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TREASURY DEPARTMENT 

.... AUI.i ~I :JJ7 

... llr.w.ctll 

,.... . ..... 
hbJaoh U% II'IISIC. lfiiDIII, 19371 IIOCIII, CIAPIW. ft()(ll;, AID 

pmass Pa>J'Its ~ 

Ia U.. ..,~IIC _....._ ooula.rauoa, 1'1- prtar11T 
tn>a a eooiiOalo ~111\, lou,_ 11~ \o oenaia t•hn• ot 
U.. J'ltd.eml ~. -1Ml e\ook, aa4 ...,..,._protlh '-•· ftle 
propoeale COA\alae4 henla .... p ...Uoate4 'llpOil thz'M o\JeoUnet 
(1) !be plu111C of 1MNM111C ral1- _.. the JWOCJ"He1Ya t.ae, 
(2) ~ oooMiaUot> of the 1t>411'1~ u4 ~ oorporate it>- t.ae, 
..,a (J) tile el1111Aa\1oll ot abUliC atl"Q4nral iuq'QiUM. ftle ..," 
e1¢t1ou\ of the ooulu.lou ... , .. tollowt 

1. 'f1 \h a d.., to 11101' ... 1JIC the ralau ... ltlporteua ot the 
1D.ab1aual a-e \as 1D the J'ltd.eral ""'- 1t.....,t,.... aliA wUh a 
Yln to facilitetl!IC the elb1M\1oll ot l eoe 4al1rabla r!~Cftlei ... 
tax .. , lt h reoo=r4e4 that tile l«al of the ...nu rata eobe4'Gle 
be 1t>Ol'aua4. lpeoltl oallT, h h propoae4 \bet &be pre-t rata 
acbadDJ.a be raplaoe4 b7 a - rata eohe4ala ruC1J1C troa 3 pa..-t 
Oil ..nax "" 1- of •:s.ooo to t6.ooo to 75 paroe..t oa n.rtax 
Mt iiiCOM of . 5,000,000 8D4 OY&ro Ia aUiUoa \o aftor41tlc the 
1.1l41Yi~ U.OO.. \as a larpr role 1a tile ""'-· eti"GGI\IIra, the 
propoee4 rata ra..1dou will .Ula a..," eo1oaUt1o 41e\nllv.\loa 
of the accrt~Pt• J'lt4eral \as lute aliA will k.>o" a JuUt1allla 
aUlUoll to t he tax 1lv.r40II of the at.Mla du ~-. 

2. U h r-a4e4 \bet tile preaaat paraollal U1111111t1oa 
of $1,000 for el"Cla paraou aliA $2,500 tar arrie4 paraou, k r~t­
dwle4, reapaoU ... }T, t o t100 u4 $2,000. !Ide will Wed• the 
11l41•1~ 1DCOIIa t.u: baea, MkiiiC U IIJIPlloallla t o a nlletaaUallT 
:O...Z.pr II'CIIIbar of t.upqere 8114 will, 1D aUlUoa, 1Daraaaa the liar­
a . .. 'llpOil lll41T1auale n!IJeot t o ...naz rata•· AUIIou&h a lowriiiC 
of parwolllll a.pUou will lao- J'ltd.eral .,..._, tile rooovoa-.. 
U oa h prlaarl}T PI'OII!Ph4 117 tile a.arabll1t7 of obtaialt>C RlleU· 
tuh NY- fro• the 1Gw 1- olaa"' 1D a ..,ra aq'Qi\alola -
thaD 1a po111lllle thro~ tile 14-ll·p- GlliM tu:Mo U h 
ro ccphe4 \bet the euaftal aUai.MUoa of- the l ... t a-arable 
la41reot t.ae ....._ >t be roal1ee4 .o loJIC .. the paroo•' ._uou 
.... ..Ut.abM at a r•laUYalT h1cta l«el. 

Regraded Unclassified



a-q- 2 

J. b·-+ u the l.owriac of penoaal .-pUou \o the 
l rrel e of $800 u4 t2,000 ~debt 'U4IalT ..._ the recdptah of 
..U laco••• , lt 1• ru 'ef ,._, \b. ..rM4 1aoo. ore41\ H 
ra1M4 boa 10 ~..-t t o 15 ~,....., aa4 ~ the u.l~aUo11. of t he 
........t bOOM onoUt \o lO ~· of 11.&\ ,._be ella1u\e4. 

~. !be ho uteuac ooJ'pOrate prlnl- -·· ~ OOI'JIOrah 
110JW&l lnco• \az - the otopUal otook '-z, are 'boltrro4 t o be 
rol aU••17 b1cb ao well u tofooun. !be ooJ'pOrate 110ral. 111.00• • 
tu allowe OOJ'pOra\tou with a nbotaaUal YOl'aM of bUtuo• t o 
••CliP• the prl-rtlep taz 111. 7eare of ~rofUahlo o~raUo11.. tho 
oapttal •took tu C>YorooMo t hh tttttCIQlt;T u far ao 0011.0oru tho 
tutDC of coJ'pOrah prt-rtloce be-.o U appltoo onnu•ll7 t o 'bot h 
proftt&hl o &l>4 11Qroft\&hl e bUtuoo OOI'JIOr&Uou . It , howrtor , 
to t ottct•t 111. th arbl trai'T 4ohra1D.&UOD. of t uahlo 'baao (&4Jueto4 
4ocl..aft4 Yalu) . Ia o...,1uUo11., ~ m taza• aro l.u4eqlaa\o f or 
t he tazaUo11. of coJ'pOrate prtn l ..- -~~ coJ'pOrattou with ut 
tll.coae PAT both -· eaoh 7ear no....., 6oJ'pOraUou with 110 M t 
tll.co.o - oalT \be arbttrai'T a.pt\&1 1\ook taL U h , thoreforo , 
roc-414 t hat \be coJ'pOrate 110JW&l 1- \az ~ i.be oapt\al 
•took '-z be repealet. 

5o !be pre ... t a.pt \&1 otook all.4 aceoo-pro!lh tu11 wero 
l111lco4 f or \be PI'I'JIO•• of 1Urll.tah1ac a 'baao f or a capital otock tu 
a• a ooJ'pOrato prtrtl oce '-z aact f or ootabltahtJie a - f or aa om oeo­
profth tu. Jletther of tbe1o o'bj octtno "~'~ ac!U&Yet. CD \briO 
OCC&I10li.O (a.... ...... .a.ob of 19Jli, 19}5 , u4 19}6) \ he OOJ'pOrah U. 
P&T•r hao been eabl o4 to tot11'111111 that tu 'baao ntoh, colloi4orlac 
t he profttah1olleo• of tt• buiiiOI I , tho tluotuatto11.1 111 euoh proftto 
f roro 7oar t o 7oar, &114 \be proopech for ~ of t beoo -·, 
eoulct rooult 111 t he l aen .......,.. .. -ut of tu ltab111t7• Tazoo 
wbtbh 111-re the taspqer opU ou of t hh oharaoter aro Ull4ooirah1o. 
l'll.rlhemoro, the preMIIt 111terrelaUo110hi~ of \be etopl \al 1toek &114 
• ..,eoe-prottto -· bo1olllao proeioe of roeo1Y1DC t he ndac pro'b1-
u •oc1atl4 with \be ootal>U.-...t of u -e-profth \az 'baao . It 
h , th~Hforo, ro a4l4 that the~ of t he capttal otook \az 
be ac:: a;&JI1o4 liT \be r~ of the acooo-prof1h taL fhte , tt h 
DO tect , will 111 110 WT Jocpar41ae \be oppornat\7 of ••tahllahiac a 
aet h fact o17 em••~~=prottto \az 'baae f or fUture u e. 

6. It 11 r-11414 ~t t he p ro1111t oorporatloll IIOJW&l 1-
'-z, "'1111\al 1tock \az all.4 llCOIIO=Protth '-be r~l.aoect 117 a uw 
oorpora\1011 pr1Y1loce taL !be preeiJit COJ'pOl'l\1011 IIOral 111- \az 
fu or• corporaUou who•• -1\altaaUoll 11 ...S. 'QP of 1toab &114 
'bonto, •• ~111t tbooe with etaab olllT• l'll.rlhlrwore, the 'baao f or 
\ he aiiUJIC COJ'pOra\1011 DOJW&l inOOM \az faYOH OOJ'pOratiOJIO \hat 
rent but11e•• propenh• u ..-1111\ t hooo that - t-. linoe a 
corporation pr1Y11ep tax ehoulct properl7 '-z oorpa raUono tn acaor~ 
aaoe with tha 100pe of \hair operaUo110 &114 tn acao- with the 
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retura on tbo onUre ..,_, of capital oparaUac in tile lnulllou, 
'but .t \bout ~ to tbo charaohr of tbo -..ual otNCture, it 
1a ro-... cloo4 \bat tor ptU"pOou of t he neo oorporato prirlloco tax 
1ntoroot, reh, and ro7eJ.tiao bo d1oellow4 ao <le4ucUollo &Dd tbat 
tho inooao of ocrporaUono l nolV.. ta..-.pt lntoreot ao woll ao 
inter--corporate d1rltl.oJI4a, reate and rc7&1Uoo. 

7• !be incoaoo of laoboll4e and wino aro 110\ taxed ao a Ullit 
'ODdor t ho prooea\ 1... a..boll4e and wino M7, at tbolr option , 
f1lo ooparoto or Joillt roturno. !be lnuband and tho wtfo maT each 
report ouch income ao 1o Yl-.4 to bo \belro lllltl.or ltah prcport7 
lMo. t n -t7 proport7 ltatoo the~ dirtoion 1o o,.._bolf 
of t ho co-=1t7 inco .. to oocll IPO"II; tbo prooUco follo- ill 
other 1\atoo 1o lou 'Uifora. !IIJ.o ronlto ill lntorotato Y&rlaUono 
of J'otl.oral inco .. tu 'buMaa. Ill e441Uoll, the uao of oeparato 
roturao oaal>loo •Ill tll;r lao banda and wino to aYo14 bleb ourtax roho, 
which ..au.ld othorwioo bo ~~ppUoal>lo. It tho 1-o• ot laa.oboll4e &Dd 
wt•oo bo Yl-.4 ao a 'Uit, thea to oTOrcoooo tbo lalqQ!Uoo roftltllll; 
froa the oxiotinc prooUoo, U 1o r-- that -.. 'buobal14o and 
wiYoo tllo ooparoh returno, tho t ax UohW\7 obould bo tl.otol'll1nad on 
tho baoh of tholr occr-to lllooao, prorotad to oocll ill acco~co 
nth tho &IIOUil\o Of tbolr OOP&rato laoOMOo 

8. !be prooont lllcou tax 'buo to tl.otondaad pr1-.rll7 Oil an 
NliN&l. baolo. ~or a p orlod of 7oaro and 'D4e% axioUQC prognooho 
oorporaUon and lndl•ld•l rotoo, t hh l.apoooo a hllll>ar tax 'IIPOII tu­
pqoro recalrtDS Yarlohlo ooureoo of lncoao \ban "GpOD t booo rocolrtac otablo oourcoo of tao ... , ..,on tbov.ch tho 11Q!1'1Cato aiiiNIIt of inco .. 
rocolYOd OYer the period 1o ltl.ontloal. !'blo inoqult7 aicht bo roctl­
tlod ll;r a•oraciDS the inCOM tax baoo for -•ral 7oaro. lwlh a pro­
caduro , bo-or, W<nlld prodlaco auh hardoblp dw'1115 doprooolon ;-aaro 
whon t he a• or- tax baoe ucootl.o the tupo,ror' • current lllcoao, out of .blah taxoo f or the ..,., part .,.., bo paid. fo -Uoh .... 
~roo of &Yoroctac, it 1o ..-... n•ad that tbo tupo,rer' o ...,_1 not 
looooo bo adJuatad tor llOD-otatutOf7 lllCOao 1toao and oarrlad t or..ard for a t,..-7oar period. 

to &YOld t.pat,...nt of r..,_ cl:a.r1ac tl.opreoololl 71ar1, it 1o 
reco-ntl.od in tho oeparoto -r&Dcl:aa Oil Ooipi tal Ola1llo and l.ooooo 
that for ptU"pOooo of tl.otondllia,; tho O&rrT-for..ard of Oo;>ital looooo, tho mot Y&riohl o of tho 1ncomo Uno, oopltal pl.ao and loooou, bo 
oeer-tod, e:rcopt with roopeot to tho W16&otr111utod proflh t::.x. .,_ch 
ooc._tlon would toad to PNYont oopl tal looooo trc. aald.Dl; l.a.roado 
upoD tho t.aao tl.otora1nad Oil ord11l&r7 ..,....... ot lllcoao. 

9· !be all-• of 41ooOYof7 .. .a. and porooatoco doplot~oll h 
boll..,ad to d1ocr1a1aato in t&Yor of oll oad allliDS illtorooh. 'fhooo baooo for dopletloll .. a'blo t ho tupqoro to roco11p .., .. thaa 100 Pl..., 
cont of tholr laYootaiDt in alllia,; aD4 oll proportloo . fo Ualt tho 
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-t of t.pletloll al.~le to \be OI!Pltal. lllno'-4. 1t b ..-­
....u4 t~ ooot or llarclo 1, 191J ftlu lie the oaq .u_,.ll lluee 
tor tile ~tend.aatloll of Mplotloa. 

10. !be nnu Oil pille fi'Oa \be lal.o of oU &114 - -rUoe 
proopooh4 _, 1a41rl4DeJ.e h 11JoU14 to JO poi'OIDt of the lal.o pl'loo. 
A eWlal' u.l\atloll he4 - 1a lftoot .....a.r the ewlftl rwr•• aote 
tllroach 1932 llv.t wu ouc .. tl4 \JIIUr the~- Aot of 19J4, oalT to 
1>1 r~etorl4 1a l9J6. It t. reoeo-.adl4 \brr.t We Uctatloll lie :ro­
plal.l4. !Me f ... ol'l4 t .... t_t of the o1l AliA pa 1otll'leh l'lote Oil 
the t h1017 that the IIIPP11a.Uon of tho t'llll nnu ... toe to pine fi'O• 
w.oh lal.11 tow to 411coanc- pi'OopooUJOC _, 1D41rl41lale AliA u ... 
Cl'iUD&he ~t t- 'b)' ~al'ltiOil with OOI'pOl'llUou. !be fll'et 
of th111 ....,_.to """ llo 411Ca1'414 111r l'lfe.....,. to tho fact that the 
h 4er.l Ocrr..--nt 11 fill4111C H ,._,....,. t o l'lltl'lct pi'0411ctlon; 
the 11001l4 carr1ee UtUo oo..,.iotloll ellloe U IIIPPllll oquallT nll with 
I'IIPIOt t o other capital. piu, 

11. !be Pl'l-t porooD&l hol4111C oo_, tu h ~t1cient, f or 
lh OYorJ.T prooleo ~flaltlon of the pii'IOD&l hol4111C oo.po!ll' pro-
41lcll 4lff1ao&lt .ataietl'llUn p..o'lll••· fide 41ffical\7 0111 llo ~ 
-t.a 1t hol41ac co.,.al11 l'loolrliiC 10 poroollt of tho1r 11loo• 
fi'Oa -c1f114 -=o• of tho t7Po - 1ool'lda4 1ll the fof1n1Uoa of 
PII'IOD&l hol4111C 00-111' 1- (~ Aoot Of 19J7) 8ft tul4 Oil 

the 110\lro _,_t of their ·all411tl'1llv.t14 prot1h, Moor41ac t o tho 
ooulllt ... uon of control. Aoooor4111C1T 1t 11 ro::r aa.4 \hot tho ... to 
oohl4ule be cra<h>at14 4o....-4 troa 70 p ei'OIDt 1o tho11 0111e whel'l 
0011\rol 11 conollltratl4 110 one to fiTe 1n41~111ua1e, to 10 poi'OIIlt 1o 
thoN 0.111 where control 11 Yeetl4 ill tho hall4e of aor~ than fltt;r 
ill41'r111ua1eo 

12. !be 414wn1oa.e oa. aoocnmt of oharlbhlo contl'11nitlone -
al.lowehle to 11tate1 u4 traah 1- to M UOieelft, ftae ~NilOe 
of Unltatlon _,. the 414Dci1on 110 the o&N of oetatoe &114 traah 
lll&lllee 11l41~14Deole to eetai>Uoh trueh for tho oole pUpOee of ..,... 
aia.lotorinc charltlee, thel'll!T ... o14111C tile 15 po..-at u.l\atioll -
on IIIICh 414u.cUon IIPP11coh1e to lll41rl41laleo It 11, thel'lfol'l, ..._ 
.. n414 that the ~ion for charitable -tr1\llltloll8 1o the ~t.,... 

' at .. Uoll of t ho ut 11loo• of ea\atll u4 \rub lie 11Ctl4 t o 15 poKIIlt. 

lJ, J'arturohlp llot lllco• h at pro-t a.tiJ'Id.al4 after tho 
al.lonnco of a a.41lcUon for chaJ'ltahle oontl'l'lnltlou 'QP to tho ...,...t 
of 15 perc111t of portnerohlp 1-, !be partnaro, u 1o41rloll>ale, 
are allowed a ~41l0Uon for char1 t~le contrl'lnltione 'QP to 15 por-t 
ot thnlr net lllco., 110c1'G4.1Jic their pro l'll\a oharee of partnerohip 
10et lnco... ftu, ill41~141lal aeal>ere of porta.erohipe an poraittl4 
two potential. 414uct1olle for charitable oontrl'lnltloiOe• It h, tho:ro­
fore, reoo-..a-4 that ill ooli;lllt111C the 15 poro..,t 11111 taU on for 
1a.41'ri4ual ..Uere of part,.rohipe, lnlOh 11l41rt4D&l• 1nc1w'le their 
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pro rata ahara of \be partnerabip contr1buUona, &llcl turtber, \bat 
1notee4 ot' inclwliac \bair pro ra\a ~ of par\aerlll1p incoH 
after the ~tlon for cberltable contr1buUona, tbeir pro rata 
obare be 1Dcl'CI4ed before ouch d&c!w>Uone. 

14. !~era are DOW peraittecl to treat certaill donatlona 
u bu.eiuoo apeneeo .....Ur kcUoa 2J(a). 2V abiftiac tbe cloll&Uono 
from allowable 4e4ucUona llll4er .. cUou 2J(o) and (q) to apenoaa 
(2J(a)), 11141Y1c!ual iup.,era and partnerabipa c... tree thauelTOa of 
the 15 percct &nd corporaUou of tbe 5 percent lim tatloa upon de­
l!w:Uouo for charitable ocutr1buU~ua. !'o priYent ouch abifh it 1o 
reco-=end&d \hat tho co~tation of the lt.itatioao for charitable 
donationo be hued on the total UIOUilt of clonat1ono, wllether included 
UDder pPen .. o or under del!w:tione. 

15. Section 120 of the preoet law prortd&o tbet if an in41rtc!ual 
donatee IIIIOUilto which topther with certain t&Do ...,eod 90 percent of 
hh net income for each of ten 7earo, tben thare 1o 110 11m1 taUon upon 
the 4e4w:Uon for charl tel>le contr1butiou -a. ill lllboaqURt 7earo. 
In practice thh prortoion ~plleo to fw, if ~. taxpq.ro. In a4-
41t1ou it would not operate equitabl7 with HIJ>act to iwi1Y1duala with 
lllbatant1all7 oimilar but tachllicall7 41oo1mllar recorda of larce dona.­
tiou. It io , therefore, reCOJD&D4e4 that th.a aection be repealed. 

16. -.ploT•••' peo1on truoh, whetber Mocable or irreYocable, 
are 1101r n.JIIPt from the inco .. tax. !~era are allowed certaill a..­
c!w>Uono from tbe inco11a tax baae to wpport the IIDJllOTeea' truat flmd&, 
In the cue' of ...,..ocabla truoh, tpPqero are """ ellel>led t o ohift 
tnc011a into .wlh truat fDilU for tbe purpoae of rel!w:iac currant 111-
coae tax 11el>111 t7 and to recoup tbe UIOUilh eo ohifted h7 IDbaoquentlT 
e&ncellin& the hru of tbe truah. 11Jdlarl7, b&Dla'u!>tcor aT 1Dtar­
ven~ to -.1<e tw.de ah1no4 to emplo7aaa1 tl"QAto &Yailel>le to the 
paeral Cre41 toro rather than to OJ11Pl07MO• 'lo preYet pooo1b1llt1ao 
of tax &Yoiclanca thrau&h eii!PlOTe•e' pauion truato, it 1o re.,.,_.ll4e4 
that only irreYocable truato be e-.pt froa t!>a 11lcoae tax &lld onl7 
thooe of ouch tr1111to which, in the hZ'IIa of the tr1111t, proYld& for at 
l eaot 75 percent of the a.plo7eea of fiYa 7a&r ate~41DC with aalariaa 
llll4er $5,000 and provid& turther a pl&ll for tho ctiatr1bution of tbe 
truat tuna. to ""'Ploreaa ill t he eYent of Uquid&Uon. 

17. At preoent the &ala of a d&prociatad atocl< rualh ill t ha 
realisation of a capital lou, but it the d&prociation ta ext.- ao 
that the otocl< becoaao worthlaoa, the tpPOTar ta allowed a -ct1o11 
acelnat ordill&l'7 incoae to \be extant of tlw 'buta for tbe worthlau 
atocll:. !hh 41aUnction between aod&rata 0114 ext..- d&praciation ln 
otocic Y&l woo 1e belieYad to be iDYalid fol' illco• tax purpooaa. It h, 
therefore, reco""'an4e4 tlwt -..n atocll: be-• worthloao, or .wren~ 
MtalT worthlua, .,.,. it dapreciataa to, ..,, 3 percent of ih huh, 
t he t._ • ., be allowacl to tnclliAa tba loaa -~~~ otber -ital loo .. o 
raportecl tor tbe year; and in caaa tlw worthl .. o or _,nhlaoa 
atocll: oulla&qW~DtlT appreciate• in Yalwo all4 ta aold, the ba&lo for """h 
otock h to be t he IIIIU'k»t Tal .... uaa4 in d&tarailliiQC tbe e&J>ital lou. 
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11. 'lo~~na14oolt .&aorlCUl cit1S8Jlo an allowed \0 acl'll4e their 
forelcz> ear-.1 iDOO .. from tho aroea iiiCODI repor\114 for le4eral i~­
coao ~ purpoaoa o~ tho sraw>4 \bat tba taaa 111poall4 'bT toreicz> coun­
trho burden ~u .. l~nt .&aoriC&AI \0 a point wbara .., ad41t1ow 
tano on tbeir a&rDiap allrcad would be 11111'-~la. !bia wlft 1a 
DOt oonolatent wUh \ba canaral fl'IIIIIIIIOrl< ot the l114aral 1Doo111 ~ 
end tho ., ••• ot ora41\a allonl>le on acOOIIDt of foreicz> taru .(>&1d. 
'lbe bao1o for loderal inoou tu: 11abil1Q' 1e c1thonab1p, DOt roll­
dance. It la, tberetora, r•co-~ \bat eo lo~ u ciUS8Jlablp 
oonotitutoo tho huh for tho tu:, &11 c1t1aeu of \bo 'CIID1\114 8\ateo, 
whotber rool~nt or DOUoo14oolt, bo tu:e4 on iiiCOilo from aourcoa 
ri thin and without the 'CIID1tod Stateo, and further, that inhruatioaal 
double taxation be aYOide4 'bT allowi~~g DOuoai4oolh tbe 10110 prl.Tlloeoo 
aa aro now cran\114 roai4oolh, •·«•, afford ~ oro41h on account of 
fcroicz> inc011o, war prcti h, and IIECoao-prcti h \u:oa -ina\ tho t u: 
~toJ'IIinll4 on tbe clthon• a aa:.._to inoo•· !he COillidor,.uon that 
110at foroip \u:oo an not of the cro41\ablo Q'po, h not praa1J>o bo­
cauoo reo14&\ citisena aro alao burdanod with ~'114educt1blo ~••· 

19, liW.ldl~ u4 loan aaaoc1at1ona an ._\ from the lll4oral 
111C0ao •~ !he os.opt1on oppoara to bo prodlcatod on tho aa~tion 
thD.t thoae aaacoiationa aro nonprofit orcanisationa and cporato on a 
-"'-l boola. .t.ct~, 'bu.l.ldiiiC and lean uoociatlona eccept depoalh 
at 1ntoroot ratoo 41ftorinc troD tlloao on e~~pU&l contrlbu\114 'bT 41f­
f orOD.t cluaeo of obarobol~rs. !hq aq tlll>a be ooid \0 bo in co­
pat1Uon with tba b&Dico. It ia , thoreforo, rocOJDaude4 that 'bu.1141~ 
end loan aoacciatlons bo m!>Jocted to the l114or&l 1ncoao tax, Wllooo 
tho:r oan ~110natrato tbat their cporlltiCDI ocntono to tbe otandardo 
of -tualH;r, upon whic~ tu: IIDIIption 1a pre41cat114. !bio ro0011111oJ>da.. 
Uon will ....,, to lllke taxable all 'bu.1141~ and loan uoooiaUo~o 
which accept aopoaHo and &Qir&lltoo a th:od rate of return, ao ... u u 
tboao which pa:r a rato of rot= on toUD.doro', orcanisation, or other 
opoci&l t:rpoo ct ob&rt11 41ftoront h'om tbat paid on ordlnar;r ao11boro' 
sb&reo. tn ctber worllo, a 'bu.1141~ and loan aooociaUon' o ~ os.op­
tlon 1a aa4a conditional vpcn a toot of 11Utu&l1t11 tbe pa:rwnt of a 
uniform rate to all contrlbutoro of CIIPl\al, 

20. In order to rolla ... a 11qu14otod ouboldlar;r tro11 tbe 1'1111 
ilopact of tbe un41otributo4 prctih tax Oil \be ad,1uoh4 ut 1ncoao 
accounted \0 date of l1qu14at1on, tho ln...,. .t.ct of 1936 proY14e4 
for tho .u.....,co of oamlap and proti h ........-J,atod olnco 1913 tor 
J)UI'p(lo;oo of detormlul~ tha 41T14ando paid orodlt, ~op1to \be fact 
tbet lliotrilNUona 1n 11qu14ot1cn aro not d1Y1~D4o and oc DDt \u:oblo 
ao inooao to tho rocipiollh. !bio prcTio!.on collflich with \be ..,..ra1 
pol1c;r o:q~roooll4 olonhore in tbe 1-, that dlatribuUono ~t tazablo 
to tho rooiphuto .... not aYail alllo tor pUJ>Oooo of 4otora!.u1~ tbe 
d1Y14ondo paid orodlt. '1'bo roculationo roepootl~ diotrlbut!.o ... in 
11qu14ot1on IIPPa&r to lack adoquah lopl toUD.doti · ,., It io, therotoro, 
.... _,.,.4114 tbat .. cUcn 27(t) bo r.pa&led and that thl ~ bo clarit1114 
'bT aall:1~ \be ouhotallco of loction 27( f ) an o:ocopUon to looUoD 27(h). 
!bio wou.ld o~lo tha llll.rMu t o tubetant1o.l}¥ toll07. the :' rooent pro­
cll4uro with clooer contora!.t)' to tho ~:q~l!.c1t '>rO'fh1ono 1D tbe 1•· 

Regraded Unclassified



Regraded Unclassified



( 

( 

( 

TREASURY DEPARTMENT 

•• liJ' • lla&iU 

._ ur . ... 

.f., latroduoUcm 

~• AaorlcM uporl....,o wUll \M iDCOIIo \ax <!Atoo tlr .. tho Ch'il 
11fll' !Mil'io4. 7rlot> to U...t u- tho o.rn-t•o .. ~ 1'~1'-h 
nra aot aalalJ' liT c:uat .... emu .. , w1 th oocaaiGDAl uao ot 1Dton>al .. .,. .. 
nue tauo. !too -rc-CT ot \M Ciwll .... lA4 to \llo __ , ot a 
hdor&l 1Dc011o \ax Wh!Dll, h....,.or, 414 aot prodaDe \M beet ro.Uto, 
probablJ' boc•••.,. \llo aaturo ot tho \ax h - aa to roquiro a .....,...,_ 
U&l porlo4 ot -r1actaUcm aad 114J1>.1-t. J'r<a 1161 t o 1.!72, chlrlnt: 
the !>Orlo4 ot ib todotcco, Wo tint ot :r.doral 1Dccao taxoo 71o14e4 
&!>!>l'oxiMtol,y $376,000,000. lo rooort ,... &pill M4o tc tho 1no011o tax 
until 1894. 'l!hh \ax, h017e'I'OI', TI&O ho14 \IIICCI>IU tuUCIIlal b:V tbe Qllted 
Statoo j,q,r011o OOW't ill 1895 before 8».7 collaoUcmo Wll'o aotu&llJ' aado 
Ulldor H em \M t;r'CNII4 that balac a 41raot tax 1t ...,., be ~rUcmed 
-c \M oe'l'or&l I tatoo em \llo 'baolh ot populAUcm. !ho llopr•o OOW't '• 
4acidcm praol""-14 \M poodbUiv ot • po-•• :r.4er&l iDCOIIo tax \IIIUl 
\M raUflcaU• ot \llo lixt-th .&a bet • ro-..:r 25, 1913. !1111 
A•==ct poi'II1Ue4 COD&riOI t o 1e'l'7 0114 collaot - • I.JlcOIN wltlloolt 
appo!'Uaact •ooac \llo onenl ltatM 0114 wltl>oolt ,._..... t o their -
laU.. . 111 \llo -U- 1D 19()9, ill U ... of U iDcOIN \ax, 0'"""MI ID­
ac\ed a tax • oorporaUcmo 'llblah ,.. euota111ed liT \M llopr0111 COW'\ ao 
• acl•• \a. 

!ho firot ot tho preoct oorloo ot :r.doral inc..,. tu la.,. -
o1pe4 b)" Proo141Dt 1'1loCD CD Ootobor 3 ot tho :roar ot raUfloaUon ot 
tho Sixtieth •OIIcla•t· llou'1Jlc tho illtoneiac qunor • .,......,. tho 1D­
"""" tax bu aoqull'ld u lllC...-1AclT lllpOI'tallt pan lll \llo redoro.l !heal 
•:rata. Ito prod...,unv lDc>...-14 t1r011 t35 R11Uao ot> 10.2 perc•t ot 
aU 1Dtoraa1 r- coUaouao tutnc tho t1ocal roar 1913 to • .,....u_ 
~ ot alaoot $II b11Uao 1A 1920. ror tho !local roar 1937 ito 71•14 
-ted to t2,UI9 RilU..,., nophllftUDC 116.2 porc011t ot aU 1Dton>al 
roo o collaot1ao. ror \llo 11110&1 roar 1938 u h ""-'-' \llat the 
1DcOIN \ax will 71o14 U....t t2,950 RilUao, 'llblcll will be allov.t 47.1 por­
c•t ot all oott-te4 1Dtoraal HT_.. 
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M1o 1 
lDC- tazee 11114 \o\al la\enal r-ue reoolJ>tl , 

tor U.. tlloal 7ean 1925-19)1 
( Qo oo1lectlaa boalo) 

b ocaot-
I I fo\ol lDCCDI 
: 'l'o\61 '-zll All • 

l'locc1 
I : ID41-

: 1A\enal : J>II'O""'-• Cory~ : I 'l'ot u t r...,_u ot to\al 
7001' ' Uaa Yllhlal 

: I I I ln\oi'Dol 

( lD allllODI ot 4oll.aft) r•Yeau 
'"ro•t> 

1925 916 8116 1, 762 2, 5-. 61.2 

1926 1.095 !79 1,974 2, SJ6 69.6 • 

1927 1,308 912 2, 220 2,!66 77·5 
1928 1,292 SS3 2,175 2,791 77-9 

1929 1,2)6 1,~ 2.~31 2,~ 79·3 
1930 1, 263 1,1 7 2, 10 ), 79·3 
1931 1,026 ~ 1, S6o 2,428 76. 6 
1932 6)0 1,056 1,!)51 67 . ll 

193~ 394 ~53 747 1,62o 46. 1 

193 391! 19 1!17 2,672 )0.6 

1935 572 ~ 
1,099 3. 299 ~·3 

1936 739 1,413 ),520 . 1 

1937 1 ,057 1,092 2,149 4,~ 46.2 

1~.}8 ( lit. ) 2,949 6,2 47.1 

!ho r 1tlnc s.port1111oo ot lDCCIIo u.zauaa lD tho :h4erfll tlloftl 

atructlll'e h rotlecte4 1o the r~.to hhtorT ot the coryon.Uaa 11114 lo41-

Y14=1 inc .... tezn ~ the lut ~ oct1zr7. 
, 

lD the lll'fellue .Act ot 1913 the nol'llll1 tNt "''" .,.. 1 !'lrc.,t, 
'llhl.ch throe :roar• later ,... lncr ... e4 to 2 :percent . Ill 1917 tho -.1tono 

nor.al \ax "''" ,... r~lloe4 liT a 2 pero.,t rate -a>~>Uceblo t o the tlrot 

$2,000 an4 4 l>erc.,t aa not lDC- la c:ao11o ot that •"""'· tile 

llllltlp1o no...&l rate otructlll'e ,... rotaloe4 •til 19)il ....., the 'Pfte•t 
4 porc1111t -.1t0ftl rr.te ,... ID&Cte4 . Doarlq the iohrill the DOrw<1 rate 

oche4ulo conalate4 ot ae ~ ae three 'I'U'7iD4 ratee .,4 raac-4 all the 

'ftT tr<D l/2 perc.,t aa U.. tint $2,000 IIII!)Uoalllo to U.. ,._.. 1929 

t o l2 l'•rc•t e -ta l D c:ao111 ot t4,000 tor 1!)lll. !he ....,_ lo41-

Y14ual 111.rtax rr.t11 han 1DCreue4 tr• 6 pero•t ....., ... the an.u .tot 

ot 1913 \o the pi'M•t 1..,.1 ot 75 pero•'· !he alD._ wnaa ratee 

-a>~>Ue4 to the hlct> t.....l ot iDCCDH rr. $20, 000 to t5C), OOO at tha rata 

fill 1 pore.,\ la 1913 11114 DOW -a>~>l7 to tha rolatlYol7 low 1•- ot 
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$4,000 \o t6,ooo •• a at~ .. ,. ot II !'A"'•'· 0-'laiac .u ovtaz 
wi\11 \ho aomal taz, \he bl.,._, lao..,. taz rata ll"" •-•• to 79 por­
ceat u ,...S.aet 7 peroe\ UD4ar .U :a.- ~• ot 1913 l'ill4 77 peroe\ 
11114er \ho 1911 la. 

~ ~ ill .U ill41Y14v.al aono.l 8114 wrtaz ft\oo, 8114 i n T>er• 
oooal coa;:>UOD.o 11114 cr.dU tor aep...a.to 4via& \he !'Ario4 191!-1~)36 
e.ro J)reoen\ed ~l.T ill 'bllle 2. 

~ corporeUOD. iacoao taz rat .. , ui4e bca \he ac .. o-pr otUo 
taz, nre rolathol.T 1"" UD4ar \he :tn.ru ~b 1913-1917 llv.t olnoo l~l.S 
ban bo• cOD.Oht•tlT 10 J>erc•t or in ccooo \hareot. Cbellceto 1ll \ho 
corpordioo iD.OODO taz ratu t or \ho p or1o4 1913-1936 aro lh""" lD 'fable · J. 

s. CJbJto\1.,.. at IMw• "' 11!1•1• 

2!11 blo\OJ7 ot \ho J'o4eral IDe- ftz olaoo 1913 11 \he blo\017 ot 
\he .n•llca ot \he ablli\7 to ~ priJiciplo 8114 procneoh•"• in tu:r­
UOD.. a:caaatc priD.ciplH "'~"ire ao\ ca)T \bet \he 4lreoUca ot \hat 
\riD4 b o 1lllillt..-rvpte4 llv.t al.oo \hat U \e ehMoed. n 11 1D. pan w1 ill 
\hat ID4 1ll n• \hat \he -.oo re'rillcao hcoe propoeed ~~o. .... boe con­
coi..-.4 . ~ 1D41Y1411al ovtaz "''" !Ia" b- oOD.olatctl.T hlp, wit.ll 
\he oo:cepUOD. ot \he :!)Orio4 bca 1925 k 19)1 ..... \he -z1•• IV\111< 
rah ,... l-ed to 20 porcc\. Ill _oral, h-er, \he 1o4iY14ual in­
como tu hal not u 70\ at\allled 1\o prop.r plaoo ill .U J'edoral -•1•••· !l'h1o io eY14•t bca \he hoa"7 roUaaco \he J'edoral Oon.,..\ 
hal t011114 U llOO"&&rT t o plaoo 11p.., --. alooou.- -11• tazn 
11h1ch ..... ill cOD.tUc\ wi\11 \he :!)rinoiplo ot abili\7 \a pq ID4 wblch ,_..... 
t o COUll\-\ .U t..nn.co at \ho ill41w1a.alillc- taz • \he aatv. ot 
ilia 4lotr111v.U• at \ho :l'e4aft-.l taz llu«&. 

:a.to....co t o \111 ace 1 liAC table (Mle II) will r...-..1 \bet .U 
lhare ot 4lroot \ezoo ill ill'-!-at out- aoou...a tor 61 par­
cet at \he Won~ ot \he prn•t 4aoa4e to JJ.9 p ore•\ ill 1')311. llDoo 
t.lle \ho \riD4 hal bo• rrrlfted llv.t l...Uroot \azal bl4 tair h plaT a 
olpltioaat pan ill .U thcal •71•• tor •- UM. !o bo n.ro, c lro.­
o\ellcao 11q proolalo \he po11lbiU\7 ot oUaill&Uq all recr"ll'" \azn 
ba.t \ho rolo ot \he J'o4eral 11141w1a.al ~ taz ill \he J'edaral ....,_ 
171'- lhoQl4 '- ao pi'MIIl_, t.llat t.11e procr ... 1 .... t•_... ot t.11e ..,. 
o\natun u a -.bole llillat M .Ut.aiae4 ill all ol_tao ... lao- \a 
re'rioica _,, th....tore, \e 41roote4 t..zot laoreaoiiiC t.11e ~an-• ot 
\he 11141w1a.aliMoM taz ill \he hUra1 ••• • otr.tve to .U lenl 
-.... it will M paoibla to ...u ..... t.lle la *- oluo" bca at leu\ 
- ot t.11a recr-1 .... tan, ar Sa.., -•· to lacr .. o tile t...:lwia-1 *- - 1a ~ 1114411 -' ..,... llrallb\1 toattiol•·~ " __ ..._., 
t.lle f'OCI'008l ............... ~..a.. ........ hUra1 hi • 

171'- P'ocr"ll .... . 
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Another feature Cit the :r.duel. lncODe tax hr.& bem the lAicl: til 
coordl=tiOD betl:Mn ito two cODoU-to, Ule tu: 011 corporatloao cd 
t:1e t..:z: 011 1nd1T!.cb>als. :!'or CU~plo, Wider all Ule li8YCIU. .&.cto prior 
t o 1936, dlT!.dCido receind bT illdiT!.~ "n• credited "CC"lllot Ulo 
indl Tldlll'.l 1Dccne t~.x bt~ae tor ncmoal iDe ODe tu: !>UJ'POI••· 1!>.11 pro­
cedure nould ••c to be in ncord with the Tlew that the corporat1011 
11 e conduit tllrou.;h which certt.iD i"cODe otr ... o now t o ia41 Tldualo 
tJ\d thc.t theoe otr....,o ot iDcODo taxed to the cornoraUoa o-=ot to 
that extent propu:Q- be tc.xod to the 1nd1T!.4u&l. · At the oaao tl•e, how­
ever, thrOilQlout the period trC>D 1918 to 1936, corporetlOD i"oomo tax 
rr.tea have been cODoiotent~ in exoeoo ot the i"d1T14u&l no.....U tax ro.to, 
indlcntint: thnt at loeot to tho exteDt of the excoao the corpordlOD iD­
CODo t"" hu been Tlewod 1D the uture ot a priT!.lop tax f<l!' the pr1Tl­
lece Of dOll>& 'bualnooo 1D corporate to... Jl>r\llu, \lle CCIII of the 
cor;>ordlOD OYer the iDdi T!.ciUAl DOJ'IIal rate reo.chod a lnol 1dllch ....,, 
eTen ouch m 1nterpretat10D ot the corporat1011 incoao tax doubt1Ul. It 
c;:peuc that in ouhotantlel. pert the cor;>on.U= il>c004 tu: of Ulo :PUt 
c&Mot be e::plained ccopt in tereo of tho reT- requlr•8Dto of tho 
Covernaent and ill terao of adl:liDiotraUn &a4 pollUcal CODTonlCICo. 
~. lt• coorci.in:-.UOD with tho indlT!.dUD.l 1nccae tax -• c=opiov.oua~ 
lccl:lnc. 

Under the li8Yenue .&.ct of 1936 dlrtd .. ds rece1Ted b7 indlvidualo 
t:ere tor the tlrot tille ou'bJectod to the no .. al il>dlTlduaJ. 1Dco.e tax. 
:'hie otep """ in eccorci with tho Tlec that the corporAtiOD 1Dco.o tax 
trr.a predic,.ted "!''"' corporftto priT!. le£'1 . It n.a , h.,.,..,er, 1D o...niot 
r.1 th the coa4u1 t Tlow of oorpor,.tl.., in••• te.xoo, which &J>PO&re to 
~.ve COVorDed the oliiiUlt&DOOUI illpOoltlOII Cit the ourtax 011 undiotrlbutod 
!'rotl ta. J:raalnillt: 1936 leciolDtl"" turtber, it &PJl...,. that the rot8D­
t1on of the corporo.ti= Donal lnccao tax in that year wu 111 accord 
r.1 th the priT!.lece T!.ft of tho oorporatl'lD iDe•• tax and in coatllot 
171 t h t.oe c=duit T!..,. !he •=cluoloa 1o 1neocapo.ble that in tha llpt 
of econcaic yril>ci!>lll the lntocraUOD Cit tha 111diwi4u&l &a4 oorp.,.....Uoa 
lnc01:1e t._, c=Unueo to leave INCh to bo d.ooirod. .&.cconlint;l<r, iDC<*I 
u_.., revision owst aloo be directed toward. a cot1!'dino.tioa til the corpora.­
tion m>d. 1nd1Tld.ual lnc<*o tax .., a c .... b t.,t prbciplll !o tax cor­
'>Orate lnccae 111 the beD4o til tho illdiT!.cln&l inco.e recipi .. h at pro­
C;reoohe rateo &a4 to tax corporatloao 011 a brood 1.o.olo &a4 at rateo 
outficient:Q- lov t o llftko it pooolblo to view the tax ao ODe 011 corpora­
tlcm yrlvileco. 

:t'inalq, the third. objectin at incODe tax reT!.oloa 1o the -.kine 
ot thooe <>d,juat.ento in the 111o•• tax buo which are neceoaary to pre­
Yellt the inc=• tnx tr .. 'burd.,lnc \upaJirl ia.oqu.itab~ eithar b-• 
e"ietinc featureo til the tax are oond.ucivo to tn:, avoid.&Dco or 'b-• 
they proT!.do ifttenUoaal and. unlnt.,tloaal 'boant.leo to lODe ~ 
and not to othere. 

It ic 1D turtbe~ce ot tbeoo throe objoctiTio, (1) ino ..... la.c re­
l ience U!lOD wocrooain tax .. , (2) better coord.inatloa be"'"" Ule llldi­
Tld.W'.l ai.4 conoro.te incoce taxoo, &a4 (3) the olllliDaU ... til aiotl>e 
otructural ina¢ t111, that tho heroin coatalnod propo .. lo tor revhioa 
are ree~ed.ed.. 
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O. Mrwtpa11ft1e1W 

& • loJ"'1 ap4 tu:\p laS II 

It waa not-.!. aboYe . that OM M,jor o'bJeoUn ot the propooecl renii\UI 
rert don 1a t"- tnor ... 1ac ot the role of the ln41Y1c!IJal 1noo• tax lr. 
the lecleral r.YeiiU otncture. l'lth Pll•n.l acn••nt that the lecleral 
oo ... r-t .... t place llloreul~~~: ... u ..... _ .. rrocr•••b• 41reot taao 
and w1 t!l the realhaUo11 that 1 h opport'UIIIl u .. tor dolllc eo are l.arce!.T 
coa!1Mcl to the 1Dc11rl<hlal lDCOM lax all4 the 1"' proaactbe eotate 1o11cl 
cltt tax-eo, the 1Dc11Y1Cal iDOOM taz loou .larce 1n the lecleral tax plo­
tu.... 1'1 th that rl• 1D cr.d, 1t h propoo-.!. that the ourtax rate 
ocheclule be r..,h-.!. -rd. ., oh&llce 1a propo..a with .,.epeot to t he 
nonoa1 tax OA 1Dc11Yic!aala. !be rate 1o to ......U at 4 p....,...t, 

Oo-rlaoA of the rateo 111 t.l>1e ~ wltb the p.,. .. ,., oo!l.a..J.e 10111 
rnaal tbet except 1n tbe t1rot two 'braolcKo the propoo-.!. aurtaz rateo 
are bieber thaD the pr .. ent ourtax rat .. tor all leYe1o ot i11oo• of 
$500,000 &lid l .. o end are the - u the p.,.oent rateo tor all 1nelo 
of income in eT.ceoa of $500,000. !be t'ropo..a 'bracket rate 1no.,....o 
ue 1arpot in the caee of 1ncoMo of 11100,000 11114 le... lnrther, U 
1o propooecl tbet tbe aurtax rateo 'becill wltb INJ'taza'blt Mt hlcoM 111 
oxceu of $3,000 1notaac1 of the P"'"'' $4,000 'but that the rate tor the 
f1rot $3,000 ot ...rtuable 1noome 'be 3 p,el'<Milt, appl1ca'ble troll the 
$3 ,000 lOYe1 llletaacl of the preeOAt 4 per-t oA the tlrot t;!,OOO ot .wo­
t axable llleo11e abo.,. the $4,000 1wel. fbl.o propoooc1 &4,J'utaent of the 
lor.er • nrtual>1e 1Ac011e l..,e1 1o pi'OII()t-.!. ~ the detlrabiUQ' of aYo14-
1J14 o.brqpt ditterentlatlon betneA in4b1c!aale tbet ben Juet w!t1o10Dt 
lllcor:e to emerce into t be tlrot ourtaxa'b1e lr.co• bracket. 

1'1 tb reepeot t o the DOnoal tax oA 1Dc11rl~o, it bae alrMol;r beeD 
DOtecl tbet before 1934 it bae o~I.Me •- 1A two or t- 'bracket 
rat .. &114 baa OOMtlMo r1- to a 1ne1 ea blcl> aa l2 ~t. !be 
JlneiiU Act of 19111 ~ • .a a lax of 12 pe...,...t oA nonoal inc- 1n •• 
ceoo ot $4,000. !'00 quaetlono ariM, tbarefo.,., with n~t to tba 
1101"1:1&1 1Ac- tax rate1 (1) thoulcl U 'be ultora or 'bracbtM, &114 (2) 
thoulcl 1t be hie;!> or low 111 relation to the OAJ'taz rate ao!leclulel 

!be cradl>atK DOnoal illc1lrl<hlal iAcoM lax clal'1YOO lh t'heo ... t1Aal 
otrencth troa tba cleelra'b111tT ot relleY1JOC the redplOilh of .all -'" 
ot lncoae troa the :tull "-"' ot a rel&Un}T blgh tlat 1'&te 110..-l taL 
llo 1ont; ae tba ..,..-1 tax to 110clerate, euob ae tbe propo;..a 4 percOilt rate, 
tba "''' tor a craduat-.!. no.-1 tu d.oee 110t arlee. .AJ.tboQ&b ill 1917 all4 
~~~ in 1929 tba rate •• aot11all.T ~- 'below tblo lwo1, tboM 
nre oxoeptloll&l oc ... tou tor, c••n.ll7• ,..,_uoa .,_,....a at blpr 
1 ... elt, fllu, \he top rate la 19111 - 12 pe.,..,, 1A 191~ all4 apia 
lD 19~J3, S pel'Oallt. ill 1911!, 6 perMD' M4 1a 192~ M4 apia la 
1930-31, 5 peroat. 
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'rbore aro two dio~entacu 1n lceeplJ>& the nor.&l tax h1ch ln rela­
t!on to tho ourtu: ratua l!u!, the uao ot a h1ch nonoal rate ln 11m 
of a h1&h ourtu: rato oche4ul.e onableo cortalll reclplollh of lncoco fl'OII 
tu:-o-t bollda to eocape their pl'O}>or ahare ot the tu:"bun\ ... : and 
•econd, tho uao ot a hi&h DOnoal tu: ~h relldaro tho oombilled lllcomo tu: 
oc.lo le .. fiaible tor purpo ... 01 -.lnta11l1116 • ..,. 4eo1rect otan4ar4 ot 
progro .. 1Tolloll Wider •&r71ai"bwi1nooo colld1t1oll0; Sharp~ r1o1116 pricoo 
M! illflated monq 11lCoaoo tolld to .a a procre .. i•e rate ocalo •ore pro­
gre .. in than initial~ cont-s>lated. l1111larl.T, 4eol11l111f; prlc .. and a 
deflation of income eourcoo t..,d t o malce the oricinall.T ootabl1 ehe4 nro­
£:reuin rate ocala le .. procreui••· In order to uintalll the _ we 
d..,;ree or procreoo1velleoo durlgg yaaro ot 41tforellt bwa1no .. coll41•tioaa 
it h neceuary to ad,luot the ourtu rate ocala u well u the norm&t tax. 
It the normal tu: h h1ch lll rolat1oll to tho aurtu: rate ocale, it beCOIMo 
JDOre difficult to ad,luot the combined rateo and tlma rotaill the cleo1red 
otandard degree of progre .. i oll. 

Great :Br1ta11l tu.mioheo the ouhtandigg eD~~Plo of a country that 
has .._ttempted to ad,lv.et a h1gh nat itandard rato ill order t o ,...t govem­
:oontal rOYeuu.e roqulremonh. !he eurtu: rateo haYo been maintained 
practical~ uaehaaced o1nce enactJDellt, !here 1a D>Ch to bo aald for thh 
pl'Ocedure on CJ'OURdo of llll}>l1o1ty but the pl'OOoduro 1a ono wh1ch aacr1-
ficoe oondderation of equity. !oo 11110h atre .. oanaot be placed upon tho 
ir.ability of the :Brithb procedure t o llalntain &D}' otand.artl. of pro«;roeoive­
nosa during per1o4o of fluctuating priceo , &lthout;h 1t ohould be noted 
tl:4t tho a>aintounco of ouch a atandard '117 aurtax rate ochadu.lo ad,luotmonto 
1o extro .. lT difficult, 1 0 41ff1cult, ln tact, that the :Britioh apparently 
do not bol101'o the attempt to bo ""rtheh1le. 

Increuillf: recol!ll1t1on of tho interdependence of budneso oon41t1ono 
and !heal policy, ho....,er, tendo to .W.otantiate tho .American ao opposed 
to tho :Bri tioh procedure. !he &dJuet•ent of rate ocolo progrooolon to 
buoinou fluctuation• h at loaot rocognhod u theoroticallT doo1rablo 
1t not practical~ poui blo. J'or that roaoon 1t 1a roco .. endod that tho 
preoont cont1wat1on of low and otablo nor'llal rat .. with h11:h and variable 
surtax rnteo be retained. 

J. comparhon of the oftoctin nor'llal and ourtax rateo under tho ox­
iaURjl and pl'O}>Ooed surtax echoaulo 1a preoented in !able 6 and in tho 
accoii}>&D}'i~~~: chart· J'or pu1p0ooo of tho CICII!P&Z'loon, recognition 1a given 
to tho pl'Opooed chance• in porooll&l exompt1ono and in earned income oro41 t 
41ocuooed in tho followiR€ eoct1on. 
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l'ropo ... JaU'fUal ~ k loW!alo .. ._ I b .. 1111 .. 11 I .-..azw ... IIIII 1131 

lleton I 11,.te I M.n1.el I liJIIle I ..... , .. 
I 

''" 11 
I 'rnn I ,.,., 

I 'rnn I hnep 

• 1,000 - - .a -2,000 1.1 - 1. 1 -2,800 2.0 2.1 .a 
3,000 2,3 .I a. a ·' 6,000 3.6 1.9 4. 0 2.0 
8,000 4.7 3,1 4.9 3,15 

10,000 6,6 .. a 15,1 .. , 
1:> .. 000 6,4 15,0 6,t 15,11 
14,000 7,0 15.1 8,1 6,1 
16,000 ?,'1 6,11 !1,4 ?,II 
18,000 e.• ?, a 10,t !1,3 ao,ooo !1,2 ?,t 12.4 10.'1 
22,000 10,0 1.7 14.0 12.3 
36,000 10,1 11.11 lli. 7 13.11 
38,000 12.5 U.1 19.1 17 •• 
34,000 14.ll u.a 23.4 21. 1 
40,000 16,0 14,9 .2'1,0 ae, t 
48,000 18,2 17,a ll1,1 211.1 
154,000 ao.a 19,4 3(.,15 33.3 
64,000 22.'1 21.7 17,3 36,2 
72,000 215.1 36,1 •. , 38.7 
80,000 .2'7,15 ••• 41.1 40,!1 
!10,000 30,$ 211.1 44.1 43, 3 

100,000 33.4 32.15 41.2 415,4 
1150,000 42.9 42,3 153.1 sa.• 200,000 48,3 47,'1 11'7.1 154.7 
2150,000 151,'1 111.5 

"· '1 
159.3 

300,000 54.4 154.1 61.15 61,1 
400,000 58, 3 151.0 64,3 153.t 
1500,000 61.0 80,1 011,9 16,7 
7150,000 66,4 ee,a 68,1 68,11 

1,000,000 68,0 67,11 '10,11 '10,4 
2,000,000 72.11 '73.11 73,'1 13.'1 
11,000,000 ?11,8 711.1 71.3 76,3 

J['"i11 tacoao 1e ... ....- een1111a llu1e of ceq ••Uo- for p,__ 
ra~• euedl&le .....,.. tACO• on41' 10 puoell$, ponoaa1 _...1o .. 
f\,000 tor et,.te penoa 11114 $2,800 tor .....na4 peno ..... tor 
:!'lltpOM4 rale eob-Je .....& '- onltl 115 pe-, penoaal 
~Ho• f800 ant fa,OOO, rc..-.tftl;re 
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'b. hHODIIl 7 

It 1o propo•4 w lowr \be to-noDal e~Uoaa fJ"Oa tl,OOO to 
fiCO t or dacJ.e pe....,.. Ul4 t1'0a f2,,00 w $2,000 for -.rrle4 penou, 
Ul4 t o n-J.tuiF e' :r ret• \be -4 i- crecU\ t1'0a 10 to 15 pe~ 
ceat • 

.t.a abo1lll prniov.el7, nlaU,..l;r bip pereoaal ·~Uo11e beft 'be& 
cll&rechrieUc of \he ~rel 1a.coM \u, ~ pereoaal •"*''.'Uo11e wn 
1owet 4ur1Dc the per1o4 1917-a:l, .,...11 tbe;r wn tl,ooo Ul4 , 2,000 t or 
alDCl• Ul4 -.rrie4 peno11e, nepeoUft17• !be• _, 'be 04..,.....4 
bo-r, with the e:detiac tl,OOO Ul4 $2,,00 Ul4 with the propo•4 $Boo 
Ul4 $2,000 eD~~pUou 1Deofar ae ooaoeraa 1D41ntluale a'b,leot to the 
lllrlaL lh6!'9aa the pn,.Dt p ereoaal e~t1011 Ul4 ore41t tor u,_. 
4&\e are ell owa'ble t or 'botb DOJ'Ml Ul4 lllll'\az pupo,.a, tile 1917-a:l 
1 .... 1a wn natr1c\e4 w DOJ'Ml \u pupo••• Jl>r \be -.,jority of pe~ 
aoDe, bo- r , tboee tbet 4o DOt naoh iato \be IOU'tala'ble l •••la, t he 
propoee4 pereoael ~Uou are ......,....'bl• with tho,. of 1917- a:l. 

BDw,.r, tile p enoaal ••epUou Ul4 ore41t tor UpeDI!anta caD.DOt 

'be .,el11ated ·~t 111 ooald.naU on with \be ·~ liiCOM cre4H. 

flla J>r.,aDt penoael ,.eptiou t op tber with the e:liaUac 10 pa~ 
cent aarDe4 inco• ore41 t attor4a coeplate tne4oa of hcl.erel 11104• 
\u Ha'b1lit7 to a alDCle penon without 4epeDdah aD4 with inco• of 
. l,lll aDd to a aarrie4 pereoD 'llitboDt 4epe-h Ul4 with 1noo• of 
. 2,778. In ooaliin&Uon with \be propo,.4 15 perceDt atrDe4 booM on4lt, 
tile propo• <!. pereoaal ••epUoDa - tbat •lll&l• penou witb inc-
of $941 &D4 •rr1e4 penon a with 1DCo• of $2,}53 are me o! the J'ecl.erel 
1nooae taz. 

:rha propoee4 lowriac of \be per eoDel ·~uone 111TG14 'broa4eD the 
1D4lntlual 1Dcome t .... 'beee eo thet MDT eon 1D41n4Dela .ul4 !lla 
h darel 11100• \u retunoa. ll>ch 4lnct t,.Uon of a larpr !Naber o! 
1D41Yi4Dela li<Nl4 heft the t&cl.eno;r of aelt1Ac the popal&Uo11 aore lotdy 
alert witb napect to &l'ftraM11tel pro'bl•e Ul4 woul4 ;rlel4 eo• &441-
tloD&l. Iw , ..... 

!be n'co-..s.4 -ct1on 111 pereoael ~Uou ,...,., t o 'broa4a 
the 1D41Y1tlual iDeo• \u 'bue 1n two reiP•ctas (l) ll7 re4v.ciac tlw 
l owr 111dt, it .....,., 1D41Y11!Dale with .-ll er •t iaco•e tileD tbo• 
at pn..,.t taallle; Ul4 (2) ._, etllarclDC tM \u 'baa• of 1D41Y1eaale at 
pree& t llll'b,lact to \u lt lDCn&Ma tbeir \u l la'billt;r. OD 'both oounta, 
tbia 'PI'OJIOael .ul4 reault i11 1nc...,..4 ,.,...,.. aD4 oo,...qaeDtl;r ._ 
pooa1'ble tile rel1nqui~n\ of l eaa cl.ealra'ble Ul4 recreae1ft t :n>ae of 
ta.e. 

!be port1o11 of tile iDeo• \u baM ou.t aWlf .,.,. 'b1 tile lowet of 
pereoael e-.pU""a Ul4 ore4lt tor cl.epa-ta, that of \be period 1917-
20, h abowD in \be tollo'lliac ta'bles 
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Peraau.l exe.pti0111 aDd cr..U t !or depa4cto 
and net inc•e, !or calendAr )'WZe 1917-1920 

(In ailU 0111 of clellan) 

Perooaal 
exe.pti 0111 end 

credit !or 
cl'P!!!dllltl 

$ 3.773 
8,097 
9,4211 

12,835 

!let incCIH 

: Pen0Da1 c~u .... 
: 1111d. cr..U t for d.e-
' pad.cte aa a per­
lcctacw of net inc•• 

33·1 
5().8 
47· 5 
!)4.1 

One o! the chief obJecticno to lower peroODal c~tiono and lower 
cr..U t for depeDd!!!h 1o that the GZ"eet~ illcreaud. llUDber of returno 
"£Cl"e'"'te the probl•• of lncCDe tex adlllnlltraticn. If ncb returno 
ere to be audited n'lll 1n the aoot OUH0%7 -....ner lt will require a eub­
otcntb.l increue 1n pero01111el. s .... ln41caUOD of the illcreue 1n the 
number of r eturno wbl.ch 11 lla~ to reiiUlt h'oa the lower ..,.,..ODal. ex-
8111]>tiono may be deriTed b;y nfermce to tho data for the perlod 1917-20. 
'lheoe are ehow ln Table 9· 

7or the 7e11r 1920, for """"!)1e, 72.2 percent of the total DUIIber 
of return a "ere made b;y :9enODo heTlDt; lnc0111eo of $3 ,000 or leoo: thlo 
J..to.r&e percentage of the total anmber of retarno, hcwner, IUJI!>lled on~ 
7 , (, percent of the total 11>41\'14-aal. lllcoee tex rnenu. It lhcu14 be 
noted, howeTer, thet the aboolute net UOWlt of reTenua, after offoeiti~~& 
•.d""-niltratin cooto, 'llhich will reiiUlt rr ... the -ta-t of the lower 
Jleraon..l exe.pt1011e will b7 no me1111a be lnconeequctl•.l· 

Peraona1 c~ti0111 end credl t for d.epmdenh are Gl'8ft\ed. b. the 
Dature of reliafo frCD incor>e tax burde~~ in recOII'itiOD of the fut thc.t 
c. c er tr.in &mount of te.x-frea lllcoae 11 eooential for the aaint......,ce of 
a decent otand.!lrd of 11\'ln(;. 'l!h11 relief -ted. nnder the lllcome tax 
does not effecthe~ accrue to the indl\'ldual taxpa;yer unleaa the UIOW>t 
of income thuo free frOIIl lncCDe tax 1o aloo free frcm other \7!>11 of 
t axation. It the leYel pf peno-aal. ae.ptioao end credit for depmdento 
1o hliJb, 1t 1o !>r&etical~ ia:J>ou1ble for the J'ed.ere.l CloftJ'IlJOent to pur­
s ue a tax p olicy abl.ch will laen the 1nd1Tldual tazpqor with a 1Ar1:1 
.... cunt of 1necme free frOIIl all tazaUcm. ~~ 41otr 1wt1GD of th.e burden 
of te::ea other thozt the indl Tld.ual lnccme tax 1o looo ratlonnl aDd. acre 
re,:roaoln then the 41otrlbut1GD of the burden of the inc ... tax. !lila 
of the main l'W'!'Oieo ot the propooal to lower penoaal -.u 0111 1o not 
to raioe add1t10ftal reTenue 'bolt to ra1oe oUbot1tute reT8DUe: to eubot 1-
tuto income tax reTenue for other tax r-ue. wlth a n ... to uldll8 the 
agcreeate dlotrlbutiOD of the hd.eral tax burden aore equitable. 
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!Ulo 9 

bllhlt.l l- .............. '-o pel4, 1917-211. 
Wlo of tl,OOO • t),OOO ..__ elMo te teW 

.L. bller of Ntuu 
(Ia .uu-) 

'"'-Uo......,.. 
I ····~0 ....... : hW ........ 

I Iot l- e1uo I ·• merm. .wmOlU. 
!otal : fl,OOO ; tl.OOO I htal I tl.e000 • 11.009 I lo'-1 1 fl,OOO - 11.000 

I I I t I I I..,. .. I ...... I 1..._1 ...... 1 I._'Mrlh-' 

3oa32 

a·"' · all 
5·511 

2.265 
2.011 
2.112:9 
3.5119 

70.1 .21n .21- ~.o 59·z 1.0,32 
~:= -~ 

!:, 1,102 96.7 
1.'!112 1,69) 97. 2 

J, !aae pelll 
(...,_to 1D. .t11lou of dbllal'o) 

~·~73 
-~ 
5·~ 7. 

}) !liZ NtUJ'II .. 'b;r lDCOM8 ot t2,~J,OOO. 
Wo te'bll.laU• wu ..._o ot the tea ro\umoll 
'bT lnc .. •• '11D4or tz,ooo. 

2·~re &:~ ,3.01 

'·~ ~5 
5· ~ 72.2 
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~~~li-lt~~~r! ~ &!~e:aR~ I [e ~~~ t.~ : .~ •• & • 0 s f · f 1 !·~: s; = ~ r • f h : ~ 1 if~~. &I J 
~ ~~ .. !~i~-·1 ae~ff.!l's -;f~ 1(1 g['"!t~i5r l•::~~~~.oi~ ~·~II I f ··~ ~~,~~ ~RI •Of ; ~t~ :s. -r i• ~i~~:~~ li~~ 
f~; .. ~:e1 i~i- 11•li!c8:l~ =~~~ .. II. .... 21"' f I • I dlli "'o[ ·~ l • I li'"•'" ~ '" O"' ~d ~ II _. 0 ._.. .. 

~~ J•! · f:f: t=;i '"~ifo! l=~ 
~·ltl·,:~;~i~ !lr 1 lri!~l ~-1, Ef{l'd.o§~ It ~ .. ! .. · i•l§ '"(:;! 
!:f;l.~!:[~:~ (t~~~~-~~, tp~f 
ilil~ja:tr 1 ilrt· is~'t ~,~~ 
U&E Jlrr! ..... ~rfJu~~l ~ f! 
et~;r~=tllq · ~ial;i'~ :i~r 
~ .. ~., .. -~ 2 '" g•- f;~l 
1 ~~,3(~~~ :~~, a~•~t-lftli& i"' 

~ ~ea.. .. •~ ~~.. ~ ~li :§G .. I~!SS : •:a·~~,~ .. 1 K li= • 
~· f &II. -1 ~ 

I 

"' I 
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Cre41 t OD euned not 1DO,... 

XJ.a4 of I 

cre41t 

l'arlled aet 1acCD8 oullject 
t o \u: tor caa;.ut.AU 011 ot 

c ....Ut 

All not 1aocae "!> to ~5,')00 
11bether ....,.ed or aot, Nl4 
up to • lC, 000, 1t earned 

25 l)II'CIIIt Of DOJ'Ul \u: 
OD l<'.l'lled Dot li>CODI. 
(C&Dnot «Eaoed 25 per­
o•t of Dora&l \u: an 
OI'Cl1DaJ7 not 1DC-.) 

1926 1925. 1926, •.• • 40 • ••• 
1!)27 

All ... , i .Dc cae ~ t o $5,000, 
11beth• ...,ed or not, 8114 
up to $20,()0(\ 1t ....... ed. 

25 l)II'CIIIt of t o\.-.1 ~ 
.., .....,.ed lllt 111Ccce. 
(Cemlot aceed ille OUD 

ot 25 !'II'CIIIt ot nora.o.l 
\u: OD or41M 17 net ill­
cQie rAd :!5 !'ercent ot 
ourto.: 011 11\J'Ded net ln­
CCD8.) 

1932 

1934-
1936 

l 9Z8, 1929, •••• 4o •• • • 
19}0,1931 

1932,1933 ......... . 

19)4,1935, A&aiDit 
1936 net ill-

caae. 

All ... , 1nc cae up to $5,000, 
wlleU..r ee.I'Ded. or n.ot, 8114 
up t o $30,000, it ot\l'lled 

.All not lDccao 1q> to $3,000 
whether I&I'Da4 or not, ea4 
up to $111,000, lt Mol'fted. 

• • •• •••• • •• Do. 0 ••••• • •• 

10 :!'•rcent of t l1e enrned 
net incaae, but not in 
..., ... of lC percent ot 
\lie enUre not 1Jicane. 

It trl.ll 'be noted that ~der the pr11111t la" the IO.I'Ded lno,.. 
cre41t h Allowed em -"""'" ot 1Dccae ot $3,000 11114 1111 lrree,ectl're 
ot 11bether N.I'Ded or Dot. !111• 1• ,tuaUtted 011 t he crGllll4a \bet reclpl­

•to ot -u -'" ot tDO ... ,.... •tltled. to rellef t'rGa t.lle rate 
ocalee otbernee 1D efteot. J'llrtb.el', H oloAl4 'be DOW that lrreepeo­
Un ot ..,.iller eane4 ar aot , lac- 1D ..., ... et $111,000 aH •-

114ered. -.4. !lata FOO.._. 1a ,tuautied ca dllllar CJI 'a, ~. 
that H h aot •-Ual to .ttor4 reclpieb et larp -'- ot iDO­
reUIIf t'rGa the rata Nalea ~ae 1D effect . 
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Ia \lae pr•et laor U..... h D U\\1o '!Dlentoo4 Ull1tatlo11 ...,Gil 

\be _, 11/l enM ... lac- oN41t, ~. \laet it _, DOt '- 1D 

..., •• fill lD pueet fill ut lac-. U h propoee4 \bat We u.it&­

Uoa bo npw'ed eo u to all.aor a 1111Ca.4lilaal oredU to tile ..:tent 

ot 15 :peroeot fill ..,.. .. aot lao••· \bat h, lrreepectln ot tile _, 

fill \lae DO\ lao-; ....., .. , to \be ...... UGD, llowftr, \bat iDe-e lo 

...,_ ot ~.ooo e11a11" cGDelUNOl to".,...,.... 

2. bptlm of C91R0!'!U.W 

Ia Uae wl\h tho :prni"""lT ill41oate4 ~Jootlno ot HY- rnio10ft 

We eoctlcm ........ tho la"'l"ltab1o f•"'"'• ot \be ab\lDc o...,~t 

ot ~ral corporatlcm tax•• u4 doecrlboe a aoro -t!JO\ebla DOthod ot 

corporaUcm taxatlcm. '1!bo propoeo4 rO'fielcm h pro41oato4 ,.,... tho IIT­

pothoele \bat ~ cor:pora\1..,. ~o1no ehoal4 bo t&P4 e o1o}T tor tho 

prl'f11eco ot clo:lDC lrulaou 1D tho corp-to fOJ'D 01114 \hot \be profit• 

ot ccr:poratlGDe bo taxo4 la tho b&4a ot \be lll4l'f141lal 41'1'14a4 roclt>l­

eot . !rhlo, it 'fill M obeol'ft4, h n.t tho llGt •teco fill \be lll41'1'1dUal­

cCJ'l>OJ'Dto 1Dt-rolatlcmehlt> 1D taxaUcm 1D1 Uato4 liT \be :a.-r-. Act of 

193~· -

" a. "'' l!cletly Corporatl• ZtJ• 

'tho J'edoral OoTal'DIIoct at proect, ill 11441\lcm to tho UDdhtributed 

:protUe tax, 10'11• throe tax• OD corporatloaa, a aonoal lac•• tax, a 

ct~pltal etoclt tax aa4 aa ..., •• protUe tax. !bo _, bpori&Dt ot thoeo 

trca a :polat ot '1'1- ot :pro4ucU'f1\7 h tho aor.al tax, Door ~ed at 

ratn rucllls trca S porcoct .., the tint $2,000 ot aor.al tax aot lDcCIIIe 

to 15 percet OD DO._, taz aet l.accae 1D ....... of $110,000. !he rtel4 

trca tho corporate .. ~ iDe- tax, 1t h Mtl -... to4, •-te4 r~ 

to $950 000,000 411rlac tho tiocal 7oaJ' 1937 u4 h •tl•to4 at appr«d ­

•t•lT $1,200,000,000 tor tho thoal 7oaJ' :1,938· lhlle collocUcma ctcu-­

lDC ao react 7oaJ' ap:proaclle4 tho :pr .. ct lonl, thq nre, aenrthelou, 

CGDebtetlT 1D c:cMa of colloctl..,. trca 1D41'1'14ul lac•• tax 1D all 

n.t two ot \lae lut WJ'\- 7oaJ'O aa4 oa ocoadoae baft rap!)llo4 tallT 

oao-WI'Il ot J'o4aral r-•· 
Prior to \be ..._. Jilt ot 1936 tho oor:poraUoa lac- tax -

1D part a t.z ca c~to prl'fileco 1184 la part • taz at •-· 1D 

Ua ot \lae awa11D41?1411allac- t.z, 41'1'14aa4e W-e __,te4 

fr<a Dor.J. 11141'f141lal lDC- tazM, a-.r, \be corporate lDC-
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\a.ee baft c-..-.ll¥ b- bipr \bAa tho .. bpo,..4 1>114er \he D0.-1 

1.1141'1'!4ul lac ... '-z ca 41'1'!4..U Mel a porUca of U... -.re \her.­

fore in faot t- on corporate pr1'1'!1..-. e. rcabJecUca of 41'1'!-

4&411 to \he 1.1141 '1'!4Dal Do.-1 lac .. • '-z '11114er \he an- .&c\ of 

1936 rM4ere4 the •Ure corporate lac- '-z cae pre41ca\e4 upoa cor­

porate pr1'1'!l..-. ID '1'!.,. of thet oi.......,\&Dee the preo•t corporation 

tu _, be eppra11e4 in the Up\ of Uo (!'Ulltloa\lcao u a pri'l'!lece 

ln7• IIIah u 8ppl'Sieal, u 'fill be Do\e4 later, liD48 to the ocac1u­

etca thAt the tu 11 both cceoohe 11114 4efeoth'e. 

!he corporation inc ... tu h "" 11DI&Uefao\o1'7 _..... of \he 

corporate pri'l'!lece. :Beiv.g bue4 "" v.et incoae 1t 4oee Dot "llP.~ to a 

corporetlca whlch cODdl>ch & 'bua1D•• whlch l'1IDI iD\o aUUcao of 4ol­

lan &DDual~ for orrual 7e&ro, u 1oac u U proclDc11 DO o\&tut0l'7 

net lac .... 

I\ h \ru. tllat COrporatiODO fioet iD &D4 CN.t of the pl'ofi \able 

&rCNp oo \bat OYer & 1oac otretch of U•• &11 oorpora\lono, ccept 

iboee \bat puo .... t ~ l111Dlcrap\o7 or are other'I'!M Uq1>14etl4, be-

c ... nbJeot to inc .. • '-z. • ... er\heleoo ncb & '-z 11 DOt & eatief&e­

\o1'7 corporate pr1'1'!1..- tu: becauae U w...U •- \bat the pri'l'!lep 

of 4oiDC 'bQalDIII ....S.er \he corporate fOI'II _, MTI .... &DDD&l 'l'&lue 

irreepeoUw of tba oorporatioa'o abiUt7 to -.lee proflto. J'llrther, 

41,ffercoM 1D corporate cepii&lhatica affect the inc .. • tu bue in 

a Wi!f 'llllch h &ltopther inc~ with \he '1'! .. that the Dorsal 

1Do- tu io 1D faot & oat1efao\oJ7 corporate pr1'1'!1ep tax. !wo cor­

:poraUODO eaoh 4a1DC the .:- -~t of groll 'bQaiDIII 11114 eaoh with 

\he - profit ratto will '11114er the preect prooe4Dre ~ 41fferct 

-t• of D0.-1 iDe ... tu: if cae of \he oorporaticae operateo .,tlrel7 

'l'!tl>. capital 4er1Te4 tr.. hneo of otool< 11114 the other opere.ho 'l'!th 

ceplt&l 4er1Te4 part~ h .. otoclt u4 part~ h .. boa4 11-. 

e. cepital otook tu: h &t preoct bpoee4 at \he rate of $1.00 

per $1,000 of 14J1111teol 4eelare4 'l'&lue of cepit&l otook. It h iD rcab­

otuee & pr1'1'!lege tax 41otlact hoo the Dorsal tncooe tu u4 ..,. 

ori&iD&l~ Uipole4 ....s.er \he ~ .Act of 1916. Iotter ,., 7earo 1 t 

_. repe&lM ....S.er the an- .Act of 1926, 0111¥ to be rebopo.e4 1>7 the 

.. UCII&l I,D4Datr1&1 llecOTIJ7 ACt 1D 1933• 

ID or4er to preTent the &T014&Doe of tbio pr1'1'!1..- tu: throocl> 

'1184arot&t•cto of capital 'l'&lue, Ccacreoo t.poee4 &D GCIII prof1to 

'-z 'llllch appU11 to corporaUoao reporti.De profl\o 1D acHo of 10 per­

cct of 4eolare4 cepi t&l T&lu.. !!he ta: 11 t.pou4 at a 6 percct rate 

CD & corper&UOD 1 0 Dot 1Dc ... 1D CCIII of 10 pll'C&Dt 11114 DOt in totCIOO 

of 15 percent of \he 14Jnete4 4eelare4 T&lu. of ito capital otook 11114 

at a rate of 12 peroct ca & corporation '• net inc011 1D eo<ceoo of 15 per­

o .. t of \he &4Jv.de4 4eclare4 T&lDa of Uo capital otocl:. 
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~ OllpUal otoclc \as baa pJ'WM to lot 110 .ore oa\lohotoQ' ao a 
_..,... of corpora~ prlTUoce \baa U.. oorpo .. tla 110ma1 taz. ftle 
baoe - whic:l> it lo """"""• AI e11l lot 110- latar, 1e lae~~p&'ble of 
e.acl, ....Uoza 4a~zala&Uoa ri\1> \be ranlt ~\ \be \as 1e tr.q-sq 
41ocrlaiD&toQ' ao lotw- 41ttarea\ '-llh· 

OI>o• ~ relJIS>ooUloa of ~ e~~pltal oto<* \as 1814ar U.. laUolll&l 
llecon17 .let, \be ~er •• paralt\e4 to 4aolara IIIAT Telu. tor U.. 
c.,pl\el otoclc, aa4 ao a proleoUoa ..,.U.t \as aTOiclace, u.. &JDOeoo­
proti \1 "'" ""' eloo re11111ooa4 oo \ .aat U capital otoalo: were -.naJ.IIH. 
tba corporauoa woul4 boco111 Rll.leot to \be &.~oaoo-protih taz. ~ ro-
4eclarauon of Tllue •• paral\- 1'\&llar \IIi .......... Aob ot 1934-}.6 wt 
oince th1o Tel-Uon h baee4 pr1al.rll7 ~- ..._er'o J.....,...\ u 
bean DO aocaoa&J7 relaUoa~ lo book ....Uu., -.rlctt Til,.. or oop1\ol-
1se4 1a00111. Tax 1 1&1>111\¥ oonU••• to lot 4atandaa4 _, aa arll1ua.­
rll7 Tlllle4 c.pl\11 ot oalo: booe ~ala- t o U.. pr1T1loce of doli~~~ 
l>uelaooo. Coaoeq-UT \be \ash 4aT014 of oanaiaq.- nnlh 1a 
oullo~tiell7 iaequltable -UOD AI MW- 41ttaret corponUODI 
operatlllc 'lllll4ar 011bo\&DUell7 14eUoel ci...,..taoeo. li _, lot -
pbaohe4 too otroacl7 \bot t hio 4atlcl- Uao 110t a17 1a \M ball -
uUllle4 tor the capital otock \as loa.t \bat U -. eloo iallarea\ 1a U.. 
Mill UH4 4ur1Ac ell paot attorto at '"""'"1111 oopltal oto<* -·· 

To tba prace41Dg concluolOD \bot .. 1u..r \be corporate ao.-1 I.a.­
cOOie "'" aor lhe oopl\11 otoalo: "" coaout..n.o a oaUotac\oQ' \as ,... 
corporate prlTllege ahoul4 lot a44e4 tba ol>MnaUoa \bat a -bla&Uoa 
ot the two tauo, a o h 4olll -er U.o prao•t law, h eleo -oaue­
tactoQ', becau .. corporaUono with .. , lnCOIII }>117 both \azoo wbare&o 
oorporaUono witl:out net l .ncoM JM17 ODl7 the oopltal otock taL 1¥• 
1t ~ Yiew h taken that thh oorporato no.-1 lac ... \as 1a \be loDC 
run will' burcla ell corporation a •• thaT float lato \ba profl~lllo 
.,roup , tbe two ta.:.aoa .,_blaed would IIPPI&r to be uceoo1n tor l be 'PUI'­
poo• · # tax1D& corporah prt.lloc• ... d noULlnc 11... _.... .. UT lba '"" 
taxu wore or~ 1J!S>ooo4 tor ,...... .. ,.. pupoooo ri thlnl .ad> coatlola~ 
Uon ctnn to \balr econoaic J,..UtioaUcm - c~ ri\hout ~ 
ra!eronce to the enon\ to wh1ch \hq oollac\1Yol7 coaoUW.~ a proper 
\as on corporate prlnloce per ,., · 

11h1.le ell recap! .. tl:w.t a corporate pr1T11_., ao:ioto, \be -• 
ot tbal prl•Uece 11 nl>J ocl to COQ,jeow.te. !he oozporatlOD baa par-­
P•~ ll!o, baa tacllUho tor aoo.-bliDC ~ ~·M of oopl\11 
from 41YOr.a oourceo and ciTe• lh proprt••oro ~V tfta ~ialte4 
UablUq.. These are t&JIClllll lal~ no~ -cltloall7 - rcLr&lllo t.t\r1-
but oo. lleoauoo H 1o J>Ot pooolble to _.ura t.ha Til,.. ot ocrporato 
priYUece per • •• t he tax '"""'ia4 Ia larp part b lilcel7 to Ill utor-­
alne• lf' r.,.eaue cOJ>al4ert.tlono loa.t the \as oh01114 not ba at • lOTal 
whicl. would - rateroiiCII t o lba prld lw;e llaalo ol>Tlouol7 lrral-t. 
J'\lrthor, U woul4 ·- hlchl7 4aolrable tor t.blo P"'11" .. to Us>O•• OM 
tax dtll a base more c1oool7 rolat.e4 to operat.iDC proflh wbloh wouU 
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re.al\ 1a tuiac OO!plftt~ -1'41ac"' U.. ._of U..lr -Malo ..:UnUoo, ''- ho '-e, .-It u tbe pre ... t oo~p~rato 110.-1 1-
tu aa4 tbe oopl tal otooll: taa. *loll ..,. 110\ o1o..q roWecl to \be 
ooope of OO~p>ftto -11011lo IIGtlYl\7• 

'b. Mun1•$1pcH• at :w •te• ,,. r ...,no&• w 

fill '11• 1o -lH• \aDa U..t \be ahUac -)lMUoll of MPl­tal otook aa4 ozoooo-proflto ~~ oaa ool't'o u a fouadatloll for a ~turo roal azooo ... profth tu. lf \bh ol.ata woro t.,., l\ WOQ14 aot )0 wortb­
ddlo to u.-tao tbe oo~p>ftto 110nal s.- tax ) uo ill oriu t o ..a 
of tt a •r• aaUofao\o17 oo~p>ftto pl'l•tl- tax. It to lll,portaat, 
therefore, to osoai .. tbo la\orrelatlollabip of \be pro ... \ oopltal otook 
IUl4 omooo-prof1 to taxoo. 

lbon tbo all\1!14 OOil'biaaUon of oapl\al otock &ll4 Ullloi ... J>I'Otlto taxeo ... oll&O\ecl U _. aot o~ootecl \bet \be - •o-proflto tu ,.,.,4 ylel« ...cb .....,._, Ito ohio! twlcUoll _. to ..a \bo oopital otooll: 
tax oftoctlu. !!lot it 1o "•••~ aa ~ to a co~p~ftUOil CO!pltal otock t ax" 1o clear boll tbo toUowlac t.-lo *lch obowe tbo 71•14 boll 
thooo taxoo t or the tlocal 7W&J'I 19}3-1937• 

CollocUoao f!'OII oepttal otocl:: &ll4 ouooa-profl to 
tuoo tor tlooal 7-.rl 19}}-}7 

( Ia t boUIIA4o of 4oll&ro) 

Jtocal year Oapttal ........ 
!otal ep4ty Jt1p1 3() •taM pmCte 

19}~ 
19} 110,168 2,m 82,~ 
19}2 91,508 6, 91'4 19} 1t:~ lll,,a9 ~·& 19}7 ew 
!l'otal IIOII,us 111,105 1152.92} 

fill tupe;ror Oil aaob of lbroo 4ltfonllt oOO&&lollo ,... pt'lll t h o 
p J'lYUop t o 4oclare wb&tlt'or 1 l llltial1 't'alu of tho oepUal ot- be 
111&1>t oboooo. 1M lut •taU1al' Yalu _. oo1ooto4 t or U.. ~1• 
7ear ..,4o4 Ju. JO, 19}6, IIZI4 u renooto4 ta \be oollootioao tor tbe 
tloc&l 7oar 1937 ,... IOI'botutlall7 blcllft' tboa tb& )>riii"IIC - .. 

!bo tloolarecl •alu blJICio priMrl~ .- tbo ~· 1 ,..«poll\ 
&ll4 _. aot )0 t'117 olooo~ relatecl to ot\Mr 'Moll: 't'al•, arllln ft1,.. or tho oepi\alhaUoa of i- 'buh. CIIIOe tbo t.oolafttloa to _.., 
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lt 11 not roo•ll•'bt. '117 \he ~ u4 11 not n'bJoo\ to ...n.,. '117 U.. 

:sv.r- ot lntenal -.....,.. I!IDkeq"Qat to \he •in1Ual• cleclaraUGil, 

certain MJ,..t.&te ot CIIPltal I.Dtt.o. u4 Clll\cO an pft914et tor. !!~.He 

MJI&8-t• are n'hJoot to ...n ... 

J~ \he teo tax• .... 41etl.&ct . AOI\ullT \hq an Ullb4 

tocether '117 a c,_.., liMe, the MJ1&8te4 cleclaN4 ftlu ot \he capital 

otock, which •- 'both u the liMe tor the capital o\ock tax u4 u.. 
baa• tr .. 'llblch ...., ... protite an - · en., la \he pne•t law 
DO ...., ... proti\1 _,. it \he aet s...c- ot \he o.,_u.., ta11a to 

101Cie4 10 perc•t ot the MJI&8te4 cleclaN4 ftlu. 

ll7 1inlc1DC the two tax .. toce\her 1D \hie - u.. Oon.-t 11u 

!Jopooe4 .., the ~ a pecnaliar - parp1«dDt; ftlaUGil prc'bl8. 

It he declaree a low capital otock ftolu the t..-,er -.pc&ll ldMelt 

to the em•o-prcti \1 tax. It, .., the other bMd, lie clecl..-.e a 111.,. 

co.pl tal I took ftl ... hi IICIIPM \he IOICMI•profl to tez ftt IIZpoe .. Ida­

lilt to a 111.,.er CIIPital otock taz . en., the \azpaJar 11 •Uoe4 to 

ltrln DOt • •r•l.T .tor DD aecv.rato ftl.DDUGil ('llblch 1D Hoelt 11 41tf1cult 

.,.....,. to dehDliDe) 'bolt tor that ftlD&UGil wblch wi ll rewlt 1D the lliDi­

....., lla'billtJ for 'both tax•• ta1c.a 1D CGil'biuUGil, '11111ch io .och ...-. 

ditflcult bOO&Ual it 1DY01no th.1 ~I' iD - .. tt..\e fit \he profit. 

ot hie 'bl&8iee11 onr ito lifo or e111 cnr the period tllet lie •tt.at .. 

that tile IOCioUDt; coa'biDaUCil of the two tax .. will r.alD 1D fon:e . 

!he talk tor thooe tu:pqero that atte.pt to report the tru ftJ.De 

of their 011Pltal otock h DOt DD - .... ; honftr, it 11 DOt ~ D&iare 

to reaiot tile t.-ptaUGil to OIIPitali .. the t'I&Wr. aarnl- ot a.,..lD•• 

lD IUCh a - u will reoult lD tho 1-\ p0111'b1e OGilbiDe4 tax !Gild. It 

h wi \hiD the law tor the tazpqero to \17 U..lr sldll at ooGilGillo -

leelolaUn prOCI'OIUc>aUCil u4 it -."I 'be ....... that \hq llaYI 1D larp 

,.'ben 4Gile eo. 

'!upqer .t., who pre41cto a wo-rear Ute tor \he capl tal otooll: u4 

totceu-protito taxeo - little or DC protlto fr• 1111 'bolllDe11 la the 

t'I'C 1Dc .. e - tax teza'ble rearo 1D41Dc attar .JUlie JO, 1936, will llaft lle4 DO 

tear ot the aceoo-protito tez - will haft 4oolaN4 a ......,. t.o. ftJ.De ot 
1111 OIIPital otock tor \he teza'ble rear 11141-c .JUlie JO, 1936. ..._ .. J, 

with a liallar toroout ot protito lN.t with a 41tfeNDt wi.,. relltlac to 

the pe,........,7 ot tile tu:eo will 'be re1...,tDDt to cleclare a ftolu ao 1"" 

U .t, 414 l eo\ \he IOICIII-protl\1 toll: bOOGill ~- iD \he third d 

n'hleq"Qa\ teza'ble 71&1'1· 

It u.. pe......,.01 ot tho taxeo 11 tU:. tor -w. u... 1D cleclar­

inc the Yalu ot the capital otook tor the Wmblo rear 11141-c ~ JO, 
1936, tile tazpqoro lhcul4 han 4ec1are4 it at t• \iDeo \he eoUaa\&4 

aftrap &OJND1 ..-s.p tor 1D \hlo 'R7 thq .... -t lllcllT to IIOIIP& 

the 'INr<l• ttl \he ...., .. ...prcti\o taz, !he az\&t to '11111ch \hq will "­

c>ape it will 41p&4 ,..., tho n..otuu .. 1a \he protl to ttl \hair 'bolli-

lle••· 
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'lo lll,..h"a\1 U...o polah 1 

t..t \M Mn&l. .. , ~.ac ... .... 
to.\ \M 08p1\&l etoak .... ~l.ar..t ., 

• 1.00 
10.00 

!l!wH will bo ao -•10-FatUo taz o1aco aot !.ac•• oqwo.1 t o 10 por ­
c&t at \M ftllle ot \M oopllio.l o\oclt, \llat lo, $1 lo ....,,, 

!l!uo o.p1\al otock taz 1o 1/1000 z $10 • $0.01 

It \M ftllle at up1\&l otoak nro .U 10.1 z aot lao ... , U.. •­
ceoo-protUo taz -.14 oUll M ooro bolt U.. o.p1\al otoak taz 1o !.acraoed 
to $().0101. 

!l!uo c~ltal otoak • $0.()099 
-.co11-prot1to taz • 6/100 z (•1 - 0. 99) • o.ooo6 

'lo\al taz $0.0105 

In o\Mr w<ml.o , 1t tlzed Mn&l. oara1Jip aro ao.--.4, \M o•bllled 
tao: w1U be a a1""- mao U.. ~l.ar..t ftllle at capital o\oclt 1o t& 
till•• ~. 

l!eo..,.o ovniaco ,.... not tlzed bolt tluotuate, ..ell ~or ...., bo 
t""Pted to ..,hr vpOD a aore c011p1• ccaputatlOil 'baaed vpOil h11 pro41c­
tl011 ot tho lrro4:Glari t7 ot \M 11l0oao pocv.llar to hlo """ bllllae11. Be 
hal n011 llltered a baiardCNa a....-1 1 11114 ln \he roalll ot eeU•t••· 'the 
o1¢tlcaaco ot \M TIDtlu'l O&ll bo ct.OIUI\rated 'b7 ., ....,111 

c IA 
Doc:l.ar..t ftllle at ~ \al otock 

,.oar .,4111C Jllao 30, 1936 $1,000,000 
.AiuNal 11>00111 ..ell at \M t1Ht 

Dilll ,._.. 100,000 
IJ>c ... ia \M t .. \h ,.oar 100,000 
.t•••raco a.Dal not liiC ... tor 

\M tc-7oar poriod 100,000 
Ca!>Ual otcol< tor \he t 1D-7oar period 10,CX.O 
Jxc11o-prat1 te taz tor tho tc-,-oar porlod ,..,., 

C'P'PT I 

$1 ,000,000 

IlOilO 
1,000,000 

100,000 
10,000 

105.000 

'lota1 ot bo\h tazoa tor tho tc-7oar 
period • 10,000 • 115,000 

It 1o u... U..t rcacb llllqQiUee 4wo to ftriaUOill 1a \M ota111U t,­

at ""' lac- - -llloao tl ... ......a bo oi>AnetorieUo ot -:r --•­
protito taz l11p01ed Oil a ,-oarl,f balll ra\hor UIGol .., - baoo \hat &Til'-

&&14 \he !)rotUo ot liTeral.,-_... JUr\Mr, U...., M arped \hat U.. 

Regraded Unclassified



-211-

preooat pro-... baa tile •rU of c:tYlDC tile t&JpqN'.., opporfta1t7 to 
_....,, tile 1Mq111U .. of • aDoo.-protlte w.s 1JI>oM4 oa a 7-.r~ 
baah b7 allowiac bla to t.olan tbet Yalae for hh _.tal otook wlllob 
t or tbe poocul1&r 41otrlktloa of tbe pronto of hl.o w.t ... o ooror \be 
rear• will ,......,. tbe -ccncato ot \be tiUIIo to a lli.U.. lub arp­
_, h aot _..laoillc , bo-er. lbat h.,.,.. 11~ h tbet tbe­
pqer• o efforto to eoc~lhh wcll a ...aut loa la tho ~to tu loa4 
will reeuH o1tber ill a ot-orlac ........._ of tiUIIo or at l .. t ia a W... 
a... d .. hproporUoDah to tbe tiUIIo *loll ~4 beoro ronl\14 1t loot u .. 
oretloll had b10a all ond bill ill lltablhhi.QC the Tal11.1 of hl.o oqital 
otoct. 

lo• t-ero will llllb .., bo111ot otfort to teolare \be tr11.1 Tal11.1 
of t ho ct~Pltal otoot. Otben will perllqo Jut u bouot~ •toll their 
wi to wi til t be , ... ,... ill all otfort to redl:lco tbe ooablaed l oa4 f,.,. 
tbe h o t....o t o a .~. taldac into ooae14.eretloa tbe pro,..ll 11fo 
of bllllneu. ObY10111~ bit- the two 'broad -· of t&Jpqaro , tbo10 
who ollk t o eetalllhll tru oapltal Yal11.1 11114 tboH wbo ellk t o 10ta'bl1ell 
a capital Yallle with • ftlo tow.rda redl:lcad tiUIIo la tile tlmlre, tbere 
h apt to be a wide -· 

fhlll, U for the l atter P'O"'Pt there w11l be cre&t 41ffoi'IJlOOI 
..,lid tbe "-•n theaoolTu or ..,nl their hl.rad o-'• ia their 
ottorto t o foreoaot tho f ortwaoo ot tllelr b11.1laou oo ao to ciMlaro a 
capital Tal11.1 wlllch oTer tbe lito of t llo boulllloo will Dip the -..o 
taxeo i ll co.,'blllaUoa den to a alai-. !o,.>er-tal 41ttoroacoe aloao, 
a o14o fro• Yarlatloao ill oll10r torooaoUns oopaoit7, -.14 acooWit tor 
0\lllotaotlal iuquaUUu ia tbe taz load. 

'l'llo link boh .. o. t ho two tuoo •o fo,..e4 to &Yold tho hoqtac "'Il 
of UUgatloa and to &Yold erztreao~ 41ffi<Nlt adalnhtratlTo pro'bl­
tbet would beoro -rpd had tho GonrnMo.t ...,..r\ak8a a Tall>&tloa of all 
b11.1inooo uooto, a1 thor throQch direct -raloal or thl'OQCb rOYioo of 
accouto ouhal.ttod oa tu ret...,.. for tho pu-pooo of ohowiJic the orlc:1o.al 
..,Wlt of capital paid in and all rallooquoat 114Jv,ata111to oa tho laTootod 
ctiP1 tal of bwolaooo • 

.Utbo'QCb tho o'bJeotin of tho proooo.t .,.,..,inaUoll of .,..ttal otock 
and acooo-protlto tuoo oan .. 1~ bl \lll4.erotoo4, i t h dooallttlal •othar 
tazoo thot illll:llco t-an to otraa aot aare~ witla Talnatloa prolllooo 
'tNt with tho proopooto f or tbo ro~ of t lao taxeo, the pro-to for 
'blaiaooo protlto and tho pro,..lo aaturo of tbe Uotrlloa.tloa of 'INoluoo 
prott to oYOr tho raaro, oan bl ...,.tllillc l ooo tllaa *illeloal. loao tazo. 
pqero will ro~ .,,.o larc-~ tbaA ot horo oo. ropaal of the tuoo withlll 
a gl'fo.o. por1o4; -o will propooUoato tho floturo protlto of thoir b11.11-
o.ooo 'botter .tbaa otbero: oo• will 1\WU or utlaato t bo 41otr1'bii.Uoa 
of tho pronto OTor tho rearo aoro accura\o~ tbaa othero: loa.t -· 
witb or without tbe biro of ~rto, olll ll&Yo b1Wl4N'od 1Dto debl ..,.. 
tloo.o or Tal11.1 for their o.pltal oto9lr: ohl.ch will pooo.altoo t bm t or -
rooro to coao. It to oxtr-1¥ dltfi<Nl t to Jv.otlfY tiUIII wi til a 'ba .. 
oo laok1JIC lD obJooUTi\7 u oro tho oldotillc -ltal 1took and nooo.,. 

;>roti h t uoo. Jor t blo r-D U So rooomon1o4 that tllq 'bo ro~o4. 
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o. De"'""' Oarwm''• Mynen 'M 

to llllhl- ooor61DaUoa ..,.,_ the penoaal AD4 oorporate ~~ U 

11 propolld \bat the ,...., ... , oorpora\loa 110..-l tAco• \ax, the o.pt\al 

e\oolt \u AD4 \be -•e-prot1h \ax 'be nplaMol 'llr:r ou oorporaUon p r1T1-

l - \u. ODrpora\e pridl- oaa lleat lie -.vel 'llr:r UliSJic 1D\o oo,.. 

lidlraUon \be SO\t.l w1\tJ. 'IIPlOT14 1D \be llu1DM1 UniQ)I0\11'1 of 

wbe\hlr 4er1TI4 troa 'boll4 or etook 1...,., AD4 1rnapeoUTe alec ot ..e..tber 

\be oorpora\loa - or nah 1h lluluaa properU11. AMo1'4111clT tor 

\be )IIIIU'JIOIIo ot till - prinl- \ax u h propool4 \o 1101l1f7 the 'ball 
...,lOTH 111 ooa,1naoUoa wt\ll the ,...._, oorporaUOD 110..-l \ax 111 till 

t ollowtac rew,peotaa 

( 1 ) Il1-.llow the 1\aft.\oq 4e4DoUona t or la\eraa\, 

""'' ... J'OTSl\1111 

(11) Iliaallow \he ori4U to \be at•t of 115 peroat 
of 41nt&4a ft011TI4. rna o\blr oorporaUoaa 1 -· (111 ) IDclU. \ul-..,..t 1Dteree\ 1a \Ill ~11 'ball . 

1'111 preeat 'ball tor tbe oorporaUoa 110..-l ~ \u eppeare t o 

be uaaUataoto17, prlar117 ... _., U renl.\1 111 IU.eort.baUoa la 

ft<Yor of corporaU ou wbo11 oapltalhaUon 1Dol'114ee 'bo1141 u 4 aplut 

tho11 doll -1\alhaUoa 11 Mill 'liP •Ure17 of e\oolt. U the oorpo­

rat1on \ax 11 \o 'be a prinl- tax, thea \he \ax lholal4 relata to a 

- whloh retleoh tbe retura>~Poa \Ill oorporaUoa• 1 eaUre oepital 

aD4 whioh 11 110r1 clo11l7 relat14 t o \be eoope of ih operaUoae thaD 

the atatuto17 u t lllooae ~aplo7l4 t or the pre-t oorporah aoraal 1a­

- \u. 1'111 'bale lholal4 'be n4h u to Mica the \ax IIPPlT "fl&llT to 
corporaUoae with et.llar eoope of operaUou irnepeoUn of .,..,her 
auch oorporat1oae own their buaia111 proper\111 or operate na\14 prope,.._ 

u ••. 

1'111 41aall-01 at \Ill dldDoUoa t or la\lreet, reat ID4 J'07S1U11 

will 110\ al\OCI'tlllr at\aia \hie laUer o'bJeoUn h • it ret aD4 

~Uea are d1aallowe4, thea 1\ woul4 -proper t o 41aallow tbe 41-

aacuoa of at l~a~t a portiOD of \UiM aD4 '--1at1oa. lacb pi'O.....,.., 

honTer, h 110t f•li'bll ...._ .. it h 1,...111111• \o arriTe at .., aath­

faotoll7 eolutioa of preo11el7 'lila\ proportloa of tu11 ID4 a.preol&Uoa 

ehoul4 'be 41aa1lowe4 1D or6ar to 'be 1q1>A1 to the oo,.......,\ of n4h U•• 
ill \he 111aa1lowl4 rut. !Ilia ._,.....,, 11 laloa \o 1'all7 for 41tterct 

\7J111 of pi'Oper\7 ID4 u 'be\- propertlll 1a the - t;nll of 1D41&8\J7 
'but eUua\14 1D 41ttenat pane ot the oOIIIl\17• .t.l~thlr, loowwer, 

the failure \a aohi- aa.pllh parl\7 111'- \he o-r• ID4 r•hre 

at 'buelaeu propertr &>11 aot t.etraot 11rioutl7 troa \be propoaa1. 

lacb ollucl• 111 tasa!lll 'bull u are h- propo .... U ehou14 lie 

aotl4, are flallT wtthla t ill ~"""' of \be lecieletura. 1M .,.r.e 
Court bu CODaht•\17 n.e\aiu4 \be_.. of Ooacrwu to apeotf'J' all-

ule 4e4DoUou 1a ....,..uac ut lllooM. It oel7 r he \lllrefore t o 

IIPPr&he th111 p ropoaa1e ill till Upt of •oo-lo ooaa1Ure.Uou. 
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!b. propoll&l raioeo two oerioua pro'bl... !b. tint of theoo COD­

carne the period of tranaition. !he pr .. ent procedure, follo""d froa 

the begilllliJ~~: Of the re4eral inco .. taJ:, baa &41117 faYOre4 the indebted 

corporationa. .a. 8UCI4.n renrll&l of pol1117 , 1l!r 4111&llow1At; tho 4e<tuction 

of illteroot, ~ oericnul7 "-!per the operation of oo~ .. w1 th ~ 

otantial aaounto of outotan41ns debt Ullleoo, in the traaaition period at 

loaot, tho tu: rat .. woro aa4e aoderate. at.ilarq, ooapanho with out­

otan41q lons-tera ....,tal an4 1'07alt7 contraoto a1,$ht 'beoo• oeriou.q 

ollbarraoood 1t the .,.., 'bue wre e4opted in ccnbinatton with a hi~ rate. 

Ill other wordo, 4urtns the period of tranoition from tho preoent normal 

income tax baoe t o the propoood corporation 'baae, it io neceooary t o 

takio ooce J>recau.Uona loot the 41olocat1on oocaoione4 'b7 tho chanco in 

'baae oerlouaq dilruz>te 'bu..iuao equ111'br1UIIo 

The oecond pro'bl• imolYed in the propooal conoerno the taxation 

ot inter-corporate i t••· !be propooe4 tu would, ill affect, 'brine 

~ preooure to bear upon bol4lnc ooap&Dleo and other ~· of attiliateo 

'becauoe tho propoeal io to tnclu4e intereet, rento, roTeltiea an4 di'f1-

don4o in full a .a oourcoo of corporate inca... Dividende receind 'b:r cor­

~~tiono J)rior t o 1936 ha4 al~o baen excluded co~lotel7 froe tho 

oouroea of eorpornte inco... 'Ohder tho lleYenue .lot of 1936, 1!5 :;>orcent 

ot ouch dhiun4o wre exclu4edo tinder the propoeal 110ne of mch 41Yi­

dez:do rlll 'be excluded. In other worde, inter-corporate 41Yidecda, rente, 

etc., will be tu:od at loaot twice within tho o:rotea of tbe p ropooe4 cor­

roration tax and poooi'bl¥ oenral additional tiaea 1t there a.re icter­

"edl&r:r corporationa. ~raore, 41Y14oada will 'bo tu:e4 in full undor 

the indi'fictual normal cd ..rtu: rat ... 

The r>ropoae.l to tax inter-corporate u .. o in full and to oontliiii>A 

the p ra.ctlce e4opte4 1n 1936 of tu:t~~~: 41Yidellda undar tho norll&l in41-

•1~ incoM tax h entlrelT conoleteut with the Yiew that tho - tu 

h a corporate p ri•Uece tu:. 1o lo~~t: ao the ratea aro t.pt coderate, 

1t .. ould oeoJD perf'ectlT proper to dilreprd the fact that the inter­

oorpornte income itomo IDicht 'be taud oeYeral tlJDeo aod will be tu:e4 

at least twice. It, bo,..nr, the rate 1o not DOdarate, then it will be 

41f'ticul t t o dilrecard thio fact. In other wordo, irroopectln of the 

1181De of the new tu, 1t t he rata obould 'be hl&:h, then 1t would 'be neo­

eooar:r to inToke the conduit yt.., of the propooed tax ...,_ to look to 

the ietereoto u1 t1matel7 affected. 0.. thlo baah the tu: will not 'beu 

anelToh. It hao merit onl7 co a corporate pr1Yiloge tu: and 1t ~d 

coaoe to 'be ouch Ulllooo the rate 1o aodorate. 

S1nco t he 'baoh for the nn tax 1o corporate J>riYllep, it would 

oee::~ proper to include aaonc the oouroee of inoo .. , t.,..ex.-.>t intereot 

'because failure to inclu4e it llllkea it hpoooi'ble ! or OOIM oo_..teo, 

;>r1nci pally 'banlto, t o renect edeqv.atelT the ecopo or tllolr oporauo .... -

and oo t he corporate p r1•1lec•• I t io intereotinc to o'boerYe that a 
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t• Statea, lllCl...Ua« 11 .. Tori< State, taz wbat 1a othel'WiM HC&rd•d 
u hJr~a:allpt lntareat u peri of the corporation l.llcoae taz 'baee. !he 
propooal. to l110lude ou.ob intereot ill the ,_ taz lo DOt, therefore, 
without aA7 prooodent. !he ~leablllty of lncludlnc ou.ob lntereot 
would depond upon tactoro other t beD tazet1on, -lT, upon lO«&l con­
olderatlollo and .. pociallT vpon tho pr obable affect of the chan«• upon 
the J'.Ural Oon~nt1 o bond ll&l'nt. It thio --....pt lntoNot caD­
DOt be tazod for 0110 ot onenl reaeone ~oted, then lt 1a N C4oo­
•endod t hat at l•at e:rpcMo l.llCurred in co- otlon with the Noelpt 
ot .. ch tazo-a:a~~pt lntorut be 41oal.lcftd u a bnalneoo e:rpcoe. 

!he propoaed n• corporation tas bue will • ....,.. 111<awloe for 
purpoaeo of tho Ull41otr1bute4 prorlto taz and th_e taz liallillty UAder 
the propooed corporate prirtl op taz will be al.lowd a o a deduction 
tor purpooeo of e otablhhia« the ad,Juoted ut 1ncou in tho ...,. '11/&Y ao 
the C4rporate DONal taz 1o 110w allowed. 11ail arly, all the e110unte 
paid out by tho corporation, n.oh ao 1ntereot, rente and royal tleo, 
will be oredited i n the - _., .. 41Yidallde are DOW' credited t or pur­
pooeo of deter.illiDC the UD41otr1buted n et illOOme. !be propooed treat­
ment of corporate enterprlM ebauld Nault in a rational relationab1p 
botnen tho tazetlon o f tho 1n41rlctual and tho t a:atlon of C4rpor ate 
enterprl ... 

!he bue for the corporate pr1Y1lec• taz would 110t ... noct eath­
tact~r11y the corporate prlrtl op 1n the caM of ~eo who oe lllco,. 
1e ~ot noluo1Yeq lnno\Mnt illOolle. !he 1nC4ao of ianotllent 
truato (and to 001110 utent aleo of inOUI'&IIOo coiiPillll••l ooaprlaeo alrloot 
e:mluoi'foly 1nterC4rporate aouroeo. ! o treat ianot...nt coapallieo 1n 
the ...,e '11/&Y a e other oorporatlono would iiG>O•• u;pon them an Wl4ue buz-. 
den not co=eUUI'&te with corporate pr1Yllege. 1!o treat ouch OOIIQ)allioo 
equitably by coJqpal"ieon with othoro it 1o neceeoary to conllder part of 
their income purol)' on a ooD<Iu1 t bub. It 1o r-eted, therefore, 
that t!le techlliquA 1101r -lo7ed with reepoct t o autual illYeot llUt co,._ 
pomiee be adopted. In othar wordo, all the i llCOIIO raco1Ye4, wbeth er 
ill the natura of lnterC4rporate itae or 110t 'lllll ba includad 1n tho 
corporate p r irllece taz 'baee of illYeotMnt ooq>allieo. !o Nllne thea 
fro• tho tull lllpaGt of the corporate pr1Yllece tu thlry _., be allowed 
to credit apinet t he baee DOt t he tull allOUilt of 41rtdc4o paid, u 1o 
tho caee with aut-1 ill'feot-nt coapallieo at pre .. nt, 'llllt eo•• peroentap 
which, it dellrable, could be 11184• to Y&rT acC4r41DC to the typ .. of 1n­
Yeatzect coop&Diea. 
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It 11 propoeed that if a llu'baD4 aD4 wlfo llnDC topth&r tllo 

oeparate raturDa, the total az of the la>.a'baD4 11114 wlto ohall be ooa­

puted on their accresat• Det ineo .. u4 ...... ad to eaoh in aoeora.. 

aneo with the raUo of their eeparato Mt lDoo•o to the accrepte 

Det lDCO_... 

Section 51( 'b) or the ...,..,... Act of 1936 prondeo that1 

1If a blo'baD4 11114 wife 1h'iDC topther han aa accra­
pte net lnoo• tor the taza'blo :rear of . 2, 500 or Oftr, or 

u accrepte cro•• inoo• for Ollcll :rear of .5.000 or on.,.._ 
(1) Jaoh oh&l1 .a Ollcll a ratllrll, or (2) t)lo iDCO• of eaoh 

oh&l1 'be inoluded in a alll&lo Joint ratllrll, in *ieh eaoo 

the tu: ohall 'be oo111p11tod on the accrepto ineo•. • 

.a. .... _,, or the inoo• a.. npon bna'baD4o u4 wiftl hao pr.­

oentod a perplninc pro'bloa of oqnita'blo adainhtratlon t~t the 

1U'o of tho inco• \az qot•. !he pro'bloa hao 'been to dotenll.ne 

whether or not Joint roturno of huabando and wifto l1T1og together 

ohould be treated ao oJ>e or aa two oepa.ratel7 tu:a'blo inoo••· 

In practice, lmobando 11114 wino filed either Joint or oeparate 

returno under the oarllor raTOIII>8 aoto, 'bolt the opUon <ranted lm.-

bando u4 wi '"" 11 nne top t hor to file oi thor Joint or ooparate rotu.rno 

woo not opec1fieall7 prodded lD the oarllor luo. llueh a p rorloion 

eppoaro for tho t1rot UM l.n lleetlon ~ of the • .,..,,.. Act of 1911. 

fho proeedoft under the oarllor aoto 1n41eatoo that th& retv.rno of lm.­

bando u4 wl.,.o llrlD& topther pr .. ODted d1Uicv.lt pro'bl-• rapr<Uooo 

of the type of retum that tho7 ehooo to tllo, !he .. pro'blOllo centered 

on the queoUon wbether tbo raturna of lmobando u4 wifto l1Y1D& topther 

eonot1tuted a unlt or -.ther th&7 •ra retv.rno of two 1noo.oo, tu:a'blo 

ooparatol7, ..,.n if reported on a alll&l• return. !hero .,.. - eoDt'Q.. 

oion, .A.t tbo ... .,. 'be&iDII1D&, the procedure for detoi'II1D1~ \az lla'b1lU7 

in oom raopocto leaDed a_. fro• the rooosnl. tlon of eeparatlon of 1ntor­

ooto of lmobando ud wi••• 11'11.~~& topther and in other reopocto oo...a 

to roeosnl. se Ollcll a eeparatlon of lDtorooh. 

!'hua, under the ..,. ..... Act of the Cfto4uatod no..-1 iDeo .. 

taDO "" aooooood apllllt the _, reported ,. the 1111.-

band ud 'wife .A. conolot-

ont p rocedure Wl4or tho 

......... Acta 1913 to 1917 han 'been ao .. o .. d 1n a o1a1lar _., 

-11 apiDot tho accresat• ..ount of 1ncoM reported b7 the lmo'baD4 

and wife linD& topther, ra ooo ot *'ther oint or • arato 

ratv.rno wore -.41, Boft'Yor, t prooo _. 110t cono otODt . 
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~ ...na.t llllller U.. ..... uer ac\1 -. u•ooe4 aptD.t \1•• o~ 
rate lll.coao or each omopt ..... Joi.:At ... ~ ...... -.41 ~ bubu4o 
aD4 wifto 11Y1D& top\hor, ia Olhl.ch ca01 tho ....-tax •o ..-117 u011114 
o.plaot tho -sat• _, repor\14. ..... ... r. tho .... liMn\ or tho 
IIVtax on \ho -p.\1 iiiOOM 41d DOt -· to 4orbl froa ...:t cll&l" 
co~~CepUoa tbat a Joint return lo a tual>lo lllllt; 1\ .. - .. ro17 to 
bo liON COIIYIIIlOnt in 10M iao\&11010 tO &1 .. 11 lt in \hlo -r. Ill 
111otancoo ..,...., tho liiCOM &114 414uct1oll Ueao roportod ~ tho lmobu4 
and wi!o wro caretull7 oecrepted in tho Joi11t rot'CU'II, tho ....-tax •• 
a11e1114 Ol])ar&tol)' !or each, 

n. procodllre DOW followd 011ao to ban been 110ulclod durlD& tho 
p or1o4 1911-1920 U114or tho ll.oYOmM Act or 1918. file practice of Jo1o-
1D& tho retv.rao of lmollall4a &114 wino for pvpo01o of tho cra4Uated 
110..-l iD.Co .. to.x, lftn UWI'Q&II -.41 oopuatol)', -. 41ocont1w.d aD4 
tho pro.cUco of co~uuc tbe ....-tax oa U.. oopuato lllcoaoo ..,.n 
ooparato ret'CU'IIo wore 11lo4, ""'' oa tbe _..,.to 1aco .. when Joint 
returno wore 11114, ._. 4of111ltel)' oota'bllobed dnrluc thlo period, 
n. pro.etlco -• oota'bliobed \bat U.. tax &bould bo co~tod on tho 
ooparato l~~eoaoo -n ooparatol )' ...P..rt14 aD4 011. U.. -pte liiCOOM 
wbon joi.:Atl)' repor\o4, 

t7pon roo:za.lllllllll: tho hpllcaUono of tho procedllro tbu ootal>­
lhbod tho :ro4oro.l Qonr~~~~ent baa coco to tho rtow tbot tho iDCOMo 
of lmoballdo aDd wino conotltuto a lllllt &114 ahoald bo t-...4 ao ouch, 
'rho pro'blec ln ito preoont fora -til froa a Vllltl4 Btatoo IIQp..­
Court 4oc1don !} lo wlli ch 1t -• bold unooootttutiooal to hlpooo a 
t ax 11p011 ou perooo. aoaourod ~ tho lo.coae of &D.Otbor. !be law or tho 
State lo. wbich a peroo11 roo14oo dotoralo.oo tho r1ghto to income aa 
botwoen hu.abao.d.o and wino. D1fforonooo 1n State lan, tboroforo, han 
lllcooo1tatod 41f1'ereo.t treatao11t of tho lncouo of lmoballdo &114 wiYoo 
for Jlodero.l income tax P'UJ>CIIO &114 baYo rooulted lo. 41ocr1a1o.atorr 
treatMnt or ouch \~ro l hiD& ln 41!!orent Statoo, 1 •••• 1! tbo1r 
1nco~:~~~a are rlewed aa a u.aJ.t . 

!be prooeot p ro.cUeo 1o. Jlodoro.l lncoM tax adai.:A1otrat1oo lo t o 
roco&lll .. tho llaalo proocrlbod ~ Stat e otatuteo f or tho o~aro.t1oa of 
lnterooto of lmollall4a &114 wino. Zl.ciJt Statoo, Art..,aa, California, 
Icl&ho, Loulo1- ...,&41, ..., V.Jico, !eDO aD4 Wuhlucton, bold t o tho 
o;roten of co-...1 t7 propor\7. Ia ..,bot&D.ce, tho o)'lt- of co-1\7 
propor\7 eliotluc withla tbeoo Statio allocatoo oae-balf of tile oo.­
aunl tr proport7 &114 iD.CO.. to tile lmoballd &114 tbe reaai.:Aluc o_.balf 
to tile wife. loao otber lt&too haft adopted tbe -11 l aw which dooo 
110t roco¢co &117 ooparo.Uoa of p ropor\7 i .o.terooto bot-11 bullall4a 
&114 wiYoo. file wifo'o propor\7 at dato of ....-rl.acl, &114 all proport)' 
aD4 income tbot o11e mleM acquire a!tor aarna., bolo~~& to tba lmolloa4. 
Still other Statoo ban adopted Yarlatlou of ou or both of thooe l epl .,.., ... 

!be acco..,&D)'luc !a'ble 7 indlcateo tile extant to wbl.cb lmob&lldo and 

!J Leper ••· tax CO...,ellon, 2iil U. I. 356. 
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wina an.U tbeDIMlna of tbo option to tile eeparata retumto. !be 
incoae reported. ill oo-...H:r propert:r retunla od4acl to tbo inco• .,._ 
ported. 'b7 bla'llaJlol.a aDd. wiYea ll&lcinc aapa .. ta rat\ll'Da in 1935 IIIDOUIItad. to $2.~ billionaout or tlli.9 'billio,.or 16 percent of tbe total incoM reported. tor purpoaaa ot tbe hd.e..t inc ... taz. It 1a '1'3'&NJlt that 
tbe p ro'blaa u:od.er conaid.a .. Uoat. 1a of au'betaDUal ,.....rt....,., 

flw .Urlaion or tbe total inc .... 'bat-n tbe lllla'band. and. ..u. 
reaulh in a ra<lnction of tbo total taz pa14 t o tbe hd.e..t OoYei'IIIMnt • . le a reault of tbe 4ou'ble u .. of tbe l"""r 'braalr:8h, tbe aurtu .. tea 
01ppl1oa'ble to tbe aapa .. te parh are not aa b11J> aa tbe aunu .. tea 
tbet would appl:r to tbe wbo1e h•co•• JIIJ'tbenoore, tbe total J'ede..t 
inco• tax of a llllebaDd aDd. wife rea141nc in o• State ~ .u'trar ~ tbet or a lllle'band. aDd. wife rea141nc hi anotber State, ....,. it idenUcal 
IIIIOWita of inoo• wre recaift4 in each lnatance. 

Specifically, no adnntace ace>l"llaa to Mrriad. rea14anta (without 
d~ndanta) of coaaull.t:r propert:r lltataa Wider the axiaUnc law • lone 
.. tbelr tua'bla nat inco- 'baton paraoll&l • ...,uon cl<>ea not exceea 
$6, 500. On l ncoaea in e:a:aaa of that _..t, a tu -tace ~a 
10hlch p.1na in al.plf lcance aa tbe abe of tbe lnco• lnoraaaaa, lhlle 
it eaounta to onl:r tiKI in the caae of $7,500 inoomea, tbe adnnt~ increaaaa rapidl:r with tbe aha of inco•a, raachlnc al1101t $70,000 011 
inco,.. a of $1,000,000. !boo extant of tbe tax adftllt~ acci'IUJIC to 
l:llll'ried raaidellh of oo-...1ty property ltatae on inoo•a ot apecitiad. 
abe la preaenta4 ill !a'bla S, !he contraat h -teat 'batwen .... 
l:lUl1 t:r property stat•• than the ot bero, boot there an .v.'betuUal Yari ... tiona ...,ng all \be lltat81t--nen &IIOIIC tbe aipt oollaWiit:r property 
Stat11. 

Ta'bla II 
hd.e..t 1Jlco• taz Ua'billty on inooMa 

of apecified abe in oo......tt:r aDd. no .... oo.....ut :r property lltatae !} 

!fet inco• 
before exemption& 

(In t houi&Dda of dollara 

• 3.500 • 26 • 26 • . 5.000 so so 
7.500 210 170 II() 

10,500 1,~ 27S 110 
20,500 1,111 3.~ 52.500 9 ,61111 6,0211 
76.500 19, ljS)j 11,701 7.~ 102,500 

~:= 
19,211 1li, 

202,500 67,SSS ~:~ ~2.500 163,9lili 129,SI4 
2,500 233.9lili 193,W 116:~ 502.500 ~·9lili 25'9,SS8 

752.500 .~ liJ2,SSS ~:= 1,002,500 611o,~ 6ll,S84 

!J fu co..,..te4 on &aia of $2,560 a:m~~ptlon tor arria4 peraona and 
Mxi- earaed iaoo• ore.Ut. 
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!'o ......... 41ft•-· l\ 1e prapoN4 tlla\ u.. \a 'be 00~ 
J'IIW 011 \be ·a apw M \ 1- ot 'llo\11 .......... -.....,. U..7 
nh ..,...., • ...._, UI4 ........ to oaoh 111 acoo..a....oe wUh \he 
raUo ot \ball' Mpai'&M Ml 11111-1 \o \be ...... p\a, !be clecleloD 
111 Oole ••· Ondaaloaer M¥ han •• 'lleerllll ,.._\he pooel'llll U7 
of Wo prooedlan. fllh prapoul wald 1Iap0 .. \he \a ualtoral7 011 
total •t 1~• of all ........... of !Iulluolo UI4 wino reprdlaoo of 
u.. fta\a 111 '1111& ...- penou r .. lu. 17 \!au attac\lJIIwolfon.l\7 
of .... ,.-\, t.lala prapoul ~~Willi a'lloU .,_..,. aqal\7 wl W II 
t l:e 1DCO• '- 'llo\h 'llir U.0 all81•Uoa of dlacll'lloba\1011 UI4 'llir 
alUI1aaUJ11 \he po .. t'lllU\7 ot uol41DC blp ..ar\u raMo 'lllr wal\h7 
f • 1llao, lloraowr, o1llllla U.. \as wall loa OOIIpQtad 011 ~t• 
M t lnco"" of 'be\h !Iu'bellde UI4 wino, edopUon of We JII'OpoW -u 
.... ,u l a l ncn .... lllco• \a rn-•· 

• 
I 
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4. C!rrz:tonanl for •·=·1 
••' Lo .... 

n h pur.ll7 reoop1oe4 tbat u.o 1- taz wov.l4 'be -.ore e_quu ..... 

l>le U 1 t cCIII14 'be buM 011 the aTe rap liiCOu onr a ~l'lo4 ot oenr.l 

7MI'S• lo• ol>rtov.a ...UIIlohaUu 41tttcW.Uee, bo-er, Nll4er t he u e 

Ot &II &Urap 1>&11 ~J'aOUcal, !.he -.on ~~ 0\110tl0110 pel'bapl, lo 

the\ lh uae lo Cl'OIU7 liiOOIIftDilllt tor tM \~1' wbo lo 00lltl'o11te<l 

4v.l'lac Upreello11 ~l'lo4e wi\h a eloeal>h taz llal>lllt7 l>aa•4 011 a pnCJI4,. 

t ac p roepent7. 

J'or aD7 71&1'1 the ll'lthh QPII'i•ate4 with u aTirap taz ball, 

•111Plo7lac a 41ttll'lllt -'ber ot 71&1'1 tor 41ttel'lllt k1114a ot l11co• &114 -

taztac eo• ld.DOI.a ot lllco• oa u uaa1 l>ula. !.he7 414 110t •111Pl o7 u 

aurap l>ue tor the 1114ln4ul ...nu, bolower, &114 111 -r.l the,.., 

ot the .,.,.._ ball •• rel&UYel7 11111111P01't&llt u c ept with n.,.ct t o 

Sche4ule D which applle a t o the protl h of tl'&4ee , 'bla111111 &114 protu­

llolll. Prior \o the tazal>le 71&1' l>ecl11111ac jpl'll 6, 1927 , U.O taz l Jl 

t hlo ICIII«».le aa &llllle<l 011 a tbree-71&1' aTerap 1>&11. 

I11 tt.. :rt~~a~~ce .Let of 1926 (all4e hoa cenaill p1'0'1'hlo11a which Wll'l 

....U t o tactlUah the ha11altlo11 troa U.O three to the o--71&1' l>alle ) 

t hl e procMial'e aa al>ol1ahe4. lbal~, IID"'"r, a p i'O'I'illo11 •• 

o~~&e\84 'tlhlch allo" 'blatlllee loe111 to 'be 0&1'1'114 tol'lal'4 tor a pel'lo4 

ot eh: 71&re. 'l'hta lll>er.l 0&1'1:7'-fol'lal'4 of l oeeeo ...,. 'be J:'ICifol'4e4 u a 

IU'betltutl t or the aTeraclac prooedal'l . I11 a etatl&l' 11&111111', the ut loae 

pi'O'I'iliOIII ill OUI' ...,.._ .l.ch 1921-1932 (wldch Wl'e 4110011\1-' b)' the 

J ,I.Il • .let) p'l'e partial ettec\ to the aTeracliiC of tDCO•. 

'D'114.er th .. e 111t looo p i'O'I'iaiolll ( IU\Iect t o cel't&l11 •.lUIIJitlou &114 

llattatlolll) •t loae aa 4efllle4 u the -~~ of the 4e4Dct1ou allow4 

O'rel' 11'0 II illco• • !.he IJICipUOJll &114 llal \atlOill Wl'l 4eaicM4 to llal \ 

the Mt l oae t o 'be O&l'l'le4 tol'lal'4 to the loaeu troa tl'&4e or W.1Mee. 

'l'be7 WIN 4ea1CM4 &leo to 8lb a -.ore realhtlo &OCO'IIIItlJIC of the loot 

euata1M4 b)' the ~I' th&ll n..U\14 traa the OOJIVG$atlon of the 

IXCIII Of a\at'Cl\0 1'7 4e4ac\10ill Oft I' ata\uto1'7 11'011 lllc .... • J'ol' e:lllllple , 

(a ) !he 4e4uctloll t or 4epleUon , 11114er atatut o1'7 4ea..:Uou , 1D­

clv414 414actt ou 011 l>alla that wn ill 110 olaar a7 nl&\14 to the t.,.. 

4lpletlo11 ch&rpe to 'tlll1oh the ~r h eatU114, that 11, the7 1D­

clv414 Upletlo11 'GII4er t h e peroe11\ap &114 41e COYII'7 'l'alu -·· !'be 

4e41lc\loll t or JIUIPO••• ot 41teratlllac 111t looe , boW'I'or, wn -.on 

l'lalloUcall7 ltalte4 \o tho11 l>ue4 011 coat or lfarch 1 , 1913 'l'alu. 

(l>) !'be 11'011 ill- 414 110t lllol'1141 oel'talll ta.e:..pt illtereot. 

luch illhreot aa lllol'11414 tor the pUJpOoe ot 41hrallltac the ,., l oo• 
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to bo carried forward, !lbeoo e4Jilot•nh reflect, in & 11noo, •t t.be 
log1ol&toro ib-lYoo t~>auFt of oori&i" pi'OYioiou of tho inoo• tax 
l&w ..,plo;vod i ., t.be detenll.naUon of otatuto17 ~>~t ill.oo... In ibo ca .. 
of interoot ueluded fro a crooo inoo•, tbo obobcle 1o a OOJloU tutlonal 
ono and oo be7ou4 IPieQ reae<ST· In otbor iJlotiJlceo, 1 t would •­
proper to -u4 ibo lan oo ao to -a ibo otatuto17 ooncepto reflect 
.,re clooel.T tba t...._ oco110aic poaUion of tbo tGpeTer. 

Ccpit&l looooo wro Cl&l'l'ied forward ao a ooaponent of not looo in 
different wa7o Ulldor 41tfeNDt rw- acto and d1tterent17 ao bet­
iu41v1dualo and oorporationo in ibo -r 1dlich 1o deocrlbed in detail 
in tho o~ato .. .,randlul on Corp1 t&l Gal.u and Loooeo. 

Certain of tbo e4Jilo~to on not 4ef1c1 to that fo1'110rl7 •re 
noeeoo&1'7 for ibo pv.rpooo of eotablloblll& a 1111t looo, 1dlich aore ac.,.... 
ratol.T reflected tbo acoount1JI& of 1noo• for 1n41T14ualo and oorporatlono, 
will 110t bo required if ibo rewiolono orucpoted in tblo •mrau4ua aro 
edoptod.. lor example, tbo ued tor tho edJilotaont with re-ct to inter-­
corporate 41Tideu4o will 41oappear if tbo propooed corporation tax baoe, 
which includeo 100 perceJlt of 1Jlter--oorporate iteao (41Tid.,.do, rent., 
1'07Alt1oo, interoot), 1o adDpted, 11a11ar17, tbo edJilotaoJlt tor depl ... 
tion will 110 loJI&Or be required it tbo baooo for depletloJl aro reotricted, 
ao horein propooed, to coot or llarcb 1, 1913 valua. !ftle e4Jilotaont for 
tax-oumpt intoroot, bo-..Tor, will otlll be ~>~ceooar.r boeauoo it 1e 110t 
pout blo ao 7ot to our.,unt tbo oonoti tutional obotacloo to the taxation 
ot tax-ozeapt interoot Ulldor ibo 1n41 vidual illoo• tax. llllt ITen tblo 
&dJuetll8nt aq not be neoooo&1'7 with reiPICi to corporationo if 1 t 
proveo foaoiblo to 11lclu4o tax-oDIIIpt 1ntereot ill tbo now oorporatloll 
tax baae. 

In &441 tion to tbo carr.J'"forward of a4Juated Dlt datlc1 to of 1n41-
T1dualo and oorporatlollo tor a period of two JO&I'o, CO!Pital looooo will 
be carried fonard tor a OOI'I'o~rpollding period in tbo II&DIIIr dotailed ill 
the -l'ttoDdDa 011 Ccpital Gaillo and Loo11o. :BrioflT, ill ibo oaoo of 
1n41 viaualo ibo oapii&l looo 1o collnrted ill to a t.x cro41 t in tbo 7ear 
re&ll sed and, to ibo oxtent 110t ottoot ill tho .,...ront ,.,... b7 taxeo Oil 

CIIJ>lt&l ¢11.1, 1o carried forward ao a t..x cro41 t ~Dot ibo tax on 
CIIJ>l t&l gatno of the too wcooodill& ,.,...,, ln ibe caoo of oorporationo, 
for purpoaeo of tho privilep tax, tbo capit&l loo11o are &llowd ao an 
ottoot ill 1'1111 agatnot oap1 tal pl.no ill tbo Cl>l'l'ont 70&1'• but DDt againot 
aD7 or41D&I'7 lllOOH, !ftlo exc.oo ot ibo capital loe111 over capital pino 
1a carriod f orward to tho naxt too .v.oooedinc 71&1'1 to be ollowd ao .,. 
of:het onl7 ~llot capital pillo reali-.4 in tbooo 70101'o; and tor parpooeo 
of the uu41otributed protita tax, capit.U. loooeo are ollow.d in 1'1111 to 
oftoot agatnot capt t&l pl. no pluo ord1D&1'7 lllOOH in ibo CIIU'rollt 7ear 
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.M. .., -•• •• eo otf•t 1a GU'I'tM fo...n for te :reer• M offMt 
\be oeplW plu plu orU_,- 1- lletore dakndD1Jic U.. ...,... ... 
ut s.-• fllr \be .aieV!.lloaW profth tea of*",.... •• 

!llo _.._, of U.. propooel M ~ t~~...n ...,.. ... Mt Ufto1 ta 
of tM1•1CMla a4 oo,.rauoaa .-4 M .n7 to...n ~W loe•• for 
te ,_... all ,. t• ..._... .. ~t..a. \be s.- tea oa a •re 
oqlll telllo 'uta. Yarl_.le _. ... of s.- wlU *""' M p1aoo4 oa 
a ..... •fOOl footiac wltlt U.. •re ·~ -- ot s.-- 11114 '­
J~e~FV• wtoo .. \be 1'0Gp1•t• at •arl_.le ..,,.. ... o1 laooM ell • 1oapr 
k 41aor1daatet ..,Uut • ..,. - aur \be ~· _.._, <oblol> taaa 
11100• eV!.ot~ oa a~ Nate wl.tllftt..,..,..,.. ••-• _. 
wt.tbaoat.., ...,....,.. ta ,...,lllliiC w.tol> renlta troa \be- of oarrr­
fol'ftl'4 of 'l.o•••· . 

Ia u.. _, tllat \be rw- 1Jiplioat1oooa of \lila propoeal are 
toud w M _. tltat fllr JftOUMl _ .. it -a •• k 1aol'OU4 1a 
\be '*' 1..,. rwhioa fllr 19)1, U.. U 1e .._..w tllat \be pnpoeal 
k -tel wltlt a1bit.Uoa. It lllf' M Jlft"ida&. tor lu._.., \at 
\be oarrr-to...n of \a 'atln le-~ 1a • - ~. 
,_..Mall...._ w ....,._\be Mt iaeo• ot 1a4lnc.la or of .. ,.~ 
tlou liT •re tltea 3.,..1/ .,, or po~ 50 poroat. 
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5. leetriqttap At •"• for De'•tip 

It h pl"'PPM4 to -.1 lle<nioa 1111 110 aa to 11a1\ tile -=t ~ 
~letioa to tile coat baaia ~ \be propert7 or ita 1913 Yelaa. 

!lie ceneral rule wUII r.....,_ to llllplaUoa h that pro•ided in 
Section 114(b)(1) of tile Bl••na. Act of 1936: 

0 '1'he baala 'GipOD 'IIIUab MplaUOD h to be al1o ... 4 1D 
raapeot of 811!1' properv alla11 be tlla adJuahd baah pro­
Yidad 1D HCUOD 113(11) for tile pvJIOM of datenilliQC tile 
p1D 'GipOD tile aale 01' otllel' 41apoa1UOD Of ...all propert,.-••. o 

!II• uc.ptiou to tllla -lal rule are: 

(a) DiaCOYeJT Yel• 1D tile - of llilloto otller tileD 
tlloM prilc!ll.ciQC coal, .. tal or eulpllllr. 

!llh bu1o, IIP!'licabla ,._ tile Mrlatt Yelu of tile propert7 a t 
or ritii1D tll1rt7 _. of dlaOOYerT h -.ter1all7 dl~roportioD&h to 
tile coat , dat .. troa tile :a. .... - Act of 1911 ad or1c1na117 app1h4 
!alec to other aluo, oil &114 pa wella. Ita aoope waa reatr1cta4 .._,. 
tile b'l'e!Ne Act of 1926 'IIIUoll 11111 ted 1t to aiua ud ap1D b7 tile 
lineD,.. Act of 1932 whioll 11a1ta4 1t to ita preaent aoope 110 that it 
IIP!>liaa oul7 to a1Dea other tllall oolal, .. tlal or .W.plra.r. file lal1owuoe 
tor 4~1etlon on the 4hooYel'7 Yelu bu1a -t u.,..cl. 50 percent of 
tile nat 1Dooae co..,..tecl. ritllout lalloW&DOe tor ~lotion. 

(b) Percat ace 4aPlat1on for oil •4 «ao ... ua. 

!Ilia bull dataa froa t ile ...,_ .t.ct ~ 1926. 'l'he lallo- 1a 
27t percat ot cro.. s.-.. DOt 1D uoeu of 50 per-t of the ut la­
oo .. oo..,..ted ritllou t allo- for 4aPlaUon. 

(c) Percatap 4aP1et1on for coal, .. tal u4 eulpllar a1Dee. 

!1111 bu1a cl.ateo troa tile Bl•- .t.ct of 1932· !be ..u.- h 
5 percwt 1D the - of oolal aiuo, 15 pe..-t 1a t ile c- of .. tal 
111,... ucl. 23 percat 1a tile - of eulplmr ai.tiU bat .110t 1D aoeaa of 
50 per-t of tile net i- .,.._,..ted ritllout lal1o-oe for daPleUon. 

tn 1eolate4 lutuoeo coot or 1913 'rial• ~ otlll be tile aoat 
faYOrab1e bao1o for 4ap1et1on bat porcentace llllpletion llu ooae to be 
,, .. 4 aoot utenalftlT• 
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!bo uo of 41-•..,. •4 peroatace ~hUoa *•• -'bl• tiM tu.­
!~ to recoYer •re tball 100 peroell\ df IUo ianet•at t.,._troo, al­
tbo"QIIl tile p,...,..,Uoll 1a that tile t~r b uUtle4 t o roco..r IUo 

~ital ftt tbet uq u :oeo• oYer tiM ianat-t abo'lll4 lie repr4e4 u 

taxalolo iaco•. !!Ia i- taz prertalou pel'lllttiac tile - of 41e­
C0""7 •4 pe..-t_,. o.ploUoa -... • ...,. tall~\ to tiM cr-tiac ot 

a bovatJ' to tile oU oa4 II1Jl1ac ia\oreah. lhllll a boaat,., one 11 

JueUt1o4 oil cauraJ. croaadl, abould bo croato4 41reou,., ratller tbaa 

ill tile 110turo of aa illco• taz rellot. !bo latter prooa.tare t&ll41 to 
4oatro,. tiM oqvJ. tJ' of tile iaco• toaz. 

Ia tile flrat plaoo, tiM -t-t of per-tap 4•ottoa 414 aot 

brlnt; about l:la1fo .. troat-t aa loetw• dltf....,.t t;rpoa of alaoa aa4 

caa all4 oll wolla. 'l'be percut.,.a ftZJ' aocor41ac to tile t:rpo of 

Jli'OJ>Or\J', 27i peroellt 1a tiM caoo of caa all4 oll wolla, 5 p......,t 1a 

tile caoo of coal, 15 perCODt 1a tiM .... of •tal aa4 23 pll'OClt 1a 

tiM caao of a'lllplmr properllaa. 

Ia tile a-lkl plaoo, tllero 1a ao uoeoo&I'J' relat1ou1Up bot- tile 

aur•sato 4oplot1oa that coa bo hloaa 'IIA&Ir tile oanral peroelltapa all4 

the coat of tiM PNJ>W\J'. 

'l'hirdlJ', tile oU, pa oa4 Clliac crcrap pDirallJ' 1a troato4 .ro 

fanrablJ' thall otber t:rpoo of 'b'CI.ailllao aiaoo 'buiaau 41acot'er1oe that 
laoroaao tho ...u,.. of tile 'b'CI.aiaoaa clo) aot rol'lll t 1a tho .,....uoa of 

eo• artltlciel buo oorro~ll411lC to tho dloOOni'J' Yalu or &aplotloll 

bau, of wiUch tha telq)qor 1a pel'lll tto4 to taloo ammallJ' oo• arblti'OI'J' 

porcolltap aa a 41411ct1oll troa cro•• iaoo•• 

!ho hdoral Oon..-t ooald .tutlJ' r-" dlaconi'J' aa4 perclllt.,. 

411>let1oll 'baoea noll 1t oo- ci..-t- Ml.ch ao,... or otber atre­

ordi..ar, 4oa&ll4 41ctato4 tho et1aalat16a of alaoral oa4 oil pro&octioa. 

It call cortalalJ' ,tuUfJ' tile ro••ol of tbeoo 'baoaa ill oir..-tallcoa 

tllet ~JIPiar to h&Yo d1otato4 &Ot'l-tel roatdot1oa procrua for tho 

!'UJ'!'OOI of prot ootlllc aatural MOOUJ'CII aa4 au'ket pricoa. 

.r.rlber, tho baooa for ~oUoa pro•.1&14 for 1a tho Re~~ptloa to 
tho coaoral r'lllo a a atato4 1a S.otioa 114(b) wre, 'IIA&ar tile r- acta 

that firat ollll0to4 thoa aa4 UD4or all au'baoqaat ron~n~e acta (or~t 
aa horoiaatter aoto4), aiaalt ... -lJ' «~tol'O.<IIId troa tbo 'bull tor ~le­

Uoa rocopioad for tile parpooa of a4JuUac tiM coo\ or llarcll 1 , 1913 

•al,.. for tho parpoao of dltor1111liac tile caia or loaa troa aal.o or otber 

41~ait10il of c c ltal aaoah. !hia _, that tiM taz &'f'OidoaOO froa 

excoaaln 4opleUoa cbal'co• talooll aador tile 41aoot'II'J' Yal,.. or perooot­

ap of iaco• 'bull co'llld aot lie a'llll1fio4 at tile tt. ..._ tile 61pleto4 
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properl7 - eo1 .. h • \lieN -·•" tllphUoa .....,.lou M4 • beeriiiC ~~p~a tiM OOIIIPilbtloa d pU or 1o .. ~~p~a \1M •el• d maee, 
o11 ea4 - .. u.. \'be ••- .&ot d 1932 ......_1 tbh prooedare for. 
1932 u4 niiMq'Uilt ,_. 1V ~ \be - a.plotioa olotdiOIIUoao ~ 
pl1C»JJle for 'llotla pvpoMo wlUl \be aoeptloa \bat .,._ fu Ul7 '­
lllo 7tu prior to \be t&lllllllo ,_ 1932 t'llo a.ploUoa .u-na 
1luo4 oa 41eooftr7 ftlu or a pora•t ... of 1Mo•, U.. \1M edJu\-t 
f or 611ploUoa for ..... ,_ obe1l 11o liaM4 oa \1M lolploUoa alall walCl 
baft liMa ell-no for ..,.. ,_ 1t -.,tel wlU!nt ...r- to 41., 
CO'I'VJ' ftlu or a pora•'-Co of !MoM.• 

!bio Gballp, 1atrotaoo4 1V tbo .. ,_ .&11\ r4 1932 ea4 ooatlaul 
t o clah, will ottM\ - of tbo taz aYolloaoo troa -dft 611pl .. 
tioa , .... bat _, ottMt \1M ta aftlclaaoo tiMt W aa 'eto4 
oa aooout of oxooeeift clapletioa abarpe prior to 1932 .or- U ellllt 
ott taz anlclaaoo 1a tile laetaaooo olooro tbo ooet of \bo propor\7 IroN 
b- aoro tbaa oolllplotol7 obarpl ott, !be 'bub for ct.ploUoa oaa bo 
.U aoet ualfon u4 oql>lteble 1t \be ezoeptlou to tile .... rel ralo 
etato4 1a nlleootloa (1) d Soettoa Ull(b) a4 tbo .UeootlGU (2) , (3) , 
ea4 (4) of Sootioa 1111 (11) we ropoelol. If t'lloM h are ouot ... 
t boa tbo baloo for ~otloa wall 11o 11alto4 to (1) oon, or (2) llarob 1 , 
1913 'lelue of tbo propea\j, aa4 \1M .U.lU.. 1a tiM .... at \liZ...,_ 
tioa tbat aow - t o tbo od.a111C, po oa4 oU lat-eto oa _, of 
IIZOOU1ft clap1ot1oa ellouaou wall 1lo 41-U-'-

Regraded Unclassified



, ou .... o.., 
Pr!IJ*"lee 

I 

t 

Regraded Unclassified



( 

- )9-

6. !az LhoUatloD. 011. lacoM t:roa a.lo 
ol 0(1 &D4 Qii ffliel'ilee 

I\ h propoood t o r.p-.1 h"'lon 105 ot the an. .... .t.ct ot 19)6 

de aline wl \ h iD.COIII troa the ealo ot o11 or po properUoo. 

Section 105 ot tho -- .t.ci ot 19)6 prorldeo \hot 1 in the -

ot a bona tl4o ea1• of ozrr o11 or po properly, or ot ozrr intoroot 

\heroin, ....... the prl~~eipol Yal,.. ot the properly hao llooA de110aatratod 

'b7 p ro8J)oc Unc or o:oploratloD. or 41o00ftry worll: Ao11.1 'b7 the ~r. 

the portion Of tho taz bopollcl. 'b7 lec\lon 12 ( nrl&z Oil ln41Tld118lo) 

aUrlbllia'lllo to ov.cll oale ohaU 110\ I:IICIIA )0 per cent• ot tho oalllDt; 

price ot nell properly or lntorooi. 1 

fhlo OICtiOD. h ollllllar to OICtlOD.I IOpplarlDt; ill all the reYODWO 

a<>to troa 1918 t o 19)2, lncl'UiYo, Ito aYOwd plllpOII •• to •ot11mlail 

proopocUnc aDd •lll'loratlOil1 'llth reopoot to llinoo, o11 or po prope,.. 

tho (S. Bopt. 617 - 65th Co~~t:r~oo, ) r4 Sooololl, poe- 6). In 193), tho 

11qo u4 W.au hboo..J.tho oa PronnUoll of taz .I.YOlclaaco ota\14 ln 

l to roporl the\ thlo proYhl oll wao -.pp&rollily llloerlod la the law "•• 

a oubol41 to encovace the 41Yalop•nt of lliW al,..o aDd oll wllo. 1 

the lo.boo..J.U.oo wollt on to .., thai lll tho p reoont oiato ot oYO,.. 

pro4Dctloll then lo 110 ,..,, to conu..,.. the oubol4J, aDd reco:.oll4o4 tho 

ollllilllltlon ot the enUre oocUoa (p. 16). .t.coor4111Cl:r. tho oootion 

wao omtto4 fro• tbio l!aYIDWO Ach ot 19)4 IDA 19)5· 

.l.o orleinallY propooed, the BoYo- lllll ot 19)6 (II. ll. 12)95) 

contalllod no proYiololl tor preterontlal treatlllllt ot inco- tro• the 

oaleo of oil or gao propertleo, llowonr, the lenah J'ill&llCI Coamitho, 

ill reportinc tbo blll, lnoortod a proTioioll 111lich, in oftoct, reoD&Cild 

the prorlolono toUD4 in tho ....,, ..... acto prlor to 19)4, tblo ooctloll 

boca- Section 105 ot tbe ...,,..,.. .1.ot ot 19)6 aboYo qw>tocl. !be r1a110n 

tor tbe reoii&Ctlllllt of thlo p rorloioll h t oUD4 i n :a.port llo. 21~, 

74th Conerooo , 2114 Soooion (poe- 18), ao follow11 

•n •• bi'CN&Ilt to tho a\toatioll of tho ...-1 ttoo that 

tho ot foct of tho oalooion in the 19)4 .l.ct of a aiallar p~ 

Ylolon wao, ln a&JIT caoeo, to prOYont tho ealo ot ouch 

1>roportioo aDd t louo a taz loll hoo reoulhd, aDd 11141rld11Alo 

ban boon UoOOVI&'Id troa •baftinc upon or contbmJ.DC: ov.cll 

enhrprloeo. !be rooult -. to throw the blloi,..oo lato tbo 

hondo of corporaUou 'IIIIich, boinc oubJoct ollly to tbo 

co>?Oration-taz rato, would pq loll taz than ln41rl411Alo 
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WO'Al4, 1\ h llellft'M tbat \be re1111U of tile pnp.,.e4 obup 
11111 'be w nu.l.a\e 1A41Yltllalo w Mnlop oll .a ... 
pnpor\lM _. \0 11011, Ulu lDoreul.ae \be '-Z Jiol4 froe 
\bie ...,.. •• 

1A Wo oo-'loa, U ...U 'be polate4 "' Ula\ *1~ U ~ 'be 
4MM4 uolralllo \e -"' IIPOOiol ..... ._, la _....to U.olop oll 
p roport;T a\ IIIIGII ,._ u h la U.. aoUoaol la'-'• U b ao\ 
11ellfte4 tba\ ..a a ooa41\loa ahh at U.. P"_, U• .... Ulat 
.. uuac obon of a- or o\bor •Uoaol. s ..,, ..U. aorU IPMlol 
ooaoturaUoa \o be Jl'nll \o tbaM t;Tpoo of MMh. ._ la ..,. 1 .. 
otaaooo, U '10Cn114 - •ro .. lllralllo \o .,..., \boa oa.trlp\ Mlllol41oo 
ratber \Ilea \o .Up!lla\e .U -'- arUfloiol '-Z 1leMo for \be 
aooo•l..,_..t of lho - _,, 

'SUI> ro.,.o\ \0 \be ........,., that \be oU ....... 'llu.olaooo wnl.4, 
'bQt f or \be pi'OYioloao of Wo -\l oa, 'be 4rl'nll la\o \be h.uo of 
oorporaUou, U h .. .,.,. ooartaotac ua.a ~ ola1'• ar.,...\ Ula\ 
<llnl.l4 'be .,... -, \be IID16oro of ~ o\ller t;Tpo of ool.oehlo aoM\, 1M 
- 41oparlt;T 1D U.. \rea-\ of 1- trOll U.. oolo of uoo\o IID14 
liT l atintllalo ao -calU\ oorporaUou ahto fllr ~ t;TJ10 of .... . 
'!!>ore -• \o 'be ao - for U.. ooa\'-'loa of )lref-\lol , .... ._ 
aoat of 1Dooao troa ool.oo of ot1 11114 ... JII'CIPOrU•• a\ U.. pr-\ u.. • 
.t.coor4111Cl7, U.. ropoal of IN\loa 105 of U.. •• • M\ of 1936 1o 
reoo ,..,. 
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7• teZ.\ig p( (ZtDOMl,) lp]41pr Qqm•p1M 

n ia propoaad. ... tlla matlq pawMl !Dl41zlc """''""V' prort­
aloaa 'be npe&lad. - tu\ tu a41a\r111a.W aa\ 1.Dooaa (u a.t1J1a4 I.Jl 
Sec\loa 14) ot &11 OOI'p0,..\1oM tat &.l'iw a> pa.,...., or .,.,. ot ~ir 
poaa iaoo• troa raah, n;roolUaa, I.Jl'-raat, 41rta.a4a, I.Jl ... at ill a 
hut, .,W.. tr. Mla ot 41\;r tlatvaa- .,w.a tr. Mla ot a-n-
Uaa, ato., 'ba .._. oa ~ 'baale ot ~ ..,.... ot 1a41rt411ala o...W.C 
50 pa.,....t or •r• ot tlla Olpi\al •to• of - OOI'pO,..t1oM. :luke, 1o­
.......,.,. .... ..,..,. .. , - OOI'po,..\ioaa ...,. a-.t tr. ~ Saooaa \&lt lllloa14 
'be a-.t troa ~ pnJOead. \alt. 

It e!Du14 'be poi.Jl\a4 out that ~ 1.Dooaa 1.._ to 'be I.Jicl'll4a4 tor 
'"- JI'IZ'PO•• ot '-'-~DC ...,.,"-r a OOI'po,..Uoa -• witbla ~ aoopa ot 
t"- p..,poead. \&lt - 'be ...S. U.Ua.l wUil t!Daa DOW iaol'll4a4 1Jl palNOMl 
llol41q OO"''""V' Saooaa u 4at1u4 I.Jl ~ Bo-.a J.ct of 1937· J'llnller, all 
'"- aateauar4a "'-ra ~lo;rM wUil raapaot to &.ta~DC ~ percallt.ce 
ot iaooaa 4er1Ya4 troa ~ apeoit1a4 _...,.. aa4 wUil raapect to "'- 4eti­
nU1oll of.., 1a41rt411al wn14 Ma4 to 'be Quaplalltad. to "'- propoaal. n 
doea DOt epp .... to 'be ... _.....,. to •tar 11p0a '"-•• 4e\alla "-" bll.t "'-7 
are of paraao=t ~I'Wolloa. 

Section 102, ~·1Dc a nrt.u oa OOI'po .. t1ou I.Joproparl;r aoCOIImlat­
iDC Rrplu.o, - 'beell Oil ~ atat'Clte 'llooka a1110e 1913, 'b'Clt 11M DOt pro ...... 
a. tul1;r atfaoftlll ...... ot atopplq 1e.x a...,14uloe. llaoopl.Uon of tllla 
tact ._. \U:u 'b;r "'- ~.mttaa 011 ~ .L...,14uloe I.Jl 1933 rttll panicv.­
lar n!ara110e to paraoMl !D141DC .... .,...,. .. , u a reault of whl.cll a apeo1al 
tax aa 1apoaa4 on pareoMl !D141DC oo.,...,.••· !hia 'baoaaa Seotion 351 ot 
t"- ~. .Llt!Dup U Acou4a4 I.Jl a _...... to o"arooaa t"- uaa of tb1a 
da•ice tor tax a ... 14uloe, t"-n • 'lla4 t"-ni.Jl WI> MJor 4atacta. 

Jirat, a hicbl:r ooapli .. tad. aa4 arUf1c111l \&lt 'bua aa &.rtaad. t"-r•, 
'llllicll aana4 onl;r to DllllU')' ~ attacUY.,.. .. ot ~ prorta1ou ralatiDC 
to "'- paraoaal lD141Dc .... .,...,.... !!Ua poi.Jlt ia ao wall laic- r .... data 
da ... lopa4 eJ.a .. ha.n, aapao1all;r I.Jl oo .... cuon wi til '"- pu- of "'-
:a. ... - J.ct of 1937, tat u - aarw 110 uaatul P"J''II•• hara to dwell upon 
it, fila P"""iaioaa wi tb napeet to ~ peraoMl bol41DC oollpllllJ I.Jl '"­
lleYem>a J.ct of 1937 wan prlaaril;r 41reota4 at ~ loopbolao that raaulta4 
fro a t"- 4etacU ... \&lt 'bua ~1o7M 1Uidar 'II:- :a.- .Leta ot 1934-J6. 

!he \&lt 'b&aa 111 tlllo propoaal Uao to t"- tas 'b&aa ~lo;rM for pUr­

pol .. of t"- 'IDI41a\r111a.ta4 prot1 ta taz, a 'baa a wi!J.cll "•1"7 OOI'por&tion 
lui>Jeot to "'- apac1al \&lt hare p..,poaa4 will aJ......s;r haYa aata'bl1alla4 
for t"- pazpoaa of 4eterai.Jl1Dc Uo \&lt llabUi t;r 1Uidar SaoUon 14. !Ilia 
h t"- locta.J. 'baaia for tba apao111l \&lt han propoaad. ai.Jloa "'- o'bJaotiYa 
of "'- apacilll '- ia idanUoal with t"- o'bJaoUn of "'- nrt.u on '1D141o­
tr1'b'Clta4 p..,fita, -1:r. to otop tha a...,14alloa of "'-~ ill41rtdual 
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wnaz rat oo tllrnll> oorporaUoa :re"-Uoa d &U'Illlll&• '1!118 nnu aa4ar 

S.CUoa 14 ob'iDe at \M aowoc- o1W&Uoa, OtrporaUou -.4 _,a f­

WMl\bT 1J141'1'idlaale on14 oUll om>14 aoao of tba b1cll 1JI41ndlaal nnu 

ratoo ulooo - ad41Uoaal tax -. to lie ilplee4. !bat 11 tba parpoM 

of \M pro-t po:reoaal bol41Ac ,..,_ p:N'I'iuoaa aa4 \bat &lao 11 tba 

parpooo of tbe J>l'OPOaal-lt 11 to ~-· 110t1oa 14 1a -e• .....,.. tbe 

onorohip of oorporat11u 11 ·~ oo-\retot, Jer tb.l.o ........ the 

'baoeo for the ""' ,_ ollnl4 lie 1._Uoal. 

llocoa417, ........ f"m··-taUT. tile po:reoaal boldiJII ..... ..,. pro­

notou of tbe ••- MJt of 1937, lib ...,uoa )51, ...rtar troa eo 

onrl7 proche cl.lf1a1Uoa of tbe tora &poraoaal bol4111C OO'OS•T·" It 1~ 

nt .. the poteaUal t&qN~~wo to crawl lero114 \be ehalllltae of~ 

Uoa 'betwMa poraoaal bol4111C ooapaa1oe eat otbara eat tha.o to .. cope tile 

ourtu 1~~po .. t. It 11 aot poul'blo to owe thlo •-•4 41tt1CQJ. t7 -

plotel7 ht t bo propoaal 'IDII14 OYaroo.. •ot of 1 t. 

lloco-a414 ratoo t~r \be pnpooe4 tas .,.. u followo 1 

It 50 porcat of tbe ftl• of \M 

o~ltal otock outotao••ac at aDT 
tiM dnria« tbo laat halt ot \be 

tua'blo 71&1' 11 o .... t ~ or 

1n41:reoU7 '117 or tor : 

1 to 5 1D41'1'1dlaall 
6 to 10 • 

llto20 • 
2l to JO • 
J l to 4o • 
41 to 50 • 
5laot•:re • 

late oa 'CUI41otl'1'bo.to4 
aet taooao aa ct.ot1ao4 
1D leot1oD 141 

1: 
~ 
30 
20 
10 

~ trea-t ot \be po:reoaal bol4111C .. ..,...., pn'blea J>l'OPOIM a'bon 

11 1laaoct oa tbe ......,uoa \bat it wcnal4 pNY& to lie too 41tf1CIIIlt .to 

treat oudl collpUI.ioo in \be -r of tba _,.Ueh eat oao.41aa iaooao tex 

l an. Othorwioe, 1t wo'lll4 lie U.,lor to treat tbooe oo..,...1eo aa ]iartaor­

ohipo. liT adoptt..c U.11 p:re......,.. tile llrlUeb ao4 oao.uaae han oot 

01117 aoln4 tbe probl• of tbo lloaooUo peraoaal boldiJII : cov nt bon 

prnontod inooao tu &'t'Oltaooe '117 traaatere of proport7 to to:retca ponoaal 

hol41ac collpUI.1eo. 

!'ba Otae«len 1-. Mc1an1IIC with tho taxlhlo 71&1' 1m, 41et111Cnllh•• 

Operooael oorporauoaa• hw otban. P.raoaal oorporattau aN thooe 

(a) that 41rln oM q,..rtor or .,,.. ot t llell' .sro•• roo- hw OM or 

•r• of tbe folloll'lll« oovoe11 

(1) l'roa tbe oW~~&rohlp of or t bo tn41ac ar ct.oalia« 1a """'-• 

etocb, etc. ; 
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(2) Jrom the 1en4111C of money with or without eecurH:r 

or 'b;r w:t ot reDt , aam>J.t;r, ro;raU;r, 1nteroot or 

41Ti6on41: or 

(J) Jroa title or 1nhroot in or to any ootate or tl'\let: 

nn4 ('b) that are controlled 41reotly or 1n41rectly ('by ownerehip of 

etock or ill IU1;f othar ...,...r) 'b;r one 1n41Tidu&l (or tully) who r eo14ee 

in Canada. It 1a of DO _,_t where •ucb corporat1o11a aro created, 

;•here they do 'buoineoo, or where their aooeto are o1t11ate4. 

Ill caneral , ouch pereoll&l corporatlo~~a are DOt t-eelYee taxa'b1e 

in CI&D&4&. Tbelr income, whether 41etr1'bute4 or DOt, 11 a. ... e4 to 'be 

41otr1'bute4 on tbe laet 417 of each ;rear ao a 41Ti6o:a4 to the ehare­

hol4ero en4 tbe eharebol6oro are t axa'ble eaob ;rear at 1t tbe iDooae of 

the peroonal corporation h&4 'been 41etr1'bv.te4. ft. perooll&l corporation 

1o requi r ed to PAT the corporation 1B- • tax rate on only that portion 

of ito income which 1o 4-.4 t o 'be 41etr1'bv.te4 to nonreo16oDto. 

It 1o cl•r, therefore, that a nl14ent of Canada O&DN>t &Yo14 

taxoo throuch the uae of a c!.aHUo pereoD&l OOJIII&III7 or lrT tranofarrinc 

aneh a'broa4 to a forelp pereonal corporation. ..., 1t auch corpor• 

Uon clooo not 41otr1'bv.te ita ~. the nl16ont of Oana4e will 'be 

liable each 7ear tor the inco .. tax on hh pro rata ebue of the u:a41e­

tr1but$4 proflh 1n tbe e&M Wf1 ao 1t IOleh protih h&4 been 411tr1bute4 

in 41>1.4en4t. :lloeept tor the portion of 1nc0111 allocable to nonrea16onh, 

the O......Uan 1- filoeo the Ual>ill t:r t or the 11100111 of tbe panonol coa­

paey (.,hether or~hed in OaDa4a or al>roa4) 41rectl;r on the 1n411'1du&l 

or 1n41'•14ualo (rea16ont l n Oazla4a) that control the co~. The 

Oalla41an probl• would appear to be ou pria&r117 of &Ulniotration. 

The 1nd1v11tualo that fall to report t heir pro rata ehare i n INCh lnco .. 

bococo crlmill&lly liable 'but the admlniotratoro lllllt ferret out thooe 

that :;:>refer to run the &811Dtlet of the lair to p&TiQ& high 1neoao taxeo. 

tl'n49r Britioh lair printe coiiiP&I'ioo M¥ aloo beoo .. liable to tax 

on thair d11tr1'but1n oharo 'but the llrltioh appear to ban -r1ence4 

oomo 41ff1 oult;r 1n flziiiC tbe tax l1ab111 t:r cmto the 1n41'•1du&l in ln­

otanceo where the lnooae 1o DOt d11tr1'buted b;r prlnh c~ioo. 'l'huo, 

Ul16or Section 21 of tbe J i""""e Act of 1922 (ao - nded lrT lectiono 31 ao>d 

32 of t be J lnance Act of 1927 aD4 -ealn lrT leotiou 19 and 20 of the 

J inanco .Aot of 1936) it 00~11 under the control of tlYI poroone or 

leoo fall t o 41otr1'bute a .... oonable portion of thair &nml&l inc .. , (ao 

ad.ju~ b;r the lpeeial Ooalooionero in eh&rp of Nla1nloteriq thie 

.. cuon) tbo iDeo•• of the OOII!P&n7 at tbe direction ot the lpeoial 

c-t .. 1onere ._, be 4eeae4 to be tbe in.,.,.. of the a..J>ero , and the 

in41Y1clualo are aeoeooe4 on thoir pro rata ehare at tbe top rateo lOP" 

pUceble to tbea 1n the n- of the CCIIJIIUI;f• l f tbe;r do not elect to 

PAT the tax, than attar t....,t;r-eipt 417• tbe 0-"V' -.at PAT 'but 1t 

tbe ooii!P&IIT dooo DOt pq within three .,nth& tro• eemce of the notioe 

ot. the eh&rca, thaD lrT Section 19 (5) of the ftnanoe .Aot of 1936, tha 

.......... 11 Ci'l'ln the ript to riOOYer lt free tile lndirldu&l a..J>eroo 
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It rem&ina to be .. en whether """'h U tlpUon will d.eTelop troa theee 
8lld the other proThlona ot the l inanoe Aot ot 1936 which attiii!Pt to 
atop up tax 4m>l4&Dce ac~a 'b7 cutt1111: thro\lch the corporate nil. 

!he Jrl tlah in kctlon l! ot the lilllllCI Aot ot 1936 pluued the 
forelp perao111l c- loophole tor lncoee tax ITOl4aD.ce. It .., 
ln41Y1au.l, ordinarilT reala.nt in the VDitad 11nc4o•, truofero aoaeto 
to nonru14ente or peroou DOt &>aioilad ill the lJAl.tad 111114b• 10 thet 
the lnCOIII lo p._,abll to thea wbila he ""lrtbal .. o rotaiao .,..,h COD-
trol that eoaa tl .. it MT 1 ........ in eo .. - tor hio benefit, then the 
beoaa 1o cll•ad to be h h inco .. tor all the purpoaea ot the incoae tax 
unl.e .. he can •t111f7 the ll}>eclal Oo• ha1.o111ro (wbo are «tnn broad 
pewera in a4ainlatariac thla oecUon) that the tr...eter ADA azq uaooiated 
oparatlona were etfeotad MialT tor eo .. purpo .. other thAD the purpoae 
of &Yo141QC 11ab1U t7 to tax&Uon. !be .. pro'f'ialono nre -.4• rotroaetln. 
!he7 appllad in rolaUoa t o trautera ot , .. ,ta whether earriad out before 
or attar thio aDAOt-\. h-1.-blT to aotten tha blcnr on tboae that had 
acquired a Yeatad intarut iJI tbio tax aToiduoe l!ractlee, the atandard 
rate •• not to be charCad the tir.t· 7aar, 1935-36, on 1nooae fro• aoaeta 
traneferred abroad. Onl7 the wrte.x rata wu oharced tho tlrat ;year. In 
aubeequ.,t ;yaara both the a t...clard and aurtax ratea will be oharced. 

I n the lncoee tax law ot the Vn1 tad Ita tea the taxation of ahar .... 
boldera on thalr pro rata oharee of a corporate enti t7 baa al-a bllll 
opt1o111l. !he illdin=al' a choice baa bee altber to aboul.S.r 11 pro rata 
ahara of the rateo ~aad on the corporate ct1t7 or to aboul.S.r the 
1nd1Tldual 1ncc .. tax rateo II'Pllcable t o the UIIIIJ. atrl'blltad lacoaa d-ad 
t o haTe been reoalTad 'b7 bill. 'Olldlr the ...,.e..,.~ ot 19~ , bonnr, 
tor purpoau of 4ehrainine whether cer tain peroentace• of outatandiQC 
atook are owned direotl7 or indireotl7 b7 .., indi'f'idual, eoutructln 
ownerabip na takan into account. !be prlJioipll of conatruotln owne,_ 
abip na broaa.nad ll<haa1Til7 ......S.r the...,._. Aot of 1937• 111 a441Uon, 
......S.r tbia act, the 1D.OOIII of toreip pereollal boldiac coapaai .. h traatad 
aa t he lnco•e of the obarabol .S.re wltbin t he Jurladictloa of the tiDitad 
Statu aad aucb lharabol.S.ro aro required to ropert ao thalr inco .. the 
Wlllletri'blltad net 1D.COIII of f? roip peraollal bol4iac eooopeJ1111. 

!hera h roo• tor doubt whether the traat-t of dolleatlo perao111l 
holdit~f: oo111palliea ae partnerabipe would not eacounter 1niiUI'80Uiltabll dif­
tieulUu unl.ua alaultaaeoualT a441Uq111l diaorot1o11&1'7 pewere wre granted 
the OoM111lo111r or •-• o ther adlll.ni atraUTI boq. !be CrADtliiC of aucb 
a441Uonal pewer h Ulr»lT to -t with IIOI)et...Ual reeht...oe in tbia • 
eoUDtq bec.u.ae it rwuo ODiahr to our paot practice. Jor thie r-n, 
..,. ... it lepl obataollo t o the tr ... tant of peraollal boldine oalllj)llllea ao 
partnar abipe could be ..-\ad, it ~be bitter to cao\ the propoaal 
tor doDuUc boldiQC coii!P"''lu and to reatr iot t.ba IIPPlloaUon ot the 
partnerebip concept to foreip peraonal boldine eoapalllu. 
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1. Zf!ttl!pt or ftorlt&ltlt ep4 Otb!r Coptr1Dtlopa 

a . 11\b reopect w eetat .. all4 \rl18te, w -D4 a.o­
Uoa 162(a ) eo .. w liaU tile dHDGUoa tor charitable all4 
otber -trllMUou to u _, wtdob 1a U.. a.blaecl 
opeol.llecl -• .SO.e aot uceecl 15 pe,_t of tile aet 1-
of tile eetate or trQet ae oo.potecl wl\bomt \be beDeflt of 
tbe 4educt1oa for cbaritable ooatr11Mt1oae. 

b. litb reopeot to panaereblpe to ..-4 a.ouoa 2)(o) 
eo ae to l lait tbe 4ecluot1oa for obal'itable all4 otber coatr1-
IMUoae tou-t Wbicb .U.ecl to t be 1a41na-l'• pro rata 
ebare 1a part....,.ebip 4edllotloae tor cbaritable u4 otber ooa­
t r11Mt1oae &Me aot esceecl 15 pero.,.t of tile \alr:paTer'• ut 
ia-•· 1Dol'CI41ac bh pro rata ebare 1a pan.,.rebip 1Doo.a 
~tecl witboat t be beDefU of part....,.ebip 4edllotloae for 
cbaritable u4 otber ooatr11MU.••· 

o. 11tb reopeot to la41Yiaule, w ..-4 u .. ouoa 
(a ) , (o) u4 {q) of -tioa 23 eo .. w llait tile ooatrilMUoa 
cbar~• to •••" 'Gil4er (a ) all4 tbe a.ducUoae 'Gil4er (o) 11114 
{q) w tbe -te aotull7 pa14 .... t 1D tile tuable Tear 11114 
reoe1pte4 for b7 a cbaritable, •to. , orcaaiaatloa 1a tile 
llaltecl Stat .. 11114 eo .. w ub tb• 15 perceat l laitatloa 1a 
(o) aa4 tile 5 perceat llaitatloa 1a {q) 8ppl1oab1e to tile 
-biaecl cbarl .. for obal'iteble u4 otber ooatrlbo.tloae UD4er 
.ubeeotloa (a ) u4 tbe 4edllot1oa for ~ cbar1tab1e aa4 otber 
coat rlbo.U oae 'GJl4er (o) aD4 {q), 

4. to rwpaal a.ouoa 120. 

•·· ,,,,,,, M4 rna•• 
Prior to 1917 110 4e4uotloa for obal'ltable coatribllUoae -• al1owe4 

for purpo"• of 001111ut1ac tbe aet 1a- of u eetate. Tbe ..... ,... -"'' 
of 1917 1111owe4 a 15 pere ... t 4edaoUoa, Wbicb -• 1Doreaee4 to aa 
ual1a1tecl -t 'Gil!er tbe .._ .ADt of 1914 llll4 bae ei.Doe been eo 
ooatlae4. 

!hie uallaitecl c~oeobw~Uoa tor cbaritable aD4 otber ooatrl blltiou 
allow! for JIOU'PO"• of oa.pGt iac tbe aet 1Doo.a ot u .. tate or trQSt 
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..... to be ucot~1ft ad. prond.eo a •bataatltll loopbolo tor tal< &'1'014-
aDoe. '!IID.a, a ntlltq ill41'1'1da.al d.edrille to • .....,. tbe 15 peroe11t 
l1a1tat1oD OD d.edllct1011a tor cba!'1tablo OODtr1ba.t1oDo 1111d.er Sect1oD 23(o) 
aq create a ti'Dat tor tM illc14elltal puzpo .. ot prort4111g 1llooae tor a 
bouf1c1an" and tbe priaaQ piU'pO .. of tal<iiiC MftD\a&e of tbe Ulllt.ai ted 
d.edllctloD tor cbarltahla 11114 otber CODtr1ba.t1oDo al.lowod. 'llDdU !JOctloD 
162(&). .Alae, 'b7 an....-Dt botwooD tbe .. ttler &Dd tbe benet1c1&J')', 
the .. ttlor Call e&ft tM 'beDtlolc7 •bat&Dtlal 1DOO• tal< 1UJ>U1ty 
by .. ttiiiC aald.e ill tM d.eed. ore&tiiiC tbe trv.at .,. _,.,t ~oahlo to 
tbe beDoflci&J')' for cbar1ta.ble :PIU'PO.... 'lore tbe beDofioi&J')' to receift 
tbe ... ure illCOM bva tho tl'llat, be would bo •bJoct to tbe 11a1tatlon 
=or !JOctloD 23(o) w!Mn tll1q &D ill41T1da.al ill- tu ret:D!'n. It, 
boftftr, tbo eDtlre 1aoo• of tbe trv.at 1s opllt botwooD tbe boDOf1c1uy 
per .. 11114 tbe .. .,.!'til cba!'ltahle, otc., orpzliaat1oDa, tbn tbe baDet1-
c1&l')' h fa~red 'b7 tbe unl1a1 ted d.eciDot1oD tor cba!'i tahlo &Dd otber 
ooDtriba.tlona allowed 'IInder Section 162(&). 

1he dhtillctlOD batwoon tbe two oaeea aay be laportant t!'oa tho 
legal neepoillt ba.t llppMZ'o to be tlltosetbar too toraal for :PIU'PO .. • of 
tbo .illooM taz, 1he ahoft oonald.eratloDo oppear to be oqoally ll>Plle&blo 
ill tbe e& .. of &D oatate Whore part ot tbe a- 1o 'b7 tbe terao of tbe 
wUl allocated to tbe benof1olar1oo .,.4 part to tbe cba!'1tahlo 11114 otber 
CODt!'1ba.t1oDoo 

It h tberofore propo .. d to ll.ait tbe dadllcUon all!""'d truate &Dd 
ootatoo to 15 po!'OeDt of tbelr Dot 1aooae, 0CIIp'lto4 without tbe b811ef1t 
of. tb1o d.ecll!.ctloD. '!!be ob1of ar«-nt ap!Dat tbe propoaod -D4Mnt 1G 
tb&t tbe cba!'lte.blo orpnbatlona alsbt cttor t!'oa a obl'1J:Ikace of tu.nda 
lett to tbell p=-t to tbe tenaa of wUlo or 4ooda creating truote. 
It -~ bo donlod tb&t tbe propo .. d. -DdMnt would tone!. to dlllillhh 
.,oh charitable and otber contnbllt1ono ba.t it C&D propnly bo dDubted 
whether tbh would .. riouely .. b&naoo tho organbaUona a1DcO 111 ,..1>­
ateDUal .... ..,... tbe benof1c1&l')' ••t cbooee be-n oha2'111c blo illooM 
tr1 th tho eo .. -011 t 0!' w1 th tbe cba!'1 u ... 
b . Partn•rab1pe 

Pr..,1oua to tbe 111.,....,. Act ct 1917, cba!'ltahlo OODtrlbllt1ona ~ 
by partnoreblpa nre ut dacll!.ct1blo. 'l!lat .Aot, bolwoftr, pora1tto4 a 
15 porcont d.educt1on troa not 1llooae for cob pa.rpoeea. ~-qnontly, 
nnd.er Section 218(d) of tbe a. ....... Act of 1918, tbe ucll!.ction wnn d1,... 
allowed., and it W&a DOt DDtll 193 .. tb&t partnoreblpo woro &pill allowed 
& d.ecll!.cUoD tor CODtr1ba.t10Do ~ to cbar1Uoa. 

Partnoroblpa are &t pre .. nt allowed tbe d.ecll!.ct1oD for cba!'ite.blo 
and otber contr1boat1ono DOt ill -•• of 15 porcaat ot tbe not 1aooao 
co..,..to4 wttbolat baot1t ot tbla dadllct10D. 
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( If the 11~1tat1on UDder loc tion 2J(o) it baaed on the not lncoao 
of indirlduolt 1Dcl'll41q the iDCoao f'r,. putnor thipo, the doducUon 
for chuitablo &lid other colltri'bolUou to, in offoct , not ll.altod to 15 pol'­
cent of tho ind1Yi4Dal1t not lllcoao boforo t ho deduction for tucb contri~ 
tiona, 'rho l laHaUon w1U bo in oxco u of 15 porc .. t of the i...Url4Dal 1t 
lncooo froa all I OUI'Coo, bocauo 0 11 the 1Dc.-o tr.. putllOrohip the u­
c!.ui:U on for ch&J'ikblo &114 other contrl'bu.U ou '11'111 ban boon ca4e tw1co, 
once 1ll Coa:;>UUJ16 the incoao of tba putDorthip &114 ~" - coaput1116 
the i.'lc~ of the iDdirlciD&l, !bit <lll;:>llcaUoa of tho docbl..cUon for 
chu1t&blo &114 other contribo>Uou thould bo uoided. 

It h therefore roc'*"endod that tho dldu.et1011 allowed UDder loc­
t1on 2J(o) bo ll.altod to u aount wbich added t o tba 1Dd1rl4ual1o pro 
rata thoro i n putnorohip doductiolll for charitable contribution• dooo 
not exceed 15 percent of tho ta>:pqor'• not incODo, includiJI& in hlo 
pro rata. tharo i n ouch partnorthip tnooao COQpUtod w1 thout •tho bonofi t 
o~ partnorthi~ doducti ono f or charitable contributi ou, 

An altornatiYo ,rocoduro for tho aYOiduco of the double deduction 
for char1 table t.nd other contri bution• would bo to dioallow tho deduction 
in tho caoo of putnorlhi!'•• '!hit procedure 1o not reccmoendod bocau.oo 
it :;>rob&b~ 110Ul.d •barruo- of tho cbar1t1oo b7 incuui~~& their 
d1ffi cult1oo in ob••ln•nc contribo>U ou, ~r ~lo, in tho caoo of 
a partnorthip , it 1o IIUch ouior for tho ahari tT to obt&in a colloctho 
contribution !roo a partnorthip than oopuato~ f'raa tho i...Urldual 
partner e. 

c. Indlrldualo t.nd Oonol'aU ou 

I t tbould bo ? Ointod out that when charitable and other contri~ 
ti ona are taken ao · a dlduoUon f roa crou tnc ... , tho 1nd1Yldu.l ill tho 
hislt inc ... bracket 1o chon t;N dor rollof f'ra the lllcoao tax than 
the i...UYldual in a low iDe ... bracll:ot non ~both 1Dd1Yidualo 
D&!:o O<JUlT&lont ccntri buUou, !bua, 1t ho 1nd1Ylcb>alo, ou '11'1\11. 
surtax not incoao of $10,000 &114 the other w1 th our tax lllt inc ... of 
$1,000, 000, oacb Dalto a contrl'bolUon of $10, 000 , the firot 1nd1Yldual, 
in ettect, donatee $8,611o of hio oa &lid $l , J6o of tho OoveJ'IICiont'o, 
"heroa• tho ooccDd indirlciD&l doDatoo $2,31)0 of hio oa and $7,700 of 
the Oonrllllont 1 o !undo for if tbq had not MAlo tllo doDaUon the tax 
"'-,pllcablo to tho $10,000 would ilave boon $l , J6o aDd $7,700, roopo~ 
ti ve~, Examined ~~q>ortlclal~, 1t would IIP!>O&J' aero equl table to 
mal:e tho tax value of a doDaUon of oqulYalont uOUilto tho -•· irro­
spectin of tho ocon .. i c otatuo of tho donor, b7 allowill& a tax credit 
to indirldu&lo, cornorationo, ootatoo oad truoto for contributiou 
:olldo 1ll lieu of ••llow1~~& ouch contrlbutlou u a do4=Uon f'r.- crooo 
lllcooe. '!hlo dou not oooa to bo a doalrable procoen for the toll.,... 
lae reaaona1 
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~ret, alliJ' of \he pr1Yah chariH .. haft liND .. t a'bliabM aD4 

han operated tor -. :rean 1UIIler the t)'])OI of elwUer whi ch the 1DCo• 
ta1 proY1a1o~ t or the d.taatioa of charita'bla aa4 other coDtr1~t1ou 
haYa proYided. It i a uu that the ded'III:IUoD tor c:<>rporaUou daha olllT 
troa 1936 aa4 that the dad'III:IUoD tor parhara!Upa OzUT fro• the Be••­
Act of 193&, ~t the dad'III:IHoD iD the oaaa of illdiYidl>ala dat .. troa the 
Bn•- Act of 191'7 aD4 the 'I>Dliaited dedQCUOD i D the oaaa of aataha 
aa4 truh troa the aa .. - Act of 1918, U ... t, boweYer, 'be recopl.sed 
tbat at l aaat 1a part ao• ot the cher1Uaa ban 'bMD aatabliabM b_,..a 
of tl•••• 1UIIllllT liberal proYiaiona aD4 ao ~ 'be aaid t o poaaaaa a nsted 
i Dtareat 1D t~ 

Sec:<> lid, it do a a Dot •- adYiaablo to replace t he preaaDt chart table 
deduction with a tu creclit "-• n.ch a p roce41ore woul4 'be i ahzpreted 
to 1"'1'~ a CO"'''l ata cheiiC" iD the Oon..-atla aHitll4a towarda the 
chariu... IDat- of the Oon..-nt, ia etteot, ciY1DC a 'bol:ult7 to 
each 11141Yi4ual -.kiDC a cherita'bla coDtri~tioD witbout ~ reatrictioD 
OD the 1DdiY14Dalla cboica -~~~ the ohariUH, n.ch liaitaUou, 4...­
Ucal~ curtai).iDC prtnh donaUou, would l ana the CloYa..-nt with the 
rupouib1lit7 of dahrm.lli~ the pathra aD4 the eoope of the uUoDta 
orpnhaUoD for cherHa'ble purpo .. a. ID other word&, a -...ure ot 
1De~\t7 with raopact to the de4Det1oa t or cbarttabla contri'butioDa ~ 
'be the price t bat haa to 'be paid U the cbartUaa are t o operata oD a 
prt•at e &Dd not a public~ .ubaidised 'baeia, 

lD t hil co-Uoa. it allo'ol4 be pointed out that while the llr1Uah 
do DOt ~llow coDtri~t1ona to charitable orpnisatione to 'be daduted 
tor purpoaaa of the 1nco• tu, thq do allow charitable, ate., orpnt.­
.,.uono to claia re'baha for the ...,unt of the iDCoaa tu paid at aourca 
oD such contri~UoDe proY1ded that the contribution 1a aboWD to 'be 1D 
the utua of aa azuma1 charp at~&inat the taspqerta iDCO•• Jllrther, 
such coDtri~UoDa are allowed to be cl.e4Deted tor purpo .. a of the a'CU'taz. 
ID other word&, the chief diftarelllila 'bet- t he Jritiah proce41ore aa4 
our own appeara to 'be that 'lhereae ws lialt the dedDeUon t or charitable 
&Dd other c:<>atrl~UoDe to a cartaiD perce-... of Det iDCO•, t he Brl.Uah 
do 1110t .a IOIICh liaitaUo• ~t do 1110t allow caeDal c:<>ntrt~UoDa to 
affect the i""o• tu. 

.&.a the law atallda at preaaDt, the tupqer caa reDder the liai taUon 
placed QPOD the da4action tor cheritabla coDtri~ioDa 1nettactiYa ~ 
charciDC n.ch contri~Uona iD wbola or 1D part aa a buiu .. a:q>anaa 
allo•bla uDder lacUon 23(a), U 1a p ropoaed to .a the liaitaUon 
une~Yocab~ applicable to all charitable ccDtri~Uona, 1rraopacUYa of 
'lhetbar tebn ~ the tupqer 1UIIler lacUon 23(a), (o) or (q), 

:rc.rther, it 1IOul4 •- p roper t o reat rict the U411ct1oa for charlo­
tabla contrt~Uona t o tbo .. ..U to a cbarit 7 orpnised 1D the 'OaUe4 
Stet••• hch cbartu .. ~. ot couraa, ccDtr1~t• tDn4.a to all.,.iata 41.,. 
t reaa in toraip countrtaa. It do .. 1110t •- p...,Uca'bla t o raatr1ct the 
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deduction to t.haoe eontrlwtt .... tllat are ult1Mtol:r u.ocl for otr1otl7 

clooeetle ;:urpoooo, i>v.t 1f the 4oduct1oa Wl'o l'lotricto4 to caatr1wt1ono 

to laotl\utiou orpalao4 1n the UD1to4 ltatoa oortala of the ooatri­

Uona that aro no,. 11114o .,.....17 for tlla allmatloa of cllotl'laa a~ or 

for other •cau.aoo • would no loapr be all- to aff'oot t.be Tiolcl of our 

l.nc.,.. taL It ID&1 'bo deolrable to cl"• t.be o-1ao1- full p- to 

cloterlll.no 111Mt.bor the cloductlou claiao4 for charitalllo oontriwu ... 

uo 111 aeeor4anco '11'1 th th ' 1ntODt of' t.bo otatuto and to clloallO'II' t11a de­

due tiona lll&cle to lnetltutlono t.bou&h orpalaecl tn t.bo UD1to4 Statu whl.ch 

OJ>er&te !>I'I.Aartl7 aa forelp c:harl\ho, 

llocUon 120 of t.bo ._.._ Act !>•rid to an unli.Jil. to4 cloducUon for 

charltllble and other contrlbuUone 1n ouch lnetanooo wllel'l the oacnmt of 

contrtbuUono for the tuablo :roar an4 for the ton Pl'loo4Uc :rearo ucooclo 

90 percent of t.bo tazp_,.r 1o net l.neoae for each of t.booo 1MI'I• .&lt.houP 

thle oeoUon datu back to 1924, 1t ahoulcl 'bo ropoalo4 not 01117 'boca~~oo 

it 1a applicable 0Dl7 to few 1ncl1 rlclualo but aloo 'bocau.oe 1f' 1t should be 

ef fecUn 1t would OJ>Irato i'*luitabl7 aa batwan an incllrlclnal wbo for 

ea ch of tan ,...,., !>J'ecodJ.Jic the tazal>le ,..... ho4·a rocor4 of coBtdwU..,. 

much t oe;ot.bor '11'1 t h certain -· •cnmtecl to aore t.ban 90 percent of hlo 

1ncO!lo and :< t up.,.r who had a aiailar roeor4 for oul;r o1cht or Blu 

7Nrl precodlftG the taxable ;rNr. .&loo, 1t dou not ••• fair to ulao 

r>eeial .,rorloioft for ~ro that ~ out •ounto whl.ch t~ethor 'll'lt.b 

certain taxoo aro eq,ual to aoro t.baD 90 percent of their ut lncoao 8114 

not to Dllke aoae..,.t olallar prorlaton tor ~ra that pq out other 

""'l'7 aubo~Ual perc•"-• aueh aa more t.baD 80 p orclllt, 70 poro.nt , oto, 

'i'o gin e ffect to t.bo ...not1ou 1n the cl1fferODt porcODtac-o fald out aa 

Mll ao to the mabar of :rear• OYor 'libl.cb t.bo ~ ho4 aa1ntaino4 a 

recor4 of unusuall7 larso contr1but1ono to chartttoo, would not onl7 ro­

<!Uiro "•r:r eoa.11lu: loclolaUon but would bo 1ne-.patiblo 'll'lth t.bo aa1n 

obJoct1"e of tho incoao tax law, 
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9· ... ,. """ 

I~ 1e propoeecl to -.4 leotlca 165 eo u to ~t trca 1DO­
taz&Uca caq ~oee a.pl~' \rub llliah va irrnoca'ble, U.. 'belle­
tUe ot llliah \rub eppq at lead \o ( 1) all perecaa llr:t'tac 'be• 
a.plOJM tor the or aON ~ AD4 ..nWic $5,000 or lMe per feU' , 
8114 (2) to 75 pe:reet ot U.. total .. 'bw til ~ eara.iAC t5,000 
or lHa per,....... 

!I!Ue pro'fteica WOGl4 r.trict ~~ ecope Oil taz..-..pt a.pl~' 
peaica truta to ~oee 'llbicll are lrreo cule c.q, Uaer-'7 1aftr1ac 
that all ~h _.. lAto nell \rub o011.14 ao\ 'be l'etaraecl \o tale -
plqar at •- f'lllllare date. IIIOih a proneica WOGl4 eliwln•te ~~ loop­
hole in U.. 1936 law -.reliT • a.plqer ~ ue ~. peaioa \rut u a 
4ence to rediae• bl.a tazallle iDe- lA oae ,...... a4 recein Moll: We 
Hill inc- in a n'beequat .,.ar ..... bl.e \a: ca We l..ooae aq 'be 1e ... 
llorecwar, U.. propoeecl u.lt&Uoe WOGl4 r.trict RCb peaioe tru\e to 
~ou olMipecl to 'beatl\ U.. l'fiDII: 11114 tile Oil a.plqeM raU..r \baD a 
Uait..t .,.'bar ot eutUUne wbo, liT nnae ot recal'f'iDc a lU'p part 
ot U..lr c.,._. ... uoe ~ a p.,.lca trut , •011.14 &To14 U.. bl.-" wr­
taz rat ... 

J\lr'Uler, u a qaalltlcatica tor the a.pUoa prirllap, a.p~' 
trute eh0Ql4 'be requir..t to pronde a plea tor the. Udrl'blltlca til their 
1'lmds to U.. a.plqeM 'llpOil llqaldanoa ot U.. a.plqer'• 'bllelaeaa. 

SUch prortelOD WOGl4 lAorure the irr-able aatun til a.plOTMe' 
truab 'b7 requirlDC n.ch ti"Ub to pro'ftde a plea ot olbtrllro.Uac ~air 
1'wlda to a.plqeea iD U.. _, ot U.. failure 8114 olhaolD.t~oa Oil ~~ 
a.plqer'a 'bulDMe. ba U.. poeel'blll\7 ot U.. a.plqer or &D7 ot hie 
c...U tore racahlDC the trut tanole thr~ 411eoblUOD prooe.aiJICI 
1roa.ld 'be dlaiaatecl. 

It 11 propoeecl to1 

D11all• tale deoiDcUca tor worWMe etook a4 lA u ... th....ot 
b all lAe\eMM -.... U.. au'loet ftlu ot U.. e\oclk at U.. .a4 
ot u.. tazallle .,_ 11 1Me \baD 3 pero•t ot ita coet or OU..r 
'bub u det011 .... 1114 ~\eel ........ eeouca U3, ~ the 
~to take a capitalloea, pronW ta\ lt nell leal 11 
taka the 'bub tor RCb etook t• U.. ut..-...tica Oil tuhft 
011pl tal pla or loee ehall 'bell- the au'loet ftlu u.a lA U.. 
olehmlDaUca ot the 011pi\al loee. 
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'!'he c!.l4""t1"" for wort.blooo otock baa 'bee all~l4 u a doc!.Dctloa 
frOCI uooo 1Do011o 1mc!.or all t.ho UYCUO acto olnco 1913 and. in effect 
enable• t.ho t azp&l'Or to oftut otbor lnc011o w1 tb cap1 tal loouo. 'l!llo 
procedure 11 not coou11tct w1tb tho troablct of cep1tal louoo 1D tho 
nent of oale of etocka. Lo•••• Oil 111o0h etocka are rai>Joct to the f1Ye­
''ll' ecale ~~. 'lblch acc <Nilh c!.1fter•t porc•t- of tbo capital 
lou accorc!.1ns to the period tbat t.ho uut wu hold and. are r1c1~ 
Uai t ed to capital plno plna $2 ,000. DM pl'le•t procedure of allow­
inc tho c!.ocb>a tloa tor wort.hloto e tock WOill4 'be ao a ol'l tca'blo Wlc!.or 
tbe plNI tor treat inc cap1 tal plat &114 looo01, ao t'ropoel4 1D a eoparato 
....,ortA4'GD Oil thet euiiJ ect , t or e1ailar rea.tOill: (a ) llecauao ao ott oct 
would 'be ciYIIl to tho u .. o:L.ont u it 1o propooo4 .to c!.o ln the COII­

putaUOD of tbt tu oa cepltal pine &114 t.ho croc!.1t Oil c~~pital looooe , 
and ('b) 'bocawoo tho propoo14 uueptlOil of capital louoe would 'be Ylo­
lotod in general at well ao tor purpoeoe of the e&n7-forwarc!.. 

'l'ho roc0111onded chance tur110W1h tbou c!.1ftlcultloo '117 accOIIlltlnc 
tho lou in tho caoo ot wort.hl111 e tock UDder tbe capital lou proYlliCIIIt, 
an4 it w001ld t UJ'II<Nilt \he c!.1fticul\T with l'lepoct to an uao:cpocted rall­
• e<!Uent approcl.aUOII in ftl.uo of 1worthl011° otock, alac o t.ht bao11 of 
tho otocl: t or the c!.oteraloatlOil of f'Dtvo ~ or lou W001l4 'bocOII& tbo 
o,arkot • Yaluo uaod 1D the dotora1Dat101l of tho cepi tal l oot . 

'!he propoaal doll not, l>.owoTor , rcu'll.,..,t 011e of tbo c!.lftlculUoo 
now .. c0Witor o4 . 'll>o wort.hl•IUioot of a otock whc 1t fallo t o loor 
lonlo 11 in larp part a •ttar ot fiat &D4 d1J>ondo vpoa the a'bill t7 of 
the taxpqor to aeke a 1oatlofactorr ahoorlnc. • !he c!.1otlacUon 'betweon 
otocl:: thet 11 worthl011 &D4 etock tbat hu fallc to Ylt7 low lntlt 11 
not altopthor a 1111'11:14 ODo: h.,o, t.ho propoaal 11 to eoleot oo•o arbi­
t ral'7 point ot c!.1Y111<m 'botwe• etoclm that are ill the tw1llcl>t 10111 of 
wortb and otbon. DM c!.1otiaot101l 'bet- otock thet hu fallc t o 
4 or 5 porc•t of ito baoh ad Oil I tbat hu tall • t o 3 porcont 11 ad­
mtt~ illocical. SOlie p oillt ot c!.1Y1t1011 1a nocoooarr. l>.owoTtr, and it 
• ...,. 'bettor to ll&l<o the ar'bitral7 c!.1Ylt101l than t o e4he.ra to tbo proo­
.. t c!.1Ylo101l 'botw- "wort.haot 0 &114 other etocko. !he propooal tbat 
tbe do4uct101l t or wort.hlooo otocko 'be troated at a c:ap1 tal lou woul4 

••• t o 'be accepta'blt 1rr01J>octln ot *-\bar the c!.1Ylt101l 1a aado 'bo­
,,.., worthloo e on4 otbor otoclm u at proo•t• or 'betwe., otoclco that 
... t eoao ar'b1tr&rr toot of IIJ>PI'IIXi•t o wort.hl01neu uc!. othero, u 
11 III&!OI~ed. 

'!'he deducilOilo allowable 1mc!.er SacUoo 23(•)(3) daaliac with 101101 
ot proportr b7 tiro, etom, ahipwrock., etc. , wbilo ia~lYlnc oepl tal 
lt-, do not tall late the - cat•rr u tha 4.ecb:letloo for wortb.-
l ooo otock allowblo 11114or Soctloo 23( o)(2). Oil otr1ot17 locical croaz>do, 
pet'hllpo 10110 cu e CAD 'be Mda for tbt trea-t ot wd1 l ootoo u capital 
looo .. , lrut tbora c!.ooo aot _.... to 'be tbt - "PP' taalt7 f or t.ho taz­
pqor to dort ll och8oa f or taz &YOi4aaco w1tb r.poct to fl .... , I t - , 
ahipwroclm, thofto, etc. , ao tblro -.:t 'bo w1tb rMpeCt to worthloae etock. 
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J.lao, to 'f1w the 4MIIctt ... all-'1• 1lll4er llectloa ~(•)(3) u capltal 

1'- wov.U •- \o ..U fJ1I ~ l ac ... \a& a ..,... I>Mrileea lad~\ 
tor the a;t....,t1oa fJ1I the Oon~t•a cllu tJoaa the \&J:pqer u.... the 
OoY-t lD 1\e nM.oa ou att<n:4 to taa. 

U . .,.. Iu•• of IC!lrte14p\ Mtrlctpe 

U le propoee4 to r.peal llectioa ll6(a ) ot tbe :an-a 
Act ot 1936 dwltac nth the -1uloa troa croe• lac ... ot 
ean~e4 lac ... hoa IOIIJ'OM n\llov.\ the Qalte4 1\eha la tho 
cue ot u la4hl4ul olth• fJ1I the llaltM. 1\atM 'llbo 1e a 
boaa tl4e a0Dl'ea14•t fJ1I the lalite4 1\atM tor..,... u.... au 
aoaU.a 4utac the \a.t.)le ,._..., 

Sec\loa 213(b)(1~) fJ1I the ~ Act ot 1926 p2'<1'rl4e4 tor the a:­
clualoa troa croe• l ao ... la the oue ot a la4b14ul oUhc ot the 
lal1 ted. Statea 'llbo le a boaa tl4e aoareal4•t ot the tllllte4 S\aha tor 

acre U.... au -the 4utac the \azal>le JMI'o ot --t• reoe1n4 troa 
IOIIJ'O" 'lriU.Oilt the Qalte4 1\atM lt aliCh -b CODaUtu\e ean~e4 
lac ... u 4et1ae4 la leotloa 2()9. llallar pl'O'I'ial ... ban baa coa­
Uaua4 la all U.a r .... -. ..,,. aullaecraat \o the 1926 Act. 

la the IIMftiiCII before the 0-l\\ee OD l'qe aa4 If-a ill 1925, aa4 

la C~MalODal 4eba\e, 1\ - pola\e4 011\ \hat the Qalte4 lta\el 11U 
tbe oal¥ c"""tz,o *loh bpoee4 a '-:It oa U.. torelp lao ... fJ1I Uo • ..,_ 

r..l4et olth•• ; \hat wlllle a \a& cre4U le -te4 nth reepect t o 
\azea pal4 'b7 Jllerlca clth_. \o toralp o"""trlM, U>la ore41t la 

allan4 ODl T n th reapect to 1ao ... or -••"1)rotlto \IIZM ot toralt~~ 
COIIIl\rhe; \hat there are a al.Utu4o ot other \IIZM pal4 'b7 AaorloeDo 
abroad. wllloh CCAot be \aka M a \a& ore41t; \hat theeo JaorlOaDe 

abroad. pr-te the t oralcD Ua4e of the lalite4 1\at .. , &D4 al.MI I ODO 

r allet "" -te4 U... troa -- 1IJ>Oil lac ... euDe4 lD toralt~~ o"""­
irlM, 1\ wov.l4 \-.4 \ 0 h DJII' 1114 reetrlo\ AIMri- oale eld p -.4 

.. hrprhe abroa4. Ia 'f1w fJ1I the t110t \hat the a:..,uoa- a~t 
oal¥ tor Jllerloaa 'llbo are boaa tl4e toralp reel4•ta ODCDP4 1D tha 

parauU fJ1I •- l ectU..te llula•a, prfJIIMaloa or other occrapatloa, the 
._ttoa crute4 .... ucte4 to eene4 ~ ot noll la41n4ula. 

Ia c-anl, the pollq fJ1I the Qal\et It&t• le \o - a.rtcaa oltl ­
••• .., U..lr lac- c.r .. _.. u ~ ban bee 4arl'O'e4. JllerloaD 

clth .. are require! to laoW. la u..tr lao- - "'- all laooae 
troa OCI'IIl'CM both n U>lD aa4 n U.CIIlt U.. Qa1 \e4 1\atM. la or4er to 
ellala&te Uallle taatloa, a- oretlt 1e -\e4 ntll reepect \o la­
c- or -••"1'ratl\e '- pal4 ~. !1M trMtaa\ ot _. la-

c ... ot b- tl4e aoareal4e\ out- ot the 'CIIlite4 1\et• ...ur leo­
\loa 116(a) ot u. • ..._ ..,, at 1936 le - -ap\loa to u.. eoaanl prc>o....... !be ....,uoa 4- aot II'Pl¥ nU. reepect to thelr uaeuDe4 

lac••· 
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'!lw caacHiiCD wu cnatl4 1D reoop1t1Cil of ~ tact that tor 
the -t par\ tbo .. otth ... 1lbo .... 11- fl~ DOIU'II14&tl of \be 
lllltl4 State• tor ""re t11u liz -~ d>lrlac ~ 7MI' or tboee 1lbo 
are aore or 11•• peN~Deot}T e~ta11Uibl4 a1lrOII4 wboee ol>iet ,......, .. ot 
iDe- are alll'<lell are tul4 u r11lclete 117 ~ YU'i- torelp cCiall­
trlll. It ll clear tbet a llllletuUal tG: ea'l'iac 'IMIT 1le r11lhlol. 117 
eA 1Dcl1 'l'idual IU'Il1ac 1Jlc- alll'<lell lt be ....01 a1lrOII4 CDI clq aore 
\beD el.z aCil~ ra~r ibAII ..,. clq 1111 \beD el.z -the. Aal~ troe 
I"CICh OCDilcl-tlCDI, hcnnr, 1t lt ll toM the poU07 of ~ 111ll\14 
8tat11 to tG: !Dell 'l'idual1 CD .- llull ot cl\11..-hlp, the CD etrtctlT 
loctcal CJ'OIIIIcle, there II- \0 M 110 llull for tbe ....,1 \r&J7 UCWlCII 
ot thtl IICIIIIlt ot iJlcoee tor & IJIIClal CI'CIQp of Ol \llllll. 

I\ ll .a.ittecl that the repeal ot eecu ... ll6(a) 11 Ull:elT to c11111e 
a aeuure of lDequltT ucl clbortalD&tlCD to thl• croqp ot DOIU'ellclct 
cl thee clue to the tact that \hq 817 1le requlrecl to ~ taee allroacl 
ahich are Dot cll4uc\111le 1D the fora of tG: orecllt. !Ide l11equl\7 lt 
1a beUeTe4, hOWI'I'er, 11 l D DO will proportloeah to the i11equlty to the 
Go're....._t 'llbloh 1101r mete tbr~ tbe arbltraJ7 aclDalCD of thle 
IO<U'Ce ot lllo-. It WCII1lcl ••• proper to require Doarellclete to file 
return• CD the bull of their total 1Jlcoee ucl to alloor thea tax crecll t 
for ""'"""tl ot taz palcl allroed. It h reooeelllclecl, therefore, \bet 
SectiCD ll6(a) of the lleTenue .Act ot 1936 be r•alecl. 

12. ltaJ.l41M 'P' lem M!ociatlcpe 

It ll propo11cl to ulllcl hotlCD 101(4) ot ~ lle'l'eue .Act ot 1936 
oo u to U.St the c-.pt 'builcl1DC lllcl 1- ueoola\lOila to thooe tn>e• 
oper&UJIC CD a •tual bull. 

!!he tn>ll of oorporaU..,. \bet are c-.pt !roe the J'eclaral 1Jlooae 
tu are c ... eratecl lD 8ec\1CD 101 ot the llenlllle .Act at 19)6. IJQb­
IICtlCD (4), reletliiC to builcllDC lllcl loaD UIOClatl .... , reecll U follOirll 

•Doe11Uc 'builcl1DC lll4 loaD ueoolatlCDe, wbetutlallT 
all tbe 'baalDIII ot 'llbloh h oCIIfiDecl to Ml:S.IIC lO&Ill to -­
ben: uc1 ooaperathe 'bllllao wtu.-t capital e tooll: orpDhecl 
..,4 operatecl tor •Wal pqrpoe11 8Zicl witboa.t pratlt. 1 

!hlo pro'l'illCD llppiU'I 1Jl all the .._,.. acte 11Dc1 1913. '!lw ln­
olulCD of ba1lcl1ac uc1 1- ueoclatlCDI with ~ c-.pt oorporatlone 
-•ratecl lD hotlOD 101 lapU11 that the c-U• at ba1lcl1DC 1!1114 loen 
ueoclatlCIDI ~ ..... tree ~ ~ tbet thq are DCID"1'rotlt orc;.misa.-
ttoee. !o tbe ut ... t to wbloh that tbeo>'T ll lupplloable tbo eue for 
the .,._tlOil 11 ~. 
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lii&IQ' State lan allow 'bl1114iut; aftc1 loan aoeociat1ono to n.ccopt d.­

pod to, to pq i.nhreot thereon, anc1 i n ,_.,.ral t o conduct a n euJ.ar 

benld~ W.luoo, tbareb)' ~et1ut; in affect with re..-ular banld.nc l.n­

ot1tut1ono. '1'o the extant tba;r c1o eo, it woul4 ,,., ,proper tor tl:e pur­

poe•• ot the Jad.eral incoaa ta.z to place th• in the .,.... catecor;r ao 

'banlco anc1 truot cooopani... :tn.ptlon froa tba 1ncoae tax obould be 

crant.a on:IJ' to tbooe bu1lc11~ anc1 loan aooociat1ono which operate on " 

IIIUtu&l bull with reopeot to 6.11 parti .. that abance aone;r to tho aoeo­

ciatlon. 

I t oeeao eddent that tba aut'clal baeh 1o rtolate4 ao eocn ao the 

bulldinc and loan aoeooiation acco,to oubotanti al cl.epooito and oblisateo 

itoelf to pa;r intereot to cl.epoeitoro. luch oblication differs tund&­
auta}lJ' troa one to pa;r a return on the ianotaant of t he propr1atar;r 

ll'OUP• !he veey act ot acceptlut; d~alh alth an obllptlon t o pq a 

ti:ud return ot lnterut oeto the ohareboldaro ~ ao a propr1atar;r crouP 

•• aeatnot the depcoltoro. JUztheraore , the pa;r&ant on toundaro'. orcani­

satlor., or preferred ehareo of a return bieber than the return on the o~ 

c11n&ry ohareo 1o 1n dolatlon of the pr1ncipleo of ... tuallt;r and conot1-

tuteo outflci..,t ~unc1 for conthcatlut; the ~e:u1111t pridlace i:ranted 

under Section 101(4). 

Since 'bl11ld.ln6 and loan aoeociatlono h&Ya been ta»oe,._t , it algbt 

be advioal>le to cin th ... period of crace within which to llake the nee­

eO...-)' ad,luotmanto thet would .,able the11 to retain thio pr1v1lace. 

Otherwioe it 1o reco-enc1e4 ~hat the tax-u.pt priv1l~e be granted onl;r 

thooe bu1ld1~ and loan aoeoci,.Uono thet operate on a autual bao1o, ·­

i"" thet all claooao of the proprle~aey croup. 0depcoltoro• anc1 etock­

holdero , are paid interoot or dividendo at t he oame rata and on the oame 

baolo. tlnleoo thlo da!1Dit1on ot mt'clallt7 1o c1ratt e4 into the law, t he 

propooe4 .. ..,daent would lac.'< force. In llll>otance tbo~~o 1t is reco.,..nda4 

thet in tbo10 inotancee in which bu1lc11nc anc1 loan aooociatlono 41equalit';r 

ao non-profit orpnbatlono the;r obould be dapriva4 of the prh1lega of 

taz O:UII!PtlOn. 

1). R1-r14an4,a hid Ort41t lp Og&Mst1op Jitb 
!M=lrM Pletr1)ptloy 

I t 1o propooe4 t o repeal .. ction 27(f) da&Unc with dietr1but1ono 

in Uqu14at1on: to -..4 lect1on 27{h) "•"~~& with nontaable c11etr1bu­

t1ono oo ao t o Mlto an uaaptlon in the caoa of diotrlbv.tlono i n Uqu1-

4at1on by allowinc ouch 41otributlono for the pnrpooae of dataralninc 

the c11Yi4.nda pa14 crec11 t. 
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SeetiCil 27(f) of tha llenaue jet of 1936 pron~o that •iD tha 
ca .. of •CIIIIlb 41otri'buto4 ill llq1>1~Ucm \llo part of web 41otribu,-
Ucm wh1ch 1o properl.T charp&blo to tho ......Uaca or protlb ace,... 
lated &!tor Jobl'l>al"7 211, 1913, ahall , tor tha plll'poaoo of c01ap11Ua« tho 
41rl.dea4a paid cr.Ut 'DAiler tlda oect1011 , ba treated u a taxable 41'11.­
dcd p&l.d. • OlD tho t.ct ot it, thio aecUcm wOIIJ.d appear to allow 41a­
tr1wticm ot tha eUre ... ~to4 protUo &Ad earA1aca of " oorporaUco 
1D llqu14&Ucm tor the J7'U'PGe .. of tha 41rl.de48 paid er.Ut eA4 1 ..... 
ncb corporaUca DO 'DA41atr111'11to4 profile \az llablll\7 prorl.do4 that 
\lla &C..-..lato4 Mniaca or pro!1b GCeo4o4 \lla ad,taated Dot 1Dccao. 
It, hownor, ret-co 1o ...S. to aoeucm ll2(b)(6) •reiD it 11 pro­
rl.ded that 'no p1.D or loea ahall be recopho4 vpca U.o receip t b7 a 
corporaUcm of propor\7 41atri'buto4 1D C"-J)loto llq1>14&UOD of uothar 
COZ'J>Or&UOD0 &D4 to Se<:tiOD 27(h) wiUch p J'O'fid .. \hat •it ~ part Of 
a dietri'buUon 1o DOt a tazal>lo d1rl.dea4 1A the h&A4a of web of tha 
ah&reholdora aa are nbJoet to tazatioa 'DAilor tid a U tlo !or tha period 
1D 11hl.ch \lla dhtri'butlcm 1a ll&da, DO 41't'14ell4e paid credit ahall bo 
allowed with r"pect to ncb part,• U .... clear that Section 27(t) 1a 
nulllfiod and a COZ'J)orat101l 1A 11q1>14&t1cm 1o rai>Jeet to the W>d1atr1'buted 
proflta tu 011 ita et1re adJuato4 not iacCDo. 

!he lluraau hu tu. the poaiUCD that a a trict 1Aterprot&t1Cil of 
Sec:Ucn 27(h) w011ld illpoee - Wl4u h&rd&h1p 1A the ca" of C"-J)l ote 
11q1>14at1cm of a raho141&r7· lOCh a rahai41&r7 would be liable to tho 
oeTOroot of tho '11114htri'buto4 protito taz rat" em tho t'Gll _, ot 
ito adjuated 110t lAc,.. aceCIIIAted for the pcrticm of ito tazal>lo ,-.ar 
up to tho d&to of l1q1>14&tiCD. 111 intorproUDC SoeUOII 27(f) 1t hu, 
\llaratoro, ruled (Article 27(!)-1-(e) of JlocW,&tioao 94) that, oubjoet 
to cortab 11a1 taUODO, tho pcr\1011 of & 41otri'but1on ot .....,1Ago aa4e 
b7 a corporat10D wbl.ch hu Juat receiYo4 \ho total aooeto of &Dothar 
corporatloa ropr .. ettac earA1aca &D4 protlta of tha 11q1>14&to4 corpo­
rat10D, UT bo allocato4 for the parpoao of \lla 41't'14e4e paid or.Ut 
to the 11q1>14&ted corporatloa. 

U tha atatate DOW otaada, leCUODO 27(f) &D4 (h) IIPPe&r to COil• 
tllct: turthar cOil!llct •- to oatht "'"• the atat"clto &D4 tho ,..,.,... 
lationo. In order to cl.arif7 the procedure, U 1o ..._.,ted that 
Section 27(f) bo ropa&lo4 &Ad lecUOD 21(4) be aelldo4 to ra.d1 

•(h) Wontaxablo :otatrl'butlono.--It ~part of & 411· 
tri'bution (111el1:141ac atock 41't'14ell4e eA4 otoelt ri&l>ta) to 
not a tazal>lo 41't'14ea4 1A \lla haD4& et nl1h of \lla ehare­
holdora ao are n.bJect to tazaUca Wider tlda Utlo for the 
P" riod i11 which tha 41atri'buU011 1o ...S., DO 41rl.4ede paid 
cr.Ut ahall bo al.lowo4 w1\ll reopeot to ncb :part: cc~t 
that 41etrt'tnltlcm• 1a llcnaJt••t• M•ll H aUon4 tOfU.. 

!::g5!f!:iZSE!5)!'iit~i!Jtfit:o 
9'!'!1 !!l 9!!1' e 1!1 \h u;; !l!l?l1!!ll of \Itt lfCD\H7 • . 
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'111118 , -- - wlU lie cleu' \o \M tlfea\ Ula\ a ccrp-Uoa 1A 
Uq'C114a\1oa -o\ olalA a 419148148 s-l4 on4U for 41drt111lUoaa M4e 
U llllCb 41e\rt'llol\loaa .... ao\ '-'le 1A -- UDA. ot -- nolpl•' •­
c~t thot tie\l'i'llolUoaa M4e 1A Uq1114eUoa .. a nlleWa17 oorpon.Uoa 
to a par•t corp-U• ._ 'be olalMl aa a 4l9148148 s-l4 on4U to 
the .,.,.,, tllat ~ Mft1ap ea4 pi'CfUe ot \lie nllel41ai'J an la tan 
s-l4 out u '-~ole 419148148 ._ \lie ,.ret oo~Ue. (Article 27(f)­
L-(c) bpla\loae 9lt). 

Regraded Unclassified
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