet \he \u;oo 111pooo4 liT forotp coun• 
trioo burden ncnroetd.ent Mlerieano to a point wbaro azt1 a441 Uonal 
taxoo on tholr o&nlln«o <~!>road would bo unreaaollll!>b. !hio rlow h 
110t oondohnt rl th the ~~~oral traaowork of tho J'o4eral lnco.,. ta>; 
and tho qotoa of orodih allowable on ac00111lt of forolp taxu paid. 
Tho buio f or J'odoral 111ooao tax 11ab111t:y 1o eith..,ahip, not reol­
denco. It to, thorofare, roco ... lld.ed that oo lOn« ao c1t1oonah1p 
oonoUtutoo tho baoio for tho tax, all c1Uaono of the Ullitod Statoo, 
nether reaident or nouea1dent. be tazed on income trom aource1 
within and without tho Ullitod Statoo , and fUrther, that international 
double ta.xat1o11 be ~m>1de4 b;y allow1D£ nonrooidanto tho oGIIIe prh·ileeeo 
a.e are now granted ree14ente, e.g •• atford tu credite on account of 
foreign income, war proti to, and •eoo ... prof1 to tano -c~at~ot tho tax 
4etol.'lllino4 on the cit1so111 o *Qreph ineoao. Tho eono14er"Uon that 
100ot foreign taxoo are not of tho oroditablo t7Po, 1o not col'lll&ino -
eauoo r ooidant e1Uzano are aloo burd.eno4 with nond.educUbb tu:oo. 

19. Bu1ld1nc and loan aoooctat1o11o aro OX811Pt fro" the J'odoral 
tncomo tax. The OlOIIIPtion I!PP8arO to bo prodtcatod on tho aoouaption 
tbot thooo aoaoeiattono are nonprofit organioa~iono and oporato on a 
11111tual baoio. .let~, buildin& and loan aooociationo accept dopooito 
at intoroot ratoo 41fforin& from thooo 011 CI!Pital co~tributod b;y 41f­
torellt claoaoo ot oharoboldera. The7 u;y tbu.o be oaid to bo in colD­
petition with tho banko. It ia, thorotoro, reeo1111endod tbot bu1141ag 
and loan aoooeiationo bo 111bjoetod to tho J'odoral income tax, unlooo 
tho:y can doao~otrato that their oporationo oontora to tho otandardo 
of 11111tualit:y, upon which ta>: uo"'Ption to prodioetod. Thio roeoiOmOnda­
Uon will oerro to make taxable all bu1l41nt; and loan aooociationo 
which accept deposito and gu&rallteo a fixod rate of return, ao well ao­
thoee which pay a rate of return on founder•' , organ1&&t1on. or other 
opocial typeo of ohal-oo 41ftoront from that paid on or41nar;y mom'boro' 
oheroo. In other wordo, a bu1ld1n« and loan aooociat1on1 o tu o...-p­
t1on h mad.e eon41 Uonal apon a teat of mutuali t;r: tho -nt t>f a 
unitona rate to all contributor• ot cap1~al .• 

20. In order to rolieYo a liquidated ouboi41ar;y from tho fUll 
i111pact of tho un41otr1butod profih tax on tho adjuoted net incoco 
accounted to date of liquidation, the a.toom>o Act of 1936 prarided 
for tbo allowance ot oarnint;o and protito ac....alatod oinco 1913 tor 
J)U%J>Oooo of dotornining tho diYid.endo paid crodtt, d.eopito tho tact 
that 41otribut1ono in liquidation are not dividendo and oo not taxa'blo 
ao income to t ho recipionto. !hio proY1oion contlicto with tho pnoral 
polio~ e>:preuod olo..,hero in tho law, that diotribuUono not taxlll>le 
to the rocipionto are DOt available tor purpoooo of determining tho 
diYidondo paid credit. The roculationo roopactinc diotributlono 111 
liquidation appear to lack odoq1>Ato lopl fo'lllldati ' '.l• It io, thorofare, 
rocol:ltlonded that Section 27(!) be ropaalod and that tho laor bo clarified 
'b7 ukint; tho cubotueo of Section 27(f) an excO'ptiOn to Section 27(h), 
!hio would enlll>lo tho ~ t o oubt tantie.ll;y follo~ the :' rooont pro­
cedure with closer eonforod t~ to t ho e>:pllcit .. rovisiona 111 tho 1•· 
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TREASURY DEPARTMENT 

INTat Omca CC*MUNICATIO .. 

.. llr. Jla41U 

llr. llut 

SlbJeotl W lllnSICJJ Si'UDISS, 1937 - W ''"'ND'f OJ 
CAPim QUI!s .&liD lOSSS 

SMUJT 

1. 'lhe .. bJectlcll c! 11lccM a.r1 ... 4 hoe ""F1tal p.iDo to tM 

progeoolft 111ccM t&zite 1e -">otUlabll Oil -lc, ~tellle Ul4 
practical &:r011D4o. 7roa the otladpo111t o! t&satloll, the lr:1D4 ot ~ 
COM that 1o rtleT&Dt &Dd elpltlcut le the 111- that - ...... 1 \am­

pqift& &blllty. Ct\>ltal p111e oolletltute rMl tupql.DC &blllty 110 
len tball equiftliDt lllcoae «-rlftcl. !roa ctber IOIU"CII· 

2. 'lhl tax t reata111t o! ""Fltal plllo a d loollo 111 O...at 
l!rltalll, hence &Del. 0.- pron«-o no eatlotac toey ao«-1 oil 11hlch to 

loU.lcl. a q ot• tor the l11l1 t ee!. Stateo . In aadl coant17, the 41ft ere,._ 
tlatloa o! taxable troa no .... tuable plllo h by a prooeoo eo arb1tr&IT 

a o to oreate .. _.. 111oqultleo bltwtlll tuplll'lro o! ~ot&lltlallT lci.A­

tlcal Oli'OIIIIotaDCIO bll.t With WlillpCrtallt ci.U!IreDCII 111 the !Ora O! 
11lccM I'ICilftcl.. lloriOftl', tberl lo a otrODC 111ac-nt to tupol:rero 

to coaftrt taxabl e lllcoM 111to CCD-taxable plllo, tll:>.e 11M:1J1c tax ooD­
ol«-ratlollO an ext..-~ laport&Dt llltl.,.ace on 111fte-t aotlrltleo 

and pollclll. 

3· 'lh• tax treatMnt o! ""Fltal plllo &Del. lo0111 c! 11141Tl~o 

111 the tllll tiel. Stat• a hao r&DC~cl. hoe the oc.plet e lllOluoloa ot ""1>1-

tal p111o Ul4 looo•o 111 the tax bell 111 the J'l&ro 1911-1921, to tM 

pre01nt treataellt Wblch 111colu«-o 111 taxable s- certaln peroent.ceo 
ot ""Fltal plno ancl. loo01e ( llllbJ•ot to llaitatloll) Wblab '1V7 rltb 

the J'l&r: ao01to haft been hllcl.. ~ 1922 to 1933, tM tazpl1"1' "'"' 
allowtcl., at blo optloll, to IIC"Ptl hoe blo or411lalT 1- tM 
plllo hoe 1111to belA aor• tball tooo J'l&ro, &ll4 lllll>J•ot U... to a 

i2t per-t flat rate . LD aell hoe ao01to belcl. acre tbu tooo 1"11'• 

coulcl. lllanl01 be IICZ"Pted, aoept tor 1922 &ll4 1923, &lld. alloore4 a 
tax ore41t of l2t percent cbJ~c>t to certaln l laltattoaa. Clal.llo &Del. 

looooo troa aooeto held tooo J'l&rl or len wro lnolu«-4 1a or411lalT 

boo•. 

II. 1!ho e:rlotlft& tax tnataeat ot lll41rl4Dale h 111equtt&bll ae 

reopeoto botb pino a cl. loo01o. I t 1o DOt 1.atollr&b1• 11 reopecto 
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c.pitel p.!Ao, -e .. or, Mel 1D th1o roopoct 1o creatl:T -'P"J'lQr to 
tbo troatMllt that it cliopl~cl. '!he l1a1tat1on on c.pito.l loo .. o, 
_.,..r, io to UDJuot ao to be indofonoiblo . 

Capitel g&lno are now g11'oll cltoicltcll7 proferentio.l tax tro&tMnt 
a o ooooparocl wi th other ooureo0 of 11l4i1'1411al 11lcoM. l oo.ltb7 1ncli­
,.1411alo, oopeoio.ll7, are offered 011 oztroM17 otro~~g tax 11lclllCOMnt 
to Mll:o tboir now iDYootzoento 1ll 11:1ch -er ao wUl pond t tbolr ro­
tl:lnlo tbort1'roa to tal<e tho fora of .-pi tal piA a. 

b ebiof o1'f..,t of tbA preoont qotoa on the .. c:uritiu ~to 
ariooo t.broQcl> tho lll1'llleaco on tlat.D4. .t.t the option of tbo t&lo­
~r, 1DcoM t&Do on c.pltal pino ~ bo poptpoDed by del1Y111& 
tbe f orao.l roalbatlon of p.iao, rt!IQc!d by cltf•rrlllc !ol'llal roo.lha­
tlon until one or .,ro of tho four 1 otop-down1 11lteJ'1'o.lo pro<ricltd ln 
the l a boo olap .. d, Mel co!plotoll mld!d by foresot.D4 fol'llo.l roo.l­
hatlon, l oa1'lnt; such reo.lhatlon to be aoeoepliobad b;r the t~r1 o 
bolro . 

5· .Utbout;b the illtluenco o1' tu oonoideratlono 1o roo.l, tbolr 
etrecto upon tho ao-ta and 1'01UM of activity of tho .. curltloo 
-•to are far l ou lllbottlltlo.l thoD 1o often contended. b lo1llc 
of c.pltel auoh lo relatlftl;y 11l .. no1Un to tbo character of .,.... 
c.pl to.l p.!Ao tazotlon. 'lhh lo t.,. of tbo part helcl qu&oi-po,... 
nontl;r for P"J'PP .. • of control and 11looM. It h aloo truo of tbo 
part aplo)14 1ll the ohort-tora oporo.Uono of tradero and !l)tculator 0, 
oparatlono which norao.ll7 accOUAt for a lar&e fraction of tbo total 
tra41n« ill llotod otcnrltloo. Jor 11ltoraocliato-tera opeculatoro -
ill'Notoro, tu conoldorati ono nocoooarll7 operate •ons a welter of 
other faotoro which u....U.l7 provide otron&er incentlno to action. 

!bo a1'ailablo atat1etlco.l e,.ldonco, tbougb by DO Mano conolu­
o11'o , &>to not II:IJIPOrt the contention that tbo t az troataont of c.p­
ito.l t;alllo o1Dco 1922 baa boon of 110ro tbOil IIOdeet 1Dtlnonco upon tbo 
lo'Nl and act11'1ty of the .. c:uritloo IIOJ'keto. !be undor171D4 bllolneoo 
altuatlon ADd the rolatocl opocul&Un te.por of the tiMo are prlJia:-. 
117 rooponoiblo for otoclt II&Z!cot booao ud collapoeo. 

6. !lbo Cllpltal t; alne and loo .. o of oorporatlono ha'N not created 
t&x probloao 1ll azq wa;y siailar to tbo .. of 11lc111'1411alo. ~ocio.l 
troataont wao not 1160ded ao lo~ aa tboro waa a rolatl'Nl;r l ow flat 
corporatlOil lllcoM t az; Mel the onootaollt of sr&clllatod r atoo bog1DDlJIC 
1D 1936 oroatod no practical probloa, beoau .. the rU&e of sr&duation 
1a rolati'Nl;r narrow. 

Iapooitlon of the ..,-t&x on uncliotrllra.tod proflto hao raioocl a 
now probloa for corporation, with roopoot to tbo taz troa-Dt of 
c.pital p1Do &Del looooo. 11' tbo Clpital pins of coocl )1aro mot 
bo paid oa.t ClllJ'rtntl;r to a1'0ld ~~:~rtu liablllty, hilt DO ......,...fo:rwarcl 
of the otpltel lou .. of bod TO&J'o 1o allowo4, the tendonq O'Nr a 
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p<oriod ot :reare will bo to obrink the Yalue ot Ca'O!.td aooeto. h 
•oat pre.ctlcablo .. thod of minimisinG or ollal.natinc thi o tendelicy 
IIPJ'oai'O to bo that of allcnring net C"!>i t a l loeaeo in !1111 a a a deduc­
tion in COO!J>Utlnc ed,luoted net inccao, w1 th a ca.rry-fonrard for tw 
7RI'I of ~ G:CIII 10818 1. 

7. It b recoaunded that capital pine and looaeo of indlrtdualo 
bo eubJected to ~ax treat.ont oo tho baoh of lfbD.t ""*"be called the 
uorace accrual method. .Aocordin& to thio method the amounts of gnin 
and loll realiled are anragod ooparately OYer tho nUlllber of yenro the 
M11t1 ware held., and tued at ratea detemlned on such &Tere&e emmmta 
when odded to ordinary inCOSie. !he incr•ent of tax reaul tins on the 
aYer"G" pin and tax credit an the anr~ lou are mul.tlpUed by tho 
a't"er&ge aumber of yenra re~ect1Tel1 the aaeeta were held, and the com­
bined product. roprooent the tax on capital gains . !ho obJectlTo ot tho 
plan 1t to rococnho mor e adequately the fact that tho realized go.1no and 
loaeaa frequantlJ accrue OTer laTeral yeara. 

In more detail tho procedure Wldor thio method io aa followo: 

a. Capital pi no are 1egroceted from capi td l oooo1. 
!ho anro.ce innot.ont period for &&ina and tho anrN;e an­
nual gain during th.11 period are determ.ined; and the &Yeraco 
1nTaatment yeriod tor losaea and the aTer~ annual loaa 
during th11 period are determined. 

b. !he anro.ce AIUIU&l gain and tho aYero.ce annual 1010 
are coab1ned to determine a not· aYorage pin or lo10 appli­
cable to tho ohortor ot tho two innobent poriodo. !'he tax 
or tax crodi t on the resulting titpll'e 1a c01m11ted 11'1. th refer­
ence to tho our tax not income, and thio tax or tax crodi t h 
lllllltipllod b)' the IIUIIber of yoo.:ro in tho aborter aYOraso in­
notmont period to determine tho tax or tax crodi t on oapi tal 
ga.in1 and lo1oo1 during thio period. 

c. !l!lo tax or t&>: oredi t on tho averaso &nr~WP.l pin or 
the aver~ aamual loa a , wbiohaTer accru.ed tor the lmeer aT­
cap inno-t por iod, h coooputed rith rotoronoo to tho sur­
tax not 1ncoae1 and llllltiplied by tho DUIIbor ot yeArl b7 which 
tho lODC'Or anrago innotmont period ezceedo the ohortor , to 
dotol'lliDo tho tax or t&>: crodi t applicable to thooe yoaro. 

d . !bo taxeo or tax credi to thDa obtained are c..,bined, 
tho result roprooont1nc tho total tax or ta; crodi to on capi­
tal pine ucl loooeo. Any mWied tu credit h carried tor­
ward tor two yoar1, to bo allowed only ao an offoet &gP.inot 
tax Ual>i U t:r on CP.)>it"l pin a realised ln thooo :reo.:ro . 

•· In caoputin& tho tax, no allOOIIIDco h gh., for 
arq portlono ot tho poroonal ox0111pt1on, credit for dopend..,to, 
or al.lli- ...,od inccmo credit not utilized in coomutlnc tho 
ordinary inccae tax. It there 1t no ourtax not income, tho 
traz or tax credit 1• COIIIpUted, u.-ua1nc .ur-hX net 1nccae to 
bo aero rather than a nocatiYo quantit:r. 
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I f legall;r f oaai blo , CODtributlono to charitable and olailar 
lnotltutlono ahCIIlld be reprded ao o~caaloni~~& the realhatloa of 
capital e;t.lno and loo .. o 117 their llonor; and tlllch capital «•lllo and 
louoo obollld be illc111<1ed with other capi tal g alno and lootoo for 
ta>: p'CU'pOtot . If thia 1t not foaalblo, 1t h recomondod,, for pur­
pooo of dottrainlnt; the doclll~tlon for charitable contribu.tiona, 
that tho 'l'aluo of .. ch oontriloltlono in kind be fmd at tbe &4.­
Jnotod baoi t (section 113) or oarktt, whicbOYor io lower. 

If lot;all7 feaeiblo , truaforo 117 1ntn 'l'i'I'Oa lifto lboulC. be 
reprdod ao occaaioni~ the roalhation of capital ¢Do 811d looaoo 
117 the donor. I f thio propooal 1o not dooM d feasible, i t 1o ~otod 
that a -.ppl..,ontary /lift t u be l.,.iod, .... ~d 117 tba capital ,;&lno 
and looooo lnoorporated in .. cb tranaforo. In tho O'I'Ont that thlo 
ohoiUd aloo be unaccepta.ble, 1t 1o roco••ndod that, for tbe parpooo 
of dotomlnlnt; botb capit al gaino &nd looota, the basic for proport;r 
acqui red b;r gift be &&do oi tbor the baoo i n the bAnda of t he donor or 
u.rtcot 'l'alut at tiM of t ranofer, whiobe ... r io lowor. 

I t 1t roco=ondod th&t tho capital pino and loooeo of corpor ... 
tiona be included in ordino.ey lnCOM in full, except that tor pUrpotlo 
of dotol"lliniQ& tho nonoal-tax not lncoat , capi tal louoa be all""t d 
o~ to tho oztut of capital ~·· JJl¥ ozcooo of capital lot .. , 
not allowed in the currut ,....- in dotorainiQ& norul.-tax Mt lncoeo 
1o carried toreard for two TO&ro to be crodittd ft9Ll.l>ot tba capi tal 
pino of tboao TO&ro. In dotonal.DiQ& &d,juatod not !nco- capital 
loeooo a.re allowed in tnll -!not lncoao fro• &!17 oourcoo. JJl¥ .,..,.. 
cooo of cepital lo11ta not oo ut1liud 1t carried toroard for too 
;roaro tor uoo ao a doclllction in detoro~lnine &dJnuted net lncoDO of 
tho .. TO&ra. 

8. llozt to tho roco ... endod anr*"' aocrnal pla.n, tho 110ot -
porior altematl'l'o would be a oontlnuatlon of t he prooent tl'l'o-otep 
qotoa with nn il!lproYed aealo of poreontapo doaigo.ed to approzillato 
..,ro clocoly tho rol\lltin« t&mo to tuoo applicable to other oou.rooo 
ot lncOM; and with a 11boralh4t1on of tho pr ooent loao 11:ll.tat1ono. 

m of tho o ther altornau ... taz troainonto of the capital t;aino 
a.nd lootlo of indi'l'iclllalo pooatat o talcntaooo which lllllco their adoption 
u.nw1... . 

'l!lo undi otribu.tod profita taz will toDd to d1Din1ah one 1Dpo,... 
tent oouroo of oap ltal gaine, but will loayo a DWibor of other oourco1 
unaffooted. Ronco it does not ohilltt tba Juot1t1cati on tor tho taz 
on capital p i no. 
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!be pl"iMJ7 parpooe of t.be UD41at J'i'bute4 prof1 ta tax h to ..alee 
affect1Ta the ratea of the 1Adhi4ual 1Acoae tax. \'o ecc""!>llob thla, 
the tax ahOOllcl be cufflciat o ... r the uJor portion of 1 ts >"e:.Dee to 
1Aduca the cllatri'butlcm of corporate earnlnea to the e'!'l1 table owner o 
thereof, and OYer the rmalnlnc port1011 ot ito ranee ahonlcl at leo.st 
capenaate the \'roaaury 1A part f or the incllnclua.l bc<10e taxes loat b:r 
the ncm-cUatJ'i'buU <10 of corporate eAminto. l hlle t he t heoretical need 
for a tax o! thll charecter hB8 oathte4 eYer alnce the rateo of the u ­
clln l!ual inc ooae tax clinrged eubatanti&ll¥ on the upside free thoae o~ 
tho corporat1011 nomal tax, thla need became acute for the first tine 
in a decade with the hl&b ratoa of tho illcllnclual inccco t ax i "'!'Oi ed b;y 
tho l eTanuo .Act of 1932 and oubo~uent J.cto. ~eoo rates--at preaant 
amcruntins to ao hl!P ae 79 percent on IOQ:IIlenh of income in exceu ot 
$5,000,000 and 62 percant, or hl&ber, upon all IICIDOnto o: lnc<10e in ox­
CHI of $100,00()--conld. not be llacle really ofteetlve o.e 10116 '" corporate 
profi te conld be r et a i ned and ra1nnote4 without the ~ent or tho incll ­
rlclllal iaco.o tu. 'rho unclletr1'bute4 prot1 to tax , ao ~t preoent "!!oti tho 
eta\ute booke , ta!ceo a long atop tcttral'd mnldnc ouch rateo artecthe. lie 
boline that ita etti cac:r in thlo cllrecUon can be 1'\lrther incrc:\led and 
that c er t ain el•enta of ho.nlmeao Call be veatl:r cllal.niahecl b7 the ~· 
IQCC .. t ecl 1n thla aeDOrendQII . J. caret'lll canTUa of the oltuatlon, on the 
other haad , baa tallacl to rneal an:r precUcallle &lten>atlTe derlce b;y 
wh1ch thla cOI>ld be acccapllahecl. 

J.ai cle f r'* 1te priaar;r obJect1Te of reclucin4 tho lneqult:r e.D4 i n­
OMUI.ac the renaue productint:r of the inc .. • tax o;rote, the UD41 a­
tr1'111lte4 pr ofit. tax baa certain aocial and econ<l>ic effects . The aoat 
illpor taDt of theee are (1) that t.be tax t ende, on balance, to reduce ooae­
at the pr onorlioa of the national i DC'*I which 11 Ot.Yacl and to increa .. 
ac.nllat th; p roporlicm which 1o aurrent l;r oOIIIlllled, e.D4 {2) that i t ton41 
\ o •4•ocn.t1ta• the proc"a of c&pi t &l for:ae.tion by . r eturn ins to atcclc­
holclere the tlulctlcm of deci cll.ac whether or not the:)' are wi lling to rein­
'""' ln a parti cular corporate lllterp,rioa their pro rata abD.re of 1 to 
...-1 eanll.aca. !haaa atfecta are iDu parebla fr001 the ts.x u auclt., exc.,\ 
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to U.. eatt•t that COJ'!>Or&\o ...-a1J1ci1 - 1oe 41otr1llote4 tbroQcll the 
c!.eol&nr.U• ot ta»le 41Yl4eb i .a tha tono ot oeeurHho ot U.. corpo­
raU• u .. u , ar ...., ...S..•W liT tile otooll:bo14ero tbroQcll tile exordoo 
ot COeJ'Clft rlpto. "mdlo n c-t. tile '1111141otrlbuW protito tax prl­
Mrl]T u a MY- IID4 oq'Ciitalolo ..-., wo boll.,.. that U..oo 1Ac14•­
tal IID4. larp]T 1ao~lo ooclal IID4. occo*c ottocto ....,, lll tll•••lY••· 
~lrable IID4. \e4 to rooatorco ratller til& 4otrac\ tra ito r- IID4. 
0((111\alolo obJocU,.... 

In order to~ tile tax aoro oq'Ciitablo ln 1\o ~llcaUOD, tore­
• .,.. oorta1n hardohl.po, IUI4 to lncroaoo lto ,ottocUYeneeo ln certA1a 
, .. poet., tile tcllorinc chanc- .... wccootod. : 

(1) Cocr4111&UCD wi\11 9M Prirtlm !!Js. It h roc­
.-Oil4o4 tllat a4juate4 not lac•• ohoW.4 ccoolot ot orln­
l.,._te.x aet lac-e - that 1o, a o\ lacODe bater• tile 4e-
4uc\1co ot 1atereot, rete u4 rOJalUoo - l.o U.. pr1Yl­
lop tax pa14, aa4 that .....Uotrlllotod. not bcao ohoW.4 
CCiloiot ot 114,juate4 u\ lac- looo 41Yl4e4o, 1ateroot, 
r•t• aa4 ro,sltl••· 

(2) !late Schecbllo. !bo follorinc rate ochecblle h 
reco.~toded: 

Porc•t ot a4juatoc1 
D!\ inCCDo UD41otr1'b!l\!4 

0 - 5 
5- 15 

15- 50 
50- 100 

ora.: 
(Porc•t) 

3 
15 
4o 
6o 

!he rete 1a tile 1a1 Ual bracket lltiU ,..., l""or!Cl u 
cc.paro4 with the prooent lao, prlaclpal]T 111 order to llal<e 
all....,ce tor the Ml'ciD ot error ot oott..to ia aot 1Dccao, 
while tile ra\oo 1D tile lut two bn<lbto baYo ,._ .a4o aat­
tlchat]T h1cl> to 1n4xlco 41otr1bo.Uco ot oarabc- 1a tile .,.., 
""orl t7 ot eaaeo, 1acludillc ... ., tllDeo ot clooo]T hol4 cor­
poraUCilO. !be aarr~ ot tile flrot b1'8Cbt 1o aecooa&r7 
to prOY•t a nbotaaUal looo ln r- ia Yl.., ot tile ~ 
la tho bue for a4jua\!4 ,.., lac••· It will haYe aa ottoc­
Un wi4tll nbotaaUal]T c;roater thaD that ot the preoeat lal­
tlal 10 porcoa\ b1'8Cbt tor corporoUCilo with larp fOOUDh ot 
prior charpa. !booo corporaUcoo ..,.. llttle , ... _,. loaa, 
IUI4 are tho aoot aoo41Ul ot aa4 tho aoo\ cleaoroaa la clalaa4-
1DC rellat ill M7 -t, aile •- reUat tor \ha .... ••­
poclal]T tlae]T ill Yln ot tho traDal UCDal 1NrdOD to wlllch 
tlle7 will ,. nbJ octod. 117 the. a• prl n lop tax. 
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(J) !!!!!!!._~r~tl<m!• It 11 not belieYed t hat the 
contention trequentl,y ~~ade that the undlltributed protite 
tu: J)l.Acee omo.ll co"l>oratlone at a diaa~ta.go hat 10erU, 
but tho contrary io rat..'>or believed to be true. lloYerthe­
leu, in line with our conohtent 3>0l1c;r of gralltlQjl ')>lret­
erontlol trutmont to nall OOirJ)Oratlono in 811¥ .... nt , it 
1t recomonded t..'>nt tho tn>IC 1tic oredi t prondod ill Sectloa 
lli{c) o! t!le M:~ bo co!ltl.muld at $5,000, tbat the rate ot 
tu thereon be lower•d fro11 7 percent to 3 percent t o COD­

tom with the lower rate ~~~&~oted tor the tiut brooclcot 
o! tho regular tu:, and that 1t be u:tendecl in ito "PPll­
cation to co~r3>0rat1one with a4Juoted net inco:.>ea of up to 
$100,000 (rather than $5(1, 000) 1:1 YliW of tho propooed 
chance in U1e base of adJuoted not lnco~o. It io turthor 
reco~ended, however. that whatever ioeoQe romaine undie­
tri~tod beyond tho aaount illcludod in tho opeoifio orodlt 
be ti\Xed at the rates applicable 1t tlle opec1tio orodlt 
had not boon gr~U>tod .• 

(4) ~'!ll'l"• of llet C..,ital Louea. It h recOtt­
!IOnded that &n unliaitod otfut ot capitol loaaoo be pel'­
:oit\ed, to• the JlUir3>"•e of tho udlatributed protlto tu: 
onl.7, aploot othor incot>e, 

(5) Jot Looa C&n'Y:Onr . It h reco-aded thAt a 
two-yt&r c&rrywoYOr ohould be allowed for all looooo 
(including capital loaaeo ao merced with· other loooeo b7 
the preced1114 recoaoendetion) for the pui'J)ooo ot tho un­
dlotributed profits tox ol\l¥. 

It h believed that rocomondet~ono 4 111d 5 
token in coD,junotion will •eet tho locitimate co,.. 
plaint that it 1t ottlll necooaar;r for a corporation 
iDCUrTin& oubotat~tlal CApital louoo, or eJICIICed. in 
a tluc~.at1ng buoinooo, to ~ an UDdiotributod 
protito tu:, in order to ~ ito capital intact: 
1h eroao, in t:•e contemplation of tho law, -h a 
tu: ohonld be paid only 101\en it h desired to J!r 
ill!!! the capitol employed in a buolnou by the 
roinTootment of oarningl free from the individual 
income ttu. 

( 6) OptionAl Settlme11t ot 8ub!!auentlx J'oun4 !!tt1-
cltpe1eo. It h rocomanded U...t 1t audit of a corporatloD 
retUl'll renalo that not incoM fro:o a proYS.OV.. :rear ohou14 
haYe been reported at a h~er f10llre than that "PPP&&rl..ac 
upon tho Ceca of the return, and DO queatlon of bad faith 
h inTolYed, tho tszpo.TOr ohonl4 haTO tl>e optloa ot payJ..ac 
tha wul.letrlbuted protito t u: lieb111t:r thereb7 created, 

Regraded Unclassified



s_,-,- t. 

odth interut, or o! pa.rinc a opec1al tax o! 5 percent o! 
tho UD41otr1~ted uro!lto newly detor=lned b7 tbe Ooma1o­
o1onor, and addiag. the r...,.111der o! ouch newl7 detenol.lled 
protlto to adJuoted net lDCome ln tbe curreot year . It lo 
!olt th~t thio reconmendation will reotore to tho t~ 
lac corporation, a.o tar u it 1a !>0001'ble to do oc , 1\o 
or1$1Ml option either ot pq1JII: the und1otr1butod protito 
tax, in wbolo or in )'l&rl, or ot diotri~tinr; ito oarnlago, 
in wbolo or in J>&rt. 

(7) S?ec1al 'lu og J&rniM! b!opted fro• the Vn41t­
tr1butod Prot1ts '"" 'by l!Moou ot Oontro•:t• Proh1'b1t1M 
tho Pl\lHnt o! D1T1dendo , etc, It 11 r ecOI:I'londod that a 
tax o! 10 percant 'bo lnlod QJ>On oarniago uocmtod !roa 
the undhtrl~ted pro!lto taJt under Seetlo.n 26tc) o! the 
Jet , 'bec1111oe o! contracto proh1b1t1ag the pa.yment o! 
d1T1dendo, etc. , and that ouch tax 'be leTied in llou o! 
tbo loftot brack'eto o! the undiotributod proflto t ax in 
ohlch the &liOWlh oo exe:optod wo\IJ.d otheN oo baT& talln. 
'!bit tax will take cor;nloonco of tho tact that lncOM 
micb ntoainl undi otrlbutod ao a roo\IJ.t of prior coDtrea­
tuol. o'bllp.tl.ou both iDCreaooo tho equity o! the otoc)o. 
boldoro and reo\IJ. to in reTe,.. looo to the Gonrn;,ent in 
the ""'' ceuure u t houd> it bod r~4 Wldiotr lbuted 
u the nto\IJ.t ot a CW'rentl.J' aade declolon ot tho Board 
ot Director• o'! the corporation. 
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!lle ~ •• I•• ~D .. 1a ••e 4e\a11 thou teetwea 
of the ~e4eftl MW.te \8 'lbicll 8q lie 41FI4 WOI'\IQ' of reriai C1D 1a the 
lDt-\ of eez1- eqal~ u4 Cl"eDhl' pi'Otuc\h1.~. !he DOH al_.ttl­
_, ot the o-1uaiea ue u tollowt 

1. !be apeoltlo -..pUe ot t~K>,ooo DDT nll 'be re­
cbltle4 \0 t2C),OOO. lbl1e DO per\loul&l' ODie - lie Un1ope4 
tor preoheq the\ tll'll'e u oppoae4 to oaa al1cllt1T blpu 
01' 1onl'0 rt14eaoe h ...... dent that the pi'IUDt fll'll'e h 
too hlp. .a. HcbiGU• ot the apeoltto a...,uoa to tao,ooo 
wov.l4 DDke the eeW.h \8 DOH Dfteotln OD ..UU .. w.t .. 
DD4 t.lmD tDor .... J'en~Ne. u wov.l4, 1D 11441 uoa, llriac 
~eUftl ....,uoa lDtO l:.Uer cCIIltonU7 wUil the a.pUODI 
prm4e4 ~ 1\a\e lawa, \laaD •"atuUac .. potct tlel4 ot 
la\enW.te wrieU•, 7e\ 1..-rlac U •' • 1en1 .bon \bet 
pa.ei'Dll7 reoophe4 u lileq'Gate to prmu • \8-tHe n'b­
atet-e t\1D4 to the 4eoe4&\'a 4ap.UOh. 

2. !he wa-eU• \bet t.lle apeoltlo a.-pUoa prm4e4 
117 the eaW.h \a reoophe the Dualler ot llcettc1DI'hl DD4 
\bell' l'llDUGIIIblp h the 4eoe4&\ 0 h DOt OGIII14el'e4 4edr­
e111e tw 11Me41eh llllopUCIIl . !hat alther DD lllllel'lW..oe \a 
or • MW.\1 \DZ 'llbtcll reoopl111 the lllaller ot li&DttolDI'lM 
u4 tllDlr nlDUCIIllblp to \be 4eoe4&\ wov.l4 ..a tor II'DD\er 
eqaltF, - 111 HlllltlT o-14e4. • WIN", the _......,.,.ac 
IIIIUalnre\ln &imn1U• .... 'b.Uun& to DllWDlP \be ut 
llllUUCIIl w. eqal~ 'lbicll oCN.lA \laaD 111 o'bt.elae4. 
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6. !be prO!>Oaa.l ~t lnouranco for the p-t of .. -
t ..te bzH be rea4ere4 tu free h not rec .... Ddecl. '2111 coo­
tonticm tllat ntate t&xoe ~ .ul>Ject .., .. tate to forcecl 
lleulc!Atlm lo recoj11Use4; the OoYermtOD! • 1 obllgaUoo to 
preYent INCh ll(!Uld&Uon, howiYer, 11 not conce4e4. '2he facto 
that the ezclualoa of ouch lniUZ'allce nould defe&t pro~111lon, 
l JD?alr reYOnueo aDd de!)rhe the OoYe.,.ent of ODe of 1 to relb­
t1Yoly few ~ortUDitleo to -.pl07 tho p rlnclplo o! ab111t~ 
to pe;r ao a en teriOD of taxation, are eutt1c1ont Juatlt:lca­
tion tor inc~J4ing all inourance in tho taz&ble eotato. 

7 • 'ftle J)re .. nt treatment Of prO!>ert;r prorlCIWilJ' tazecl 
(azclu4inc ouch p rO!>ert7 troe taxation .men the t"o w.cc .. -
olYO death& occur within tiYO ,......,) otriYOo tor the ell'liu­
Uon of IIIUl.Uple taxa tim, 0111 ot t~ ezhtin(t in~<tui tho in 
the .. tate tax. llowOYor, 'tho pr11ent prorlll011 llAJ.Ung tho 
period Of craco to precioelr flYI 7aare io CODdUCiYI to in­
e(!Ul t:r aDd ahould be re!)1Ace4 by a gndtlated ocale rancl~ 
tr<» a C""!>leto azC!)tl011 of pr o,ert,. prorlou.slr t&xecl 1n 
caooo whore tho two deathl occ:urrecl w1 thln one ,...,. to OSC!)­
Uono o! 20 percent in tho11 Calli .more tho 1ntenal betnoen 
the t':ro deatho 11 aore th&D t our but not aore than f1,. :roaro. 

s. With r01pect to tho proeellt !>Ollc;y ot j!%'N>tlng f'ull 
oze=ption to ~1table bequoete , atr cae ia ~id upon the in­
oou1 t:r reiiUltlnr; from the fact th:lt the te..'t reduction inur1na 
to ootateo of different the from i. &!-Yen boqueot h widel.7 
different, ran;:ina !roo sero to ao m1Ch eo tiTo-thlrdo ot the 
enUre boouoet. 'lbile the enUre eUmnat1011 of this for:n of 
•~emption ·1 , doomed undeelrable, lt 1o propooed that the proo­
ent f'ul1 oscption of char1 table boquoots be eU:!dnated and 
in ito 'Ol&ce a tax credl t eubet1tute4 , ouch tax cr..U t to boar 
that ratio to t ho total tax Uab1Uty which 50 J>erciDt of the 
~ltablo boctUOit beezo to tho net eotate. ~o procecluro 
WO'.lld not ~ dhcour- char1 table be<!uo•h 11114 wCOlld, i n 
a coderete &aDDer, oqualloo the tax benefit• accruin& trca tho 
OZ80J>tlOD to eatatoo of YGJ'lOUI ohe, incr ... ln& at the ,..,. 
Uae tax reYeOUe. 

9· · It lo tU&>Ottecl that the pr11ent brncl<otecl rate etruc­
turo be reJ>l&ced b7 one 011 a to tall t,. bade. 'ftlo c011t111t1one 
that the :recloral Oon.,.ent hal nenr e.pl07ecl a total1t7 rate 
ocheclulo •d that th o bracket rate etructuro poral h a oaoother 
decree of pr~1111on are oiplticant, to be oure. '1!117 are 
oocondAr;r, howner, in 11&t>t of the c011ddorat1ono that a 
totalit7 rate etructure allowe tor.., incroa•• in the etfectiYI 
rate of taxation w1 thout AliT a:9J)&rent 1ncroaoe 1n the etatuto"'7 
rate echedule and nflecto the wo1&t>t of the tax burden aore 
correctlr. 'l'op bracket rateo, wh\ch under the bracket o71t• 
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a;r,:>ear c0Dllecato17 aq, wbea cae14arecl 1D relatlOil to the 
tu 'burdea ca tlla total eetate , lie •oolerate 8114 cu lie a:­
pruu4 u web lll a totallt;r rate ecbe4DJ.e, It le cael4arecl 
coo4 pllbllc pollq to recoplse tlla c-enl ~Uc•e lack of 
undentea4lq of llracket ratee ~ tlla ue of totalltT 
rahe 'dtll edequate equalhlDC pronelae at the llreak-c.er 
polllte, 

10. 11 til rotercce to \he leTel of .. tate tu ratee, lt 
h oqceeted that the 1935 rate echedule be Nplaced wltb a 
"" rate ache4ule Oil the totall t7 lluh ftllClllC hCII 1 per­
cwt Oil lllt eetatee allon a $20,000 TUllabiDC a:.ptlOil to 
75 perc ... t .., net eetatee of $100,000,000 8114 onr . It la 
r...Ul7 4eteD4ed 011 tha cr<ND4 that .., upw.r4 rnh lce of the 
rate etrw:ture, n til a ThW to ellbllaclJI& tha effectlT .. IU of 
the taz Cll ~1 .,.4 •e4l- else eetat .. , h t.pai'&UTI lJI tlla 
1Dteruta of prc4uctlTlt;r 8114 euctlal 1D the lotereah of 
eqult;r. '!he' rate atrw:ture propoaed -a pro4Dce a .Uatu­
Ual lDCr ... e in rn....,. nth a 111~ of adalalatratln 41t­
flcult;r u4 pllbllc oppoaltlGil. It woald 1144 a ,tutlflallle 
a44ltl01l to the tu 'tn>r4c falUq vpce 11144le elu eetatee 
'dtboolt laterferlllC 'dtll the 4Hlre of tha la41T14Dal to pro­
Tide hie haln 'd\h the necMeltlee of .Ueht...,e , 

11. n bu lllllft urce4 tb.t.t tha tu llurd ... iapoeed .. 
truoten of propert;r at 4 .. tll recOCDl•• the prior waaltb 
of the b ... eticl&f7. .Utll<Ntl!o web procedure wCNl.d lie thao­
retlcall7 4eaira'ble in the inter .. t of equi \7, the 1Dnontt.on 
inTolTee a reflllem.,.t of a finer order thaD that o~c~te 
'd th other feature• of tha preo ... t tu 171t• &D4 threat.,.• 
to inTOlYe lecal and adalnlotratlTI 41ttlcultleo, oaae arloiq 
lD CCilll.CtlCD 'd \h till dehralnatlce ot 1lrlor nalth alii!. OthiH 
trOll tha neceui \7 of t.Jd.nc 411.1 cOCDl..i.ce of tha ultt .. te 
b.,.otlclarlee. It 1o ccmoh>Aed that pres .. t ltforte at rm­
elcm cCNl.d acre profl ta!>l7 be directed ln other chunelo. 

12. It 1o -•ted that the practice of attor41DC tha 
uecutor of .., eatote u optlGil beiw- TaluailGil tor tu JIV.I'­
poeee u of date of 4 .. tll or cme 7M1' h.,.ce be ellalatld. 
Iince tha eetah tu h a tu on truofer of proper\7 at d .. th, 
no loctoal Juatlticatlce CI'OIID414 1n eccmoalc r ... Cilill& ou lie 
fOUild tor tha recopi Ucm of propert;r T&lu.eo u ot u;r nllee­
quct date. lhlle in perloole of rapl417 declllllq Taluo lt 
aq lie 4e•ed upe4lct to t.-ponrll7 alleTlah lnJatlce 117 
abiftl"C the data of nluatlon cme ;rear hanoe , tha practice 
011 the whole h undeolrallle. At all ~.,.ta, now that tha 4CIWD­
'ftr4 tr8114 ot eecurl t7 Talueo bu renrae4 l taelt, the plea of 
upe4l .. c;r bu loat 1 ta force u4 the opUca cu procta.ce celT 
adalnlatratln 41ttlculQ'. 
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13, 11\h rnpeo\ \o : • tT pr oper t;r, U h lU'G'I'l Ulat ~ 
r•l'al GoT~at \Me a uflllite posUloa. 1\ h reoopbe4 
Ulat lD ~ later .. , of Clf'a&tw producUntT li M3 be ualRbla 
t o stel'llbe ~ ~\7 properv pl'lDClple, b 'llil1oh - a 
utlllaa\i,.. of ~ erlcbt of s=·pnsnt 8114 ooatl'Ol ' coacept M3 

PZ'Oft hu1 \1'111, 

111. At PI' ..... , ,.,_ properv wbleh lou ahaac:M 1a '1'111• h 
traufal'l'e4 'b7 lahU'l W...C., ~ ce;>l tal cal•• .. e~~pe a..- '--­
U on . '!be OOBatituUoaal coac.;>t ot lac..,. pJ'Scludee \he taxla& 
of nolo a.pital calu WIUl' the be ... tax. f o elialaate this 
iuquH;r, H h pr~oee4 t o lapoee a eoapeuatolf'7 tax 1a the 
f ora of u ed41 Uona·L estate tax OD ce;>l tal calu Ulat haYs aeCI'Ue4 
\o rMl estate, eiocka 8114 'bon4a, la the follotrlng ..-rl A 
ieDtathe tax h to be ~ted at the repl.az estate tax Rise 
on the ... tll'S ..,_, of the cro .... tate wlthcolt the al.lo ee 
of aa;r 4..ta.cilou ..._,_. Acalut this tcteu .... tax thai's 
h t o be penolttecl a tax creollt, CGa3Jllh4 at the rSC'Ilalf' estate 
tax r a tes on u .. CIIIDt 'l!bioh wl.ll be the sua of the e4Ja.ete4 ba••• 
for real eetate, a\ocb, 8114 bends, and the = ... t C~Ulcet of ell 
other gro .. eatete u eeh. !he 4lfierenoe bat_ ... \he teatath·s 
t.u and the tax creoll t time 4etenrlu4 will be the ~iiel Q&iae 
transfer tax ar the 01D1tlel .. tete tax• llabllltT 'Obioh h \o 
be elloweol aa a 4aclw>tloc tor the purpose of COII;ptlting the basic 
eatate tax. 

15. In n- of the coroll.ar;r relailoaahlp of the .. tate aa4 
the cift tax lt follows that the adoptloa of aD7 of the alloYs pro­
posals wl t.h respec t to the sa tete tax ahoul4 be accCII!PIIDie4 'b7 
parallel renoloaa of the lift tax, 

Part Ih Ooor4laat1oa of the le4al'al ~tate aa4 the Je4eral Gltt !liZ 

IA· tbla aectloa there h •-'"eel ~ laelt of ooor4laatloa b stwe ... 
t.ha erlaUng reoteral estate aa4 the r e4al'al Citt tax and there h out­
lined. the pr oce4urs -....b;r ~ b o taxes can properl;r be lAte~:<"ateol, 
!i:be DOre ell:lllficeat of the coaclualoDa are u f ollonl 

1. '!be gift and the .. tate taxes are ea.pl•aat&l'7 coaeUt­
ueah of the tax •7''-• As nolo, they ebou.l4 be properly coor41-
aate4, Ooor4laat1oa, hoft'rer, cl.oeo not require that the tax bur­

uu l.alposed "QO>OD two ca.pl-ater;r tax buea be 14ea\lcal, All 
Ulat 1i requiHa h \11&\ the cl.iffenatlel lD ~ ta:; lnlr4au "­
poae4 "QPOD e1 tber of \be two ca.pl•ciai'T tax buss _ .. , \be 

prefer ... tlel traatllllat the Got .... at Uelrea to aecor4 the ODS 
aa COIIJ)Ve4 wl\h ~ oihal' aa4 that the erlat of Ulat prefsr­
tlel . lreatllllat a'f'a1l&ble t o 41ffeHDt lii41Yl4Dale bear a railoaal 
rela\loDahlp to \be •CIIIDt of their property tr .... ters. 

2. '!be re4al'al estate an4 gift taxes arc 1D prsaelng ue4 of 
ooor41AaUOD beoaaSI (a) '!be cltt tax has creatlT reduce4 the sf· 
facu ........ ot ~ estate tax b;r at!"oNiac tnabstea\lel opportuaiv 
f or reduclac tu: l~U1i7 lac14eat \o pl'OpU\7 tr .... fere : (b) the 
opportuDltT tor .,.....csac •.- lt•])lllt;r lD this .....,.er ls not ~ 
fon>l;r a"f'&llabls to all 1acl.ln4Dal• bolt aecslsratea aors thaD lD 
pr oportloa t o their truetsrabls welth: (c) \be r educUoa la the tax 
l1eblllt7 lncl deat t o oropart;r \r&Daf era aYallable tbr~ later YlYOt 
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elfh h ~NM•r ~ \bat r.quirecl loT puliU.a..llq; a4 (4) 
the 41otl'i'llllUoa of .. tatea t~ later Yhoa elfh .. _.... 
-eM loT the prete-Ual treat•at acooi'IIH 1\ tor tu JIU'POMI 
&lid the oou...-at ..-..cuoa of propen7 traaat•r• aa~eot to 
the .. tah taz lou re4ace4 tbe _,.,t of 111J.1'1'- u4 eata\e 
\as - IIY&ll&ble to \be ttatea. 

). J'artl7 aa a renl t of the l ad< of ooor41aaUoa ,.._ 
,_ the .. tate \az u4 tbe elf\ tu, traaater -· oo011p7 
a relathal7 111Dor role ill \be AMI'i- - e\1"1111\u'e, 
DOtwl.\be\u41ac tbe fact t.bat u..,. 0011pl'i .. o• of tile tw 
Mia oouU-.h of tile taz o\NO\u'e OIP&bl• of tbe 11'1>11-
tloa of \be aldll \)' to 'P8¥ pl'iaolple. 

~. !he &d.Yaataceo accnliJIC froa tbe ,... of later YlYOo 
ctth .... DO 4ol>lrt creater thaa tbooe oonte.pl&te4 loT 0oii&'NII• 
!he leelolature 414 4eo1re to •11001&ftC8 the .Uotl'i,.Uon of ee­
taho 411.J'1DC \be lUeU• of tbelr o-.ro, blat 110t to tbe ... 
hnt u4 ln \be 411!Propon1onate -r acnall7 proY14e4 loT 
the pre .. nt law. 

5· A ooor41•Uoa of the .. tah u4 U. elf\ \az cea 'be 
achl....t loT rlnlac lnter rlYOo elfto aa 1aotallllonh of proper\7 
t raa.fuo u4 rlnliiC tile tazoo on IIIIlCh elfh aa J)&701eah oa ao-
""""' r.f traaater -·· !he tw -· ..... anall7 1Dtel'-4epeaun\. !be)' 4el'ift fro• 14e11Uoal ol'ielao u4 tall apoa 
iaterchaaceablo traa.actiono 8114, therefore, barl'iDC lepl ooa-
114eraUon to tbe ooatl"&J'7, obolald 'be ooa'b11114. 

6. lo>ch cooroU•tlon can 'be achieftd loT \be tollowlDC 
a4a1nhtraUftl 7 rel&Uftl7 oli!Pl• 4edoea (a ) let&la tbe 
25 poreont .UtterenUal 1DJ.rea\ 111 tbe ezhUDC elf\ \as u4 
tbe .. tate taz rate o\rac\u'e; (b) chaace \be ezhUAC aet 
elft \as 'baM \ o a c:ro•• 'baM, OOI!P&l"&bl• to that uaed 1a tbe 
taz&Uon of eotat••: (o) eoaalur the -· p&l4 on 1Dter rlYOo 
cifh aa laotalllloat ~llh on acooaat of t1Ml eotate t&Do: 
(() 1nol~ 1a \be tazable 'baM a\ \be u .. of U&tll DOt oal7 
\be reoldnal .. tate rnaln1DC after elfto, bllt alec \be Yalu 
of proper\)' p....,lou.l7 repone<\ tor elft taz pupo"o; (e) -
puh a te11tat1n .. tah \az llablll\7 upon all of tile propen7 
.u-..oeeA of loT the uoeunt 'both do.l'iiiC Ilia llteU• aa4 a\ 111• 
ua\h; (t) ore.Ut •calaot thia teatau.,. \as Ualdll\7 (1) eltt 
tazoo pa14 aa4 ( 2) IIIIlCh a prelll- upon III.Cb elf\ \azeo aa 16d­
t1ceo to •>~Preoo \be \as &d.'t'&Jitap 1\ 1o 4ee1re4 to atfor4 1Jiter 
rlYOo elfh. 
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1· ~ 4e'ftco herein !)ropo .. d. tor the coord.iMtlOD ot 
tho hd.oral ••tate ud. tbo c1tt tax II&T !)O .. lb]3 be wi>Ject 
to the tollowlnc obJectlODII (a) !hat it io t.Dractloal tor 
1 t lll!)lho a otat101la17 "tate tax all4 clrt ta:" rate otrw:­
turo aDd. that la tbe -t ot tv.ture rate cllallpo, tax 11a­
billt7 •ould. ha.,. to be recalculated. rotraecth'el.¥ to the 
tlrot clft: all4 (b) that the acc.ulatlOD of cltto tor ul.U­
aate inclu81011 ill tho roolclual ootato tor Citt tax !"''J'!)OO" 
a&T be Wllaortul becau.o title to the propert7 41otr11Nted. 
throucb later 'ft't'oo r;ltto lo not held. b7 tho d.eced.•t at the 
Uao ot hlo d.eath. 'J!w tlrot ot theeo crl Uclou 1o c011114ered. 
to han lltUa force: the eppraloal of the oecocd. aut &!>&it 
Ju4l.clal ren ... 

S. ~· propooed. coord.lll&tlDC 4.,.ico baa mmer01a ed.....,­
t&geol (a) It woul4 prooant no a441t10D&l &dminlotratlYo 
probl•• tor a record. ot inter Yh'oo clfh lo alroed.7 boinc 
maintained. current]3 tor citt tax pu.rpoooo: (b) it will ia­
creaoo r.,....... tr'* the .. tate an4 tho c1ft taz 1>7 1Dcraulaa 
the eftoctln trenoter tax rp.h, witbout an alh!'&tlOII ot tbo 
motl~ rate otrw:tnre: (c) tbo J'ed.oral OoYerna•t wlll be 
e21abled. to accord. 1)recloo]3 that •cour._ent t o lntor 'ft Yoo 
£1fh whlcb lo roqtured. b)' pvl>Uc poUCJ, aDd 'llblch ._t tbo 
• .,... tlao will be unitomlJ a't'&llabla to dl lnd.lrtd.ualo, an4 
not Ya!')' •ore than lo proporUOD to their wealth; (4) tho pro­
poaed. troatm•t of property truotero will be a locical corol­
U!')' ot tho =4Un tax bale """'- C\ID\1Utlve tax cred.H con­
cep t alrea47 oaplo;ye4 ln coMoCtlOII nth ;;itt te.xce: (e) H 
11111 oclce tho baooo of tho ootato ta:oc an4 gift tax 14entlcal: 
(!) 1 t will ellmlMte the dou.lllo ueo of exomptlono and tbo 
double uee ot lower bre.clcoto lo cOMoctlon with propert7 trano­
fer te7oo: (c;) it will pro'ftdo tho ::J&Chlnoey tor ella1:~atlna 
the i noquito.blo effect of c1tt taxoo 1J!>Oil the eat3h and in­
herl tanco tax rnenuoo ot State I""O"""enh without &ll1 red.uc­
tlnn of J'ed.oral rn-•: (h) it will foreotall tbo prooont 
mon .. nt toward. 1Dclopa4ent State gift ta:oceo end tblll olll 
otitlo a now an4 potent cOIIfllct which h arlslng botl7oeD tho 
Jecloral OoYornment and the Statoo. 

9· ~. preoent pre.ctlco ot uoo.ptlng $5,')()() gifto we 
ln aft1 ono year to ..n;r number of lnd.l'ftdualo lo conolderod 
exceoolYe. Ito rep4c.,ent by & oaxl...., d011or'o .....-1 ex­
emption of $5,000, lrr .. pectlYe ot tho number ot dODoeo, h 
rec011acdecl. 
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Part JIII Coor41Mtloe of 7-'•ral. ¥4 1\a\t !1M!! • l!OD!T\.• ftMtten 

Ill tbla aaoUao thara 1a aaailla4 the laok ot coor41aaUao 'bat.,.e 
the «11 a\lJIC :r.taral 11114 liata tazaa ao l'l'opan7 truatan 11114 there h 
.,..tllaa4 a procacb1J'a 'llbera'b7 the truatar iaZH ot theaa two Juria41o­
Uou - 'ba propar]3 ooori.1Data4. !be aon alpiflcat ot tha oaoc1~ 
alou are u toll.ont 

1. !be iazaUoa ot 14atloal iaZ 'buH lrJ two aaparat o 
u4 aonrelp Juria41cUoaa l'aq'CiirH coo..UDato ectloa. !be 
alloaaco of coordba u ... 1a con..la to procbaco 11114eeu.ltle 
acoac.ic 11114 aoclal coaaacra-o... !bat coordlDatloa 1a laok­
lDC 1D tho tlal4 ot propeM7 truofor iazaUoa u4 baa ot 
nacoaaU7 ]11'041>ca4 'WIAI.oati'D'blo CODoaquDOH raquiroa ao t•oa­
atratloa. 

2. 11b1la the pro'bl• ot ollii1DaUAC coatllcUac J'a4oral 
11114 nata tazaUoa 1a ot mora ntal alpiflcuca t o U.. liataa 
t.!laD to the J'Maral OoTU'IIIUDt, the latter cuaot caotU... lc­
aorlAc the pro'bl•, parl]3 'bacauaa the Siatea ~.b .. an 
uaa'bla t o ao1n 1t lrv.t '!)rlllu'1]3 'baccaa the J'ad.el'al CloTa,_t 
1\aalt 1a MI'Dao t ]3 1Dteraota4 111 •-" thcal prKUco '117 all 
&QTe,.....tal Wllh. 

3· 'lha atoptl.., ot the cr a41Uac tanca 111 1924 11114 lh 
expaaal OD l a 1926 alf:'111'1a4 a w1111DP••• oa the parl ot the 
J'adaral CloTal'llllaat to abare 1 h t ruater tu: reTecue wUil the 
Statoa, tlnt ill the ratio ot 3 to 1 ... , later 1D the ratlo ot 
1 t o 4. Iaa41ata]3 toUowlac 1924 IID4 1926 the Siatoa aUaoopta4 
to coafont thelr t ruafu iaZ •Tat •• t o tbla J'adal'U]T 41ciat a4 
:pat\ai'D lrJ illpoalJIC iaZ lrv.J'4aa appr=-atalT 8C[1al to 110 parcaot 
ot the 1926 J'a4oral aaiata iaZ rat a aclla4ula ; the J'a4ual OoTam­
• •t, 11-.r, ~ U1111lllat a4 the attecUTao•a ot lh 
on procraa _,. ncblclJIC the ralatln C(CIDDtliaUn laponuca 
ot the liato iaZ c radlt . 

4. !be 1932, 1934 11114 1935 J'Maral :a.ncne rana.l oao 
aarTad t o 4wart the r ole ot tho Siat.. la the tJ'IIIlator iaZ 
t1al4. I a thalr ottorta t o cOUDhraot J'a4oral actloa, the 
SiatH raaonad to the aoacta..,t .:4 aolllUloaal taath tazoa 
u4 tho l..poal t1 oa ot gln iaZ .. , tMH'b7 atlllJIC to J'adaral· 
liato coatllot • . 

• 
5· !be faibro ot the :r.taral OoT.-t to aUaoogt • 

aum,...uoa ot the coatllct 'baton aow h pi'OMII]3 4u to the 
tact that the orlaot ot cda\lJIC ooatllc t h c--ll7 ..s.r­
.. tS...\od ao4 tha I' •dhl ott ec h ot tho cradl uac doYloo 
are =nuera\44. 
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6. !'he eztent to 'llhlch the credi t111e proYieion. bu 
failed to eluunate interetate qriat1on in propert:r trane-
fer taxation 11 re.a:&llle. llot onl:r cloee the ••d for dW. 
a4111n1atratlon and dual ~ra' COIIIj)liazloe re...tn 'llo.t 1n 
li&IIT .... eta there 11 pro'balll7 aa wide a u ... ratt:r 1n State 
death dut1ea aa prior to the acloptlon of the c...UtiJIC pro­
Yialon of 19~. Into.,.uon o'bt&11111d throua:l> a qa.eatlonnaire 
n'bai tted 1l,r the DiYhlon of Bleearch and St&thtlca of the 
!rrea1UJ7 Depe.rt•nt to the death tu: &dmin1atratora of the 
•wral Statea and an &n&l;raia of the ornral deat':'. tu: lan 
.,....ala that Y&r1at1ona with re~ect to (a) the t7J>e of tu:ae 
llllj)lo,w41 (b) definition. of groea eatate, (c) Ye.luation prao­
tlce, (dJ definition of net eat&te, (e) traat .. nt of lnnrance, 
(t) alse ot ~eclflc ·~tion, (J) manner of taking the ·~­
tlon, (h) rate atruc:turea, and (1) the tu: 'llo.rden. 1111j)OHd, 
collect1Yel:r prodnce a heterosonecua State-~ltate propert:r 
tranafer tu: pattern. 

1· .b a re.W.t of theae Y&J'lationa (a) the ratio of 
credlta cl&1111d for tu:ea paid to Btatea apinat :federal ee­
tate tu: lia11111 t:r to State inhert tance and eatate tu: col­
lectlona J'IUI&'t• froa 0 to 92 percent: (b) the 41tferent1e.l 
eatate tu:ea paaaed b7 the Y&J'loua St&tea ln. order to take 
&4..-.n.tac- of the aY&U&llle :federal cred1 t are 111111 ted in ef­
fectlwneaa bece.ua• the tu:ea illpoaed b7 the Statu are in 
li&IIT cue a in e:a:eoa of the au:i111101 hderal cred1 t: an~ 
(c) the aip>itlcan.ce of the death tu:ea in the rnenue . t ru.c­
turea of the Yarioua Statea J'IUI&'tl fro& 0 in one State to 
110re than a fifth 1n another. In other worda, lnteratate 
Yariat1ono paJ'IIIate all e.~ecta of State death tu:ea laad1nc 
to the unodatalcable conclua1on thet the crediting prorta1on 
in itaelf 11 DDt adequate for the el1A1nat1on of interatate 
coapetition and hderal-Ste.te conflict in death taxation. 

8. The propoae.la which ba.n been adYanced for tl-.e altai­
nation of conflict in hderal-State taxation of propart:r trane­
fera fall into three SODIIral cateeor1ea: (a) s.paro.Uon of 
.....-nua aourceo, (b) aodiflcation ot the credi tine deYlce and 
(c) :federal-State integration, 

9. The relat1Ye IDBrih of theae ~ropoae.le lllllSt beep­
praiaed in light of t~ followinc obJectivea: (e.) !rhat an:r 
chance in hderal·Sta6 relatione cloea not undul:r reduce 
:federal re•eauaa, (b) ·that it in.creaaea aubstan.Ue.ll)· or at 
leaat aoderately State rennuea, (c) that it DDt be coerc1Ye 
111>0n the Statea, (d) that 1t be of a t7J>e 'llhlch can &" into 
effect cra4Ue.ll7 aDd not be coDdi tlone.l upon the euctaent of 
..,eo1t1c k1D4 ot le,;ielation in all of the Statea, (e) that tt 
cliaturb u little u poaa1 b. • t he death tu: lectalation aow on 
the booka ot the St&tea, 1I:"J'1red in part b7 the :federal 
lllro'ernaent'a cred1t1nc dertu, and (f) that it &1n1a1n aa far 
u poaai llle the need tor dual adainiatratlon and dual tu: co~ 
pl1ance. 

Regraded Unclassified



10. lD tAo l!pt ot tho eliOYo eonceratod cri tori a, 
none o! tAe throe paor.l oatocorieo at 'Orooooala hHl>orto 
&4\'IUICod tor U.. oUid~~aUon at J'ocler.l-Stato cODtUct ill 
death tazaUca h acc~w.ltlo. 

11. :lxiaUJlC J'odor.l-1\ato cODtUct in tho field o! 
death tazaUon caa be ol1a1D&tod b)' coa'biaatlon at two pre­
T1oua4' propoood aothoclo. lpocltical}T, H h roc-.OIIdod 
that U.. J'odor.l OoTo.......,t proTide the Sta toa r.Uh an optl on 
ao tollowo l 'l'booo &tatoo whlch continue to le..,. their O'lrft 
death tazoa 11811' contiftue to talr:o a4nntO&O or the 80 J>ercent 
cro41t allowed acalnot J'od.oral ootato tazeo under the 1~26 
Act. 'l'booe Stateo, on tAo oU..r hand, "hlch rlll a'bolloh 
their OWII 4•tA tu:oo will rocobo in lleu at thlo State to."< 
cre41t a tlxod. prO!>OrtlOD at J'od.oral oate.te end tift tcx col­
lectiona 1D their roapoctiYo Ststoa. 

12. ~· option arraoc-ent haa nucerOWl a4Yanta£eal 
(a) It prOY14oa a cradual ti'Uoitlon ti'O!l the oxiatln;; aHaa­
tlOII and caz>, U..ratoro, £0 iAto O!>ettUon 1E>e41ah'4' and 
noe4 not 'be !)08~od UDUl aw:h a tl:>o as &Pl>I'O!>ri&h leili•­
lathe action haa 'boon taken 'b;r all or the Stateo: ('b) the 
~ont 1a in no oonoo coercin upon the Statee 'but rtll 
o'bno-..-q 'bo attraetho to the: (c) it rlll ellmlnate tho 
noceaoit7 tor o~to 8\ato r4n1n1otration end dual oatato 
tax cQQOlianco; (d) it nill not neceao1tnte nev State le«!o­
lat ion either in tho ootato or cift taxation, 'b'.lt r ather, rlll 
procluce the &radual r~oal or onotin~ les1olation; (e) 1t 
will contribute to the eolut1on o! the J>ro'bleo ot State Jur1a­
dict1on uith reopoct to death taxation; (f) it will J>roTldo tor 
a gra4ual dCI!lli!icatlon or tho J'oderal ootato tax otructure 
i holt 'b7 gredual}T oUain&tlDC tho uoo ot the 1926 rate ocbod.­
ule: and :l'lnalq, (g) it will ollhanco sener.l &CCOJ>\a'billt:r at 
tAe otructural reY1a101lo ot tho ootate and gl.!t t=eo theo­
oelno 'b7 J>rOYldl,._ for tho cra4=1 oUo1nat1on o! State tu:oo 
u:>on tAo aaae tu: 'baa eo. 

lJ. :rr- po1Dt or Tlew ot tho Federal GoTem:oont, tho 
4ha4Yantage ot tho propoeal Uoo in the tact tbr.t it rlll 
uno to trana!or ••• r&Yonue to tho Stateo 17hlch othel'uill 
could 'bo rota1Aoc1 tor J'ocler.l pu>'!)Ooeo. !hio, how&Yer, 11 no 
real d1aa4.....,tace 'boc.ue the J>ropoood otrw:tur.l rendono 
or the 01\ato and gi::'t tu; will •ore than J>rOTldo :utficiODt 
ronnue to 'bridge U.. dlfforonco 'botr.oOD tho amount• nhich 
r.011ld ban to 'be dlnrtod to the Stateo and the eoOilllt of the 
credit• now allowed tor taxoo paid to Stateo. 
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111. tbe pJ'Oiloee4 unce wtll lte ..:cep\allle to UM 
Stat• '111 • U will ollriaM UM •-•1'7 tor 48a1-'-
lllllietnuooa Del 48a1 ~ • ca.,U.Ue at \be -
tlzle tJiat it ellld.aat• lctentate o-,.u Uooa .a4 liiOI'OUH 
ltate ......,_ taz r-.. 

15. ftaal~, too .ell Olllplluh OMDot 1te plaee4 .-
UM aeo•el~ flit •lr1ac a etan lD UM UnoUooa flit Nen.1 I 
ltate taz o...U..Uooa. Dea\ll taaH otter a &004 etanuc 
polat , penlnlal'~ ltecaae flit ~heir wi4e uae u eCIU'O• of 
1\ate rev • lNt pn..rt~ ltecaae Ulq !11'00•' • .,n ...S\7 
for .. .,,.. nlteuat~ to ltate .._ wttlullat oornep~ 
lee lo .. flit :r.4en1 ..._. tile renlt~ &004 will h cor­
talc to ••trllNte l.K>......-.11~ t o Ule aoluUca flit Neral­
ltate oOilfllot ill other fle14e flit tazaUooa. 
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TREASURY DEPARTMENT 
,.,.... OPI'M:8 :a eeurea~:a,.... 

..... AUG 31 1937 

a. 110c_,..,tac -o~ _,,. .. l.a eo.e 4el.a11 the pliiOe ot 
aelee tuM (etber -- tbotoe l•pou4 ca Uquor, tollllcc c M4 oleo­
-llllria•) lD tile taecUah M4 •or. 4tewt r.a.nJ. t.az etruoture. a. -• alplflOAIIt ot U.. ccaclulou ,.... u t.U..1 

(1) ams .. -.. 11an M& _._ =nac pnocUoallT....,. 
arUtcal perto4 t.a ..a.n.1 ttMAl lohtUJ" ...s their ... uu.uca ~ 
tac u.. lut a., .... s ... lll ... l.,.. .. s-u •• 

( 2) J111.r1ac U.. put tlft ~ -h• l.azM loaft pt.rM a at_.tt­
laat lllat 4aoll.al.ac role 1n u.. r.a.nJ. cao..-tt• t.az ......... ...s, 
wltlo U.. l.acNUo4 lieU ot 41rect t.az• , U..lr r elet!" t.ponuce h 
c erl.alll to d.eclllle ~. · 

(J) Oellen.llT ~IIC. aohe t.az• other tloall tlooee t.apoeo4 t or 
r ec>Uatoey pv.rpoe• .,.. le .. oleelrallle tloall procreeotft 41reot laze• 
...a, eo tar u poeelble, eloOIIld. be rop1110o4 117 a ·~•• ot 41reot ta:ue. 
OUiar cou14-Uou, boor....,., polot to U.. oleelralllllt)' ot retalDlJIC 
•- _...... ot lo41~ect tazaUca 1o U.. ~ -•• l.az etruotve. 

( IJ) '11M ret•U• ot allOt•• l.az• h aeo•eltate4 117 U.. teet 
that U. broa4•1114 ot 41rect - t o reMia t1oe ..U..t ot l oc­
CI'O"!MM ie oot t ... t ble or eo•o.1oal:IT JuUtta!lle. ..,.he ""'•• 
u..r.fore, M:f "Jut lT be .. etpo4 a pa._.,, place 1D t1oa l.az etNC­
tve, wt...a .. euppl-te to tloa lao- l.az ...a 4•1po4 1D part t o 
boleter 4epreeelan ,.......,_ lila\ • ore partlC'IllarlT to Wp!>laDt 41reot 
t.az• ca tloe lower lDcCDe CI"'I1P•• 

(5) !be o ... t or \he ~-• l DClulca ot CDloe - i n t1oe 
l.az e\natve to tvtloar ·~ 117 ccae14-ilou ot ....,.,.. 
eta!otllt 7 . Du1Dc parto4e ot ..,...sea lo41wta-le 1" t1oe loi....,. ta­
- poogpa treqaat:IT U... a •hi- or • o taallle lao- u4 are u.. tr..a ot lao-""' uutuv, pro4DOlJIC wtu n.-u ... 1a s .. 
- t.a ooUeotlo.e , rM4arlJIC tloa eta!I1Uo1q quUUeo ot lo41reot 
'-- lA418J neeltle. 
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(6) Pree•t ..t •UolpaW _,..-. reo e ,....s-t• 
pnola411 UM t 'fe\e -oJ-le e'let•ll• fit -lee '-• Oonn­-\&1 r.ou- taUla'-4 •.., ... lir tile h4era1 aoow m\ ...,._ 
tac \be reo•\ Upl'eeel•, 'IIU fall' \o ....sa ga •' ..t 'lluUD­
•- tea....._ fill UOe W&e\ tw ••• tiM, tllu l'llietac re• e 1'8C!Qlr ... 
-h al>Oft pro &~soreeelca leftle .... -eeel\11\tac •- reoCIIU'IIe \o 
11100lee tuaU•• 

(7) •u.o ealee \axee -•' lte cUep-14 wUA, U .. , lte oca­
oe4e4 \hat the preeeD\ 8711\• fill -lee \uaUca le cletloleD\ la \ha\ 
1\ cca\elu a~ ot lacUnc.l \axee 1illloh are laeqlai\allle la 
their laola.ae, o~lez la adlllale\l'aUca, u4 ocatUoUac wUh other ,.,.__\&1 lapoeh, wt\hCIOlt 'ltelac IIIIH\a\lal reowoae pnolllaen. 
!be 8711\ • alec cca\alu o\hel' \axee, recaJ&'-7 111 ~\ol', 1ibloh 
1w1e •\U.et \heir ueet~W~eee. Ia oODP~e, the mettac \ax 
e\NII\aH llOOil4 lte -*e4l:( lapron4 lt)' \he el.lalaaUCII fill the lea&\ 
4e!ll'allle -laM. 

( I ) !be Hq'lllre4 rnlela fill \he edettac 11100lee tax •-taH 
ehoal4 lie "'""""''117 ooaeU...U• ot (a) pno~~~aunv, ( lt) laola.ae, 
(c) equtv, (4) -• fill ...We\I'&Uca, (e) etfeot wpoa eo.-to w\er­
prlee, -' (t ) etfeo\ 1IPCII 1\a\o u4 1ooal \uaUa, la \he U ... t fill 
preen\ .... prolteltle f'Atve UOWU aee4e, 

(9) Cia \he ltaele ot \heee ooae14anUoae, r-s>eal ot oer\ala ot 
the ""'lee \axee , nalte4 la three nooeeeln IJ'OIIP•• 1e rec-ead.e4 ae 
t ollonl 
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(10) tile aloUJac Mlz emu.-. o.....U 'be ~ lapro'n4 llotll 
b proacUYl\7 11114 ~~ '117 -...41ac autolt1117 pi'CI'Iiolou oii9Wlac 
corWo td tile ....too Mlzee, • toU-.1 

• 

(a) '*'< • otoolt ~ or v..ot--to replace U.. 
FW•' tez '117 oJ>ucSac U.. '--• 11114 bpoet.JII: a 
1/'f td 1 ,...., .. , Mz 4o\...tao& - ... Yal.• td 
t11a t:r..-ue. 

(11) tile 10 ,....,.,, tez • tonot proparaU.._to sa­
ol.114o tllooo *o prepare or pocJtap toilet l'NPU'8-u .. Sa tile ,_ in wbl.ob \bq are to 'be ool4 to 
U.. •- tor o..-pUe or ue. 

(o) '*'< • Ucll:ot broll:en-\o lJaU preooct 10 p-\ 
rat• to ..., ... llbarpo aot GIIM41ac 75 octo, 11114 
to l.acroaoo ncb rate to 25 ,....,.,t • ac•• llbarpo 
oYtr 75 ...... 

(4) 'I'U .., ...Sool..,. M4 a--to .n..a U.. UMSU\7 
for U.. tez to_.. NOJ..,.llllt for tbt ooU.O\le 
td U.. Mlz lid fallt to 4o oo, ,..thor ft~ 01' 
otbeftlaa. 

(o) 'I'U • ...Snl•• to al.,.\ oba'be-to l.aciNUo rate to 
a flat 2 poroct td total..t.lnl• llbarpo. 

(f) '*'< • opor\I.DC aoou 11...U11C lh ropeel, to 4tfbo 
aero olearl7 ar\Soloo Uult to Ult tu:. 

(c) 'I'U • rMio parto-PrUac ito repeal, to llo r..S .. 4 
oo aa to 11ppl7 •17 to oa.ploto4 ....Uo oott, 11!. til pro­
Yloloo for aU- u td ~ aal• ot :!'Oft•· 

(U) !be rocalat...,. tez• (oUitr tlooa tllooo Uoto4 b Oroap 1 • 
the prooo4lac JlOCO- ... aolatlll7 tez• ao 1-eor r~•), Ult ._ 
-\ar7 •'- Mlzee, the Ollll:aioo1 .. tez• --' Ult tez• • taeo 11114 
11l1UaUoo f- ab0Ql4 llo routeo4 Sa the ,-ct tu: ot~W~-.. 

(12) Ia the _, td :PJ'OOIOliiC r- aoo4o, the ooopo td ....too 
tu:aU• c0Ql4 coneo1.Ul7 be a:te4o4 to ..,. ,.... c_,.stl• 11114 •­
lo• llOt DOW tozo4. ........., tile tozUlo 1\- *lob haft &reet•\ roY-• pro4ucbc potcUallU• oooolot ot o-o41U• e4 acme• 
wblcb are eftf7dq aoo•ostl• to tU -•• ot U.. popalatl•• '*'<• 
lapooo4 U!>OO the -u fall _, boaY117 oo o...-u ot U.. poJNlatle 
pon•olna tho l•d oooo..So ablllt7• Wotnthetan4bc Ult ll.tftb •­
uteo4 roo-0114aUon for 4ocroaolnc roUaaco 'llpC ....too tu:aUe, alp\ 
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ebDGU -' '- 141"' ot • ,. .. nusu .. ot ....... ,. w tntw .._ 
_ _. ofoalM IOU- ba-NMdNlle-rta..loae-
~~IOM4 "'alll ..... ot - ., .... ..s ...... - b otheto .... 'Ill• ....... it .. 141•• ., ... ,.. ... b • ...- ., ..... 
nolMe -ra•e& la ll'ftp I IIMa14 -. w le -••• ~ ot»r 
le&lNc\ '-•• .U u• ot ..SM '-• .-11 le ntmhl w laelal• 
,...,.. ... u4 •..U•n, n4lo -.u-, u1....,... • lloi'M ...... -· 

(1)) .. ....Ue& .....SM..U• h -- la We_...._ to ...,_ 
I'O'rl.doa ot .. u.-r ........... ~ -'··· ......... 
\loa of .. - .. u.-....... -... Oft ladia&W ,, 7 •• ., t»lr 
..U o.U\lliM4 u4 dpitl- .. dUn b \118 ~ M& .. .....,... 
!bo M& oa ol-.rt- h ot a I'Opla\ol7 •"'" 0114 h pnoll_.ol • 
-tleoal ooul .. nUoae of a o!lai'Jo\or wllloh for \be , .. _, WN •' 
ftal11atll. . 

• 
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