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!he pl'iii6J'7 purpou of .U.. Wld.lotl'ibuted profi to tax 1a to make 

etteotive the r aho of the indirlcl\IIIJ. inooao tax. 'l'o aoc..,lhh thie, 

the tax lh01ll4 be flltfici..,t· over tho -.!or por tion of Ito 1-ez.eo t o 

induce the c1Jotr1bv.t10D of COJ1>0rate earuines to tho 8<!"1 tt>blo ownoro 

thereof, M4 over the r...,tning portion or ito r~~neo ohoulcl e.t lonst 

c~eeoate the !reuur:r in part for the 1nd1Ticlual inc<IDe taxoo loot b;r 

the noa...Uotl'ibv.tioa or corporate ee.ruiuo. lblle tho theoretical need 

for a tax ot thio character ha8 a:loted ITer Iince tho rate• ot t ho tn­

ciJTiclual iocc.e tax d1Terged subotant1e.lJ.T on tho Upaldo !roc thoao o! 

the corporat1011 no:Nal tax, thie need baciiDe acute t or t he firot tine 

1n a decade w1 th the hi&!> rateo ot the i ndi vid\IIIJ. incoco tax tn:>oud b7 

the lleTe11Ue Act of 1932 and subt~uent Acta. These ratoo--at p reo811t 

amounting to aa hi~ aa 79 porcont on oo(pllenta ot inc<IDo in oxcooo o! 

$5.000,000 and 62 porctiDt, or hi&!>er, upon all oo(pllonto or incCID e in ex­

ceoo of $100,000..-cCIIlld not be -· r&all.T &!!octive ao l<m<: aa corporate 

profito .c01ll4 be retained and reinvested without tho P8111t1Dt of the 1Dd1-

v14Dal lao•• tax . Tho undiotl'ibuted pr o!H a tex, as a t proaont "!'On the 

ot&tute booka, tal<et a lanc atep toward llllld.ng ouch ratu ef!octlTO. Yo 

believe that ito at!icao:r in thit c1Jrect1on can be tu:rther lncrc:lood and 

that certain el•onto ot hnrobnou can be creatl.T d11111ahhed b;r the chnnsea 

rac&"llted in tbit a•orand1llll. .1. car&!ul canvaoo ot tho 11 t'Ulltion, on the 

other hand, llaa tailed to rOT&al an:r practiuble alternative device b;r 

which thio oonld be accoaplilhed. 

J.oide tr• ito pl'iaar7 obJOOt1Te ot roduc1"4 tho 1nequl.t;r and 1n-

cr .. 1Dc the r..-- pr oclw:t1Tit;r ot the inc .. • tax o;ret•, tho Wld.lo­

tl'ibv.ted protito t ax hal certain t oclal and oconCIDlc atrocta. !ho aoot 

illportant ot thelo are (1) that the tax t..,da, on balance, to roduco oocoo­

.._, the proportiCIIl of the national. incODe which 11 aaved and to incr1111 

o..,..t the prop<>rtiCIIl which 1o currontl.T conotaed, and (2) that 1t t ooclo 

to •t.oorsUae• the proceoo of oapl tal forme:tion b7. returning to otoclr­

hol.Uro tha fluu:UOD ot cloc1dt.ac whether or not the7 are wUUnr to rein­

net ia a particular corporate ... terprloo their pro rata lhare of l ta 

~ aal'lliac-. !hlle &!tocte aro lnoeparalllo troe tha t&J: u oucla, no.,, 
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( t o tiM .net U.t cOZ'J)Oftte ..n111ca _.lie 41atri'bllte4 ~ U.. 
4eolu&Uca ~ tuable U..U.U 1a tiM tON~ aacurlt1oa ~ U.. corpo­
n.Uca 1\e.U, ar are rebnetel liT U.. a\ooltooUen t!lrGa&ll U.. exarcloo 
~ coercln riph. lldle ... eclftea\o t.bo .....Uatri'lllltecl protlta tax pri­
..rt}T u a""'- 8D4 oqul\allle - · ,.. 'bollne l:llat U..oo 1acl4c­
tal 8D4 larp}T lu~le aoolal 8104 occalc etfoc\a are, lD th•oolYaa, 
4M11'Ple .ad. \&4 to roctorco raU..r thaD 4otract trca 1 h ronnu. aDd 
oqul\allle o'bJooUftll. 

lD order to ..tc. the tax aoro oqulta'ble 111 lh ~llcatiOD, to re­
aon cort&lD bar4ohlpa, 8104 to lDcreaoo lta· etteotlYeneu 1D cortAln 
roq>oc to, U.. t olloorlDC chaDpa oro we&•• te4: 

(l) Coor41D&t10!1 !Uh SM Prh1l op 'f¥, lt h roc­
-eAe4 U.\ 114,ju.te4 Dot bccao ohoul4 conaiat ot pri'f'l­
)Ap-tax Dot laccao -- \hat ia, not laccao Wore U.. 4e-
4w:t1ce ot 111\oreat, rete aDd ro,altleo - l oaa thG prl'f'l­
lop tax p&ld, 8D4 U.t .....Uatri'llllte4 ut 1Dcaae ahoul4 
ccoaiat ot ..s,juatod ut lac- leoo 41Yl40111h , l!ltereot, 
rete 8D4 rcJaltlaa. 

( 2) Bate Schedule. ~ t olloorlDC r& to achodule la 
roc-.ndect: 

Porcet ot o4ju.te4 
not lacceo 1!!!41•tr15tt4 

0 - 5 
5- 15 

15- 50 
50 - 100 

Ta:l: 
(Porcet) 

3 
15 
4o 
6o 
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(}) "'•H C.!ml'!ri\Ucm!• It b not belh .. d t hat the 
contention hequonU.r Mde that the uncUotrtbutod prot1 h 
tu: J>li\Ceo small corJ>orat1ono at a d1aa.m.ntaco b&o merU , 
but the cont raey h ratller boUeved t o be true, IIO'forth.., 
leae, in line • 1 th our conohtent nolic;r of grant1114 nrof­
oront1ol tre,.tment to l1ll&ll corpor&t iono in allY ovont·, 1\ 
h roco:o:11ended t.'>at the -.,ec 1fic crodJ. t nroTidod 1ll Sect loll 
14(e) of t!le .o\ot be eontimlad at $5.'Xl0; tlwt tho rate of 
tu thereon be lowerod fro" 1 pereut to 3 percent to ccm­
fo,.,. with tlle lower rate 1U4~1ted for the !lrot brliCl:et 
o! the re6Ul!U' t.u, and that 1t be extcded 1D lto "PJ'l1-
cat1on to cot'!>Orationo w~th a4Juoted net ineo:un of up to 
$100,000 (rather than $5(),000) 1:1 Yin o! the propooed 
change in the base of adJuoted net 1neo~o. It io further 
reco~ended, however, that Whatever incone rc~1n• undia­
tr1'Uutod beyond t.'>e Mount lllcluded 1D tho opec1f1c crocUt 
bo tu:ed at the rateo applicable 1f tho specific crocllt 
had not been cr.omted. 

(4) Allo!!'!A'!e of !let Cao1 tal Lonoo. I t h re<:_. 
sonded that an un11m1tod otfut of ca:;>itol 101101 bo J>O,.... 
m1ttod, for the purpooo of tho uncUotributod profih tu 

o~, ao:ainat other 1neone. 

(5) J et Lou Cat!'Y':9!or . It 1a roco-ndod that a 
t _.;yaar ciU"r)'-OTor ohould be allo• 4 tor all lo11o1 
(includin& capital looooo ao morgtd with other loooeo ~ 
the preceding reeomendation) for tho purpooo of tho u..­

diotri'butod protitt til% onl.T. 

It i o beliond that reoo::llllondationo 4 and 5 
talcan in eoDJu!>Ctlon will aeet tho legitimate co:o­
plaint that it i o often necooaal'7 for a corporation 
i~~CUTrilll; .ubot antial capital lo11o1, or ~~ in 
a nuct>.>&tin& buolnello to ~ an nncUotributod 
profits tax, in or der to rot&in i to capital int act; 
m ereao, 1ll tlle contcplation of the law, ncb a 
tax ohould bo peid onl7 when it h desired t o !!­
creaoo the capital cplo7od in a buoinou b;y tho 
reinvestment of oarntnso froo troa tho individual 

1nco:zu~ ta.x. 

( 6) Optional Sottlmont of Subo&guont1Y Jound Ptt1-
91tnc1eo. It 1o rocomondod that 1f audit of a corporation 
return reveal• that not iDeoDI fro2 a proY10UI year ohould 
b&Yo boon reported at a b~or ri!l)lTO than that appearin& 
upon the foce of tho return, and no question of bod faitb 
lo l.nTOlTod, tho tupo..v.r obould baYO tda option of WiDe 
tb.o ,....Uatributod protito tl\X liab111t7 therol>T c reated, 
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with l.nterut , or of paJiq a opecial t&X of 5 percent of 
tho wu!J.otriboltod protita no•17 detomlned b7 tho oo .. ilt­
oloner, and addiDC the r....Undor of ouch ,....17 deta...,l.ned 
profi te to ad,juetecl net illlloM in the current ;yoar, It 1o 
felt that tbia reco~anclation will raetore to the tarpar­
iDC eo"!>>ration, a• tar ao it 1o potoible to clo eo, i to 
orislne.l option either of paTiA£ the uncliotributed profit• 
tax, 1n whole or 1n J>81't, or of 41etriwtl.nc ita earnl.nco, 
1n whole or 1n pnrt. 

(7) S»eeial !ax og Jarnil!&! !tugptocl troa the un411t­
t riwted Proti ta '!'!IX br llaaeon of Contraeto Prohil>Uiy 
the J!!l,l!!lent of DiTi~ncle, ete, It h ree-ded that a 
tax of 10 pereent bo le?iecl ll})OD ·~ a:e'!l'ttd fro• 
the undiotrlwtecl profit• t&X under Section 2o(e) of the 
.Act, bec!l11ae ot eontracto prohibitl.DC the pe.;ymont of 
cl1T14endo, ate., and that oueb tax be leYie4 in l in of 
the lonot braclceto of tho uncliotriwted protito tax 1n 
which the llliOilllto oo oxnpted would ot!>erW. •• han talln. 
!Ilia t&X will talct COO'h&DCe Of the fact that iDcOlH 
'Obieh reoaino undhtrlbolted aa a reeult of prior oontreo­
tual obl1gat1ona both iDCraaooo the eq\lit;r of the ttod>­
boldart and reeul to 1n reYOIIU looo to tba 0oYt....,tnt 1n 
tba aa:oo oeuure ao th~ H bad r.al.nad un41otr1butod 
aa the reoult of a c:v.rrontl;r u.do 4ee1oion of the !oard 
ot Direct oro o! the corporation. 
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1, BIS'l'OIIIO.&L ~ 

fhroUjlllout OUl' dplri ... CI with iDCO .. tax lopolation &JX!. 

adml.niotration, the 110ot 41ffiCNlt probl• thet •• he.,. oDColUlteNd -

liOI%t to the ~llliUon of U.:O• itoelt - baa b"" the probloa of 

the proper tax treat•nt of corpontion lllco•. !hero 1o o,. 

bod:r of opinion thot hoe hold thot W..t,. .. orp.nisauo,. p,.rollJ', 

whether 1ncorporoto4 or not, -.;r be properlJ' oubJecto4 to epoe>ial 

nt .. or fo:rw of tuat1on. !hero 11 another bod:r of opinion thot 

bao hold t hot corporotio,. , becav.ao of t ho ftluable ep-..1&1 pr1YJ.o 

legee Cft.~~tld to thola 'b7 law, -.;f be proporl,r taxo4 110ro hoartl,r 

than other fo:rw of buei,.ll orpniaaUon, .b4 there 1o a third 

bod:r of op1D1on much boo hel4 that corporot1o111 , lU:e other buillloo 

orpllbatioM, an •rel,r coi>IIJUto t hroucl> much illco• non t o 

• 1114irt4'11&la all4 thet the t uation of corporation 1DCo•• u ouch 

io therefore 1lll,ju.ot1t1ed, oinoo it 1n•o1Yoo doublo tuation -

t1rot, *"" thol lllcoM taxao an paid !))' tho Co'l'Oratioll, all4 oocoD4, 

'lila" tho otocldloldero pq 1.DdiY1dnal 1nco• t axoo o" their d1.-1doD4 

r...eiph. 

I" tho 011'11 f ar bco• tax -I'IU'Ie, no tu wao lerted direotl,r 

liPO" tho illcollla of or41J>u7 i lllllv.atrial all4 • roantile corporotio,.: 

bu;t railroad, ~.nnra~~Ce, benld 'IC· &1114 eiailaz corporotio,. wre nloo 

Jact to ., 1JICO• tax equal to tho low at rote l "'JJoo4 1IPO" 11114h1duall -

firot 3 p erce,.t, thoiJl IS perce,.t, &1114 later at percent , I" tho Rn~DU 

.&cto of 1913 &1114 1916, tllot rote• of l all4 2 perclllt, reepectivol,r, 

t..,.oed liPO" corponUo" iDeo•• wre 1d•Ucal nth thol nonal tax 

rot11 o" 111141Y14'11&l 1JICO••• froa mich. mreoYir, 41Y1deD4o reco1Yo4 

fro• corporoUo,. wre deductible for nona! t ax purpoe11, 

So lone •• t hol rup of nona! a1ll4 nrtax nt11 on 1Dd1Y1 • .ul 

1BCOIIII waa •rrow - ill the BaY•- .&ct of 1913 the wxtme INJ'tax 

rote •• 6 pel'll&llt - &1114 eo lone as the nto on corporation i nco•• 

-roll:lated tllot noral rato on illdirtdnal taco••• froa which 4h141D41 
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were u.aopt, it could 'b4l oa14 that the law traato4 h>COMI 4ar1Yecl 
t~"Ch CO"l''ratiou OD ~ tha 118M -111 U iDGOMI 4erlYo4 
troa WliJico"l''ratecl 'baaiDiee aD4 troa pareoDal eerYicu, lD otbar 
worda, co:rporatioD etockllol4en wera ~~eithar ta~oro4 DOr paDalbecl 
t o UIT IIUbat...,Ual decree 'bJ our iDGOM tu lau. 

Jooc:tnahc with tha llne=.a Act ot 1917, boWinr, tbe IIU'tu; 
rate• applicable to 1li41Yicta.al i.aco•• wore iacraaood Ylr"f d,..... 
Ucall7, tbe aui.- IIU'tu rate r1o1Dc troa 13 porceat iD 1916 
to 63 perceat 1D 1917, aD4 to 65 porceat iD 1918, 'rha <10"1'0,_ 
tioa iaco• tax rate, oa t'ha othar baad, •• ra1ud olll.T to 6 P•~'­
oeat iD 1917, aD4 to 12 porceat 1D 1918, ~Uboup Ylr"f hip uceee 
p rot1to aD4 .r profito t~• were &leo eD&Cto4 1D 1917, tbq were 
11041tiecl 1D 1918 to appq oiiJ.T to CO"l''ratioDI, aD4 were 4roppe4 
attar 1921, 1D couequ.eace ot tha lbaJp 1DCreaae 1a tha ~ 
aD4 abeolute ratu ot 1li41Y14Dal w.rtueo, without UIT correepoD41Dc 
1DCraa .. 111 CO"l''rotioD iDGOM tax ratu, a YerJ 1aportaat 41 .. 
parU:r arooe bet'fteD tha tax treatMat of co"l''ratioa etoakboldore 
aD4 tha tu treatMat of i D41Yiduale der1rtac t'hair taco•• fro• 
pertaerthipo, 1D41Yidw.ll7 o'011ecl oaterprioee, aD4 pereoll&l eerticu, 
!hie dieparit:r reoultld troa tu tact tllat t 'ha earaiaco &!'Plioablo 
to tha allarabol4aro t intereato 1a a co"l"'rat 1oa bv.t DOt currontl7 
diotribv.tecl 1D diY1daD4o eocepecl tha curreat 1ll41rt4Dal iDCoM 
IIU'tu.ee; 'lberMa tha eanliJICI applicable to ...-..re ot partaal'­
ehipe, 'lbethar dhtr1bv.to4 or DOt, aD4 tbl aan1iJ1C1 of 1D41rtdual 
'baaiDiu aD4 protulioDal - 'lbetur rei.DYeetecl or DOt , wora 
oubJect in :tDll t o tha echadule ot iD41Y14ual iDCoM ourtuee. 

!he pr1Yilep o!tero4 to corporat1oa otocll:boldoro ot a llo-
1Dc t 'hair allare of corporation earaiDCO to 'be diroctq rei.JlYutld 
tor tua without tha current ~at of 1D4i'Y14111Ll iaco• aurtuee 
t bereoD aroueecl oou14era'ble da-te troa tbl 'begilm1DC• » aarq 

u llepteablr 8, 1916, tbe late !bo•• S, -· 1D dhcuuiDC tbl 
propoud Ben..,. Act of 1917, declared t llat • • •••• tu uDdirtdecl 
profi t • of a CO"l''ratlon abould 'be tuecl at tbl rate• 'lllh1ch would 
appl7 if aucll profit• 'ftre dlotribv.tecl to tu eureboldare ... . . • 

lhea tha Senate l'i ......,. Oolllllit t ee t1rot reported tu bill tut 
'bocaM tbl llenDU Act of 1917, a proYio lon wao 1D01'114o4 lapoeiDC 
a 115 perceat tax, 1D addition t o tu recular corporate taco• tu, 
oa uD41Yi414 I&1"D1Dp a:rcei41DC l!O pe rcent of tbl total Dlt iDCoM, 

» f1Dall:r eD&Cto4, the l!O percent exlll()tioa •• el1a1aatl4 aD4 
tha rate of ad41UoDal tu -.. rodWll4 to 10 percent, applioa'ble 
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to tl:lat port1o11 of the total ... t iaeo•, atter :h4oral iDCo• 
tuee, ro•1D1AC Wldhtr1'ba.to4 ol.lt .. Dtbe after the oDd ot the 
calollll.ar or tiocal J6ar; 'ba.t & \>roo4 .... enapUoD waa 1111ortool 
t l:lat -.do the ODtiro pro•1o1oD •1rtv.ll:v 1Dottoctin, !hio 
~UOD roo4 ill pert, ao follOWII 

"1'llo t ax illpooo4 'b7 thh wl>dl•idoD ohall DOt -,ppl,T 
to tl:lat portloD of lnl<lh Wld1etr1'ba.to4 DOt iDeo• Ofhl.ch 1o 
&etv.ll.T ilrr"to4 aD4 ~lo714 1D tha buaiDolloo, or h 
rot&illo4 tor •"''lo,...Dt iD the ret>IODOl>lo roquir-Dto 
of the buai.,.os, or h 1Jrrooto4 111 o\>llp.tiou of tha 
Un1to4 St&too io.ued &ttor Sopt.aber 1, 1917,• 

!ha broe4 character ot the pormooion to reta1D oarninca, 
without tax lia\>1lit7, it lnl<lh O&rDi~ are 011plo7l4 " ID tha roaooJ>o 
a\>lo roqu1ro•Dh of t ha bua1Dolloo • lllado it oxtro•l7 ditt1oult to 
pron tax 11ab1l1t;v; aD4 tha IDtlro provioi oD wao ropoa1o4 b;v the 
llenDUO Jet ot 1918, 

U h 1Dtoroot1Dg to DOte that 1D the 01rt1 'far inco• tu: 
l&we, OoD&J'Ooa oolTod thio pro\>1-. with noopoct to onl1Aor7 
1D4utrta1 aD4 •rc&DUlo corporaUou (tbouib DOt with roopoct to 
ra1lroe4, beDk'DC, all4 ol..al.lar corporaUou which were thaD rot.. 
Unl.T .. ro lllport&Dt ) , b:v p ro•141DC that 1D41Vidv.lo wore oubJoct 
to 1DCo• taxoo on Choir aharo of the prot1ta aD4 p.i111 1D the 
corporatiou 1D which the7 hold intorooto, whathor thooo protlh 
wore 41T1do4 or DOt, llach a pro•1o1oD toda;v would probo\>l.T prove 
.. ro 41tt 1oult ot ottooUn adll1u1otraUon, barri11,1 qoeoUou ot 
COUtltUtlOD&litJ, U io olpitiO&Dt , honnr, that tho prob1D 
•t in thio wa;v by tho 01T11 'f&r ronDU acto, eo tar ao 1D4uot rial 
and .. rc&nt 11o co:porat1ou are ooncor...d, 1o, 1D oubot&DCo, t ho 
- pro\>1ca that coDtroDto4 tho Oo~~Cr~oa in 1916, and tho n17 
- probl ... that Oon;;re11 apin &ttac:Dd thro"&h tho ll .. oauo .let 
ot 1936, 

UDder t ho llennuo .Acto of 1921, 1924, 1926, aD4 1928, &pplS.. 
e&\>lo tO tho t i D Joaro ODdod lD 1931, the ourta>: 1'$hl OD iadiTS.. 
dual iuco•• were procroooi•ol:v aD4 oharpl,T rodDeed; oo that trora 
1921! t o 1931, 1nc1u.ain, tho rae.z!Jaull ourtax ... ta wno ::0 porcoDt: 
and tha corporation incorae tu: rote duriDC thlo period r&DCI4 trom 
11 to 13l p orooDt , ?.'hooe roduot1ou iD tho 1D41Tidua1 ourtax rotoo, 
coup1o4 with tho ""'inteMDOe of corporation income tu: retoo 
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bipr , .. U.. 110mal .. , .. oa ial.i.w.la, ..... ..-.. 1a put 
t'bl pntenaUal \az \nat..- ot ~14era 'IIIDH ea1111ap 
wn 41...oU~ nl.a'reete4 liT \'blir oozporaUoM, u ....- wi\ll 
tile reinnated. .eemiqa of 111111rt4Dal baeiuu- u4 put~. 
:ht with tile IJaet..,.t of the ...,_ ~~ of lell2, 111M, ul 
1931, 'llbiHb7 111111rt4aal 1- nftaDI WH ,.U I.JionaeM ftloo 
etantial~, th11 41~'T 01101 •n ~a oeriou pro'bl-
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II • IQXJI'UBLI liA.SIS 

1. Prior to tho :a. ... -. I.Ct ot 1936, when oorporat14a1 di .. 

tributed their eara1~ to tbeir atockboldlra, the d1Y141Ua nre 

ID'bJeot to the 111rtaz ratea _.,_ ill CNJ' illco--taz a.. 'fbotn 

oorporate ~· nre aot 10 diatrillllted, the illdiYiiiDal atodt~ 

boldera, whUe anJo)'ill& tht 'banetlt o! thee• eara1nt;1 ill tht fol'll 

of •re Yaluabla iafta-llh, were lll&bled to a1'01d all ~o.t 

ot ~~ theraoa. llltneD. 1,923 111d 1929, inclueift, •r• thaD. 

115 pe..-t ot the oo~~piled ut protita, after ill- aa4 .,..,., .. 

pra1'1ta tulle, ot all oorporatl<>llt l!pOrtiy net io.CO¥ ,.., 110t 

d1ttr1111lted '1!7 tbe oorporatiolla ID.d • •• thereto:... 110t lllbJect to 

tbe ill41Yidllal "'- -·· or their oppra:r:t.ate lqll1valent, 

epplicable to their atoakboldera.• 

2. Verr larp proportl<>o.a ot the illcoeaa accruiD.c tor tbl 

beaetit of -b•ra of the upper illOOM P""'PI ill the Ullited StatiO 

had pre'l'iou~ 11011p1d tbe illd1Y14ual inco• 111rtazee tor 1oo.c 

pariode or tore,..r 1D. thh taehioo.. llnl'T lord, tor e:~~~~~ple, baa 

been liable tor illdi'l'idl>al iD.COM ~Dr-• Oil o..q 111ch portiona 

ot tha protih of tho lord llotor ea.pllllT aa haft actuall :r 'bllo. 

paid Clllt to hiA, liT allowiD.c hh prot1 h to accumlato ill &lld 

to be reill,..ated '1!7 tbe lord lbtor OollpllllT, be hae beea enabled 

to &1'014 11ld1Yii1Dal 1D.oo-taz 11abil1t;r tor .,,t of hie tha:N 

ot lllCh protite. 'l'be h deral OoftnMilt -d ,..,..r &at aa:rthill& 

lUte tbe &qu1Yal&nt ot that uaa awoidld ill thia taohioa '1!7 

IIJ', lord (to coD.t!.au tbe e:~~~~~ple), tor at llr. J or4 '• death hie 

11tate 1f1ll paaa to hie haira Withallt ..:, taz l1ab111t;r tor the 

11.>&- 011p1tal t;aiD.a 1D.oorporated 1D. thie lltate, . put of 'llhich 

aro .. ~ tht JoN IIOtor 0 ;>NI7'• :...tellt10A of earo.io.ce, 110r 

will tht 1'at ee ot taz ~~pplioable to the 11tate be at all hipr 

tllall on eatatea of t••nar th& that -:r ha" 'bllo. c:...ated ll:r 

11ld1Yidllale w~~o .. equitalll• iD.ooMa had _ , .,bJect 1D. &eh 

era& tar _..,.... to Clll1' 1nd1Y14ual illooM Cd Ollpi tal P,illl t&1e1 

~· 81 the la\ter tJpe of loopbole 1a el1a 1D.ated 1D. - IQCh MDD.or 

&I 1a reoO-Ildld 1D. a 0011p81114n -r&ll- Oil •atatll ... d 01fh fa»> I, 

3· Oar hip 1D.d1Yidl>al 111rtaz ratea 'ft1'l oll'l'iCIIlel;r illett•~ 

'tift 1A larp part...._ their oppl1oat1oD could bl poatpollld tor 

loo.c period& or .,..1 .. d altot;ethlr thrGacb corporate ret811tioll 

of aara1Jlc•· JD.rtber, ,.,.. 'lflle oorporate &t11'1l1D.c• w re f1LllT 

d1 .V1111lted oftr a period ot ,....,, th...,. waa """"' ' d1eer1a1D.at1ou 
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ill ~ diatribllt1011 of ~ tu bllr4ea. !be us.uv ot oot.,on.­
UOila 8114 of Ul.a1r COAtroUI.JIC atoeldlol4era to cbooM ~ UaSac 
of d1T1clall4 41atr1but1ou, witllov.t uq .rtect vp011 ~ corpor~ 
tiOD1 & tax liUUit,- &114 witllollt rater....,. t o C1Zn'ellt eanizap, 
often ruulted in a lou of r- to the hderal Oonraent 
aZI4 an WI,Juat &'I'OidaAca ot te.xat1011 'b7 atoeldlol4era of larp 
paraonal inco.ea. !be COIJ'rent eunlJICII witbbeld 'b7 a corporation 
would ottan, U' diatribllted, ban rabed ~ nrtax braclcete ot 
maey atockholdare, therab:r w.bjact1114: n.ch eBZ'IIiDca to the bieber 
w.rtax ratao. 1lhen w1 thha14 tor a tl.ae and tllen paid out in :rear• 
when the other income ot l~ortant atockholdero waa amaller, ouch 
e&rn1Jl6& eacaped the higber rat .. to which tlle:r would h&To boen 
oubject. IDdirldual buainaa_, and partnarahipo poueued no 
oorreapolldinc choice for tile t!.a1114: of the diatributlon of earn­
ill88 for 1nc.,.....tax purpoaea. .All of the inccoae of indirlduala 
aZI4 ••bare of partnarahipa 1a te.xable in the :raar aarne4, 'IOhather 
aaTed and r e1BT&oted 1n the bualneaa or not. 

llor&OTer, ahareholdera 1n corpora tiona that parw.ed liberal 
dirldend policloe were 41acrl.a1nated &Ddnot u cOIIJ)Ue4 with 
ahareholdera 1n eorporatlona puroula« ni&&ardl;r dirldend pollcioo; 
tor the coroore.Uon taxea t ook no acccnmt of the difference• 1n 
dirldand poiic1ee, while tile llldirlcb>al inc..,...tax U ablUUea 
'll&re ueater for otockholdera in corporations ~ llboral dia­
tribll.tiona. Stockholder& rece1T1D6 larp diTidenda co~~~t~onl;r ra-
1nnot lll1ch of theae, but tl'w:r are nbject to 1n41T14ual lncOJM 
tazeo thereon before ouch rainYaotaent. Where the corporation 
made the reinTeetoent directl:r tor oto~oldere, auch ln•eotaent 
took place tax free. 

J.pln, an 11ld1T14ual who rolnnoh in his buaineoo the larp 
protlto ot one 78&1" and aubeequontl:r t2Per1encea loaaeo , la neTar­
theleao subJect in full to the income taxes on the ;>ro:rtte of l\11 
cood :raar: whereaa the etocl:holdera or a corporation that eillilarlT 
raiBTeeted the larp eunlna- of one ,-eo:r end aubsoquent l:r auttered 
aquiTalant looaea, aacaped indirldual lncoco taxea on t ho prot ita of 

the cood ;reu. 

li. It 1a clear that the aoat direct method of achierlnc 
aquaJ.i'T ot taaUon of all 1nccae, corporate and othar, would 
be to lDClllde 1n the tc;able 1ncocea of corporate atocldloldera 
their pro rata aharoo of the current aarn1np of corporationa, 

Regraded Unclassified



( 

( 

( 

- 7-

wbeU..r 41a\r1llll\e4 or 1111\. !ILia .. tbo4, bowner, pN-h _........, 
.ala1atnUn, -IIOIIic &114 lecal 41f't1cal.Uaa. .t.A 1acraaaa 1a U.. 
acm.ala of nor.J. corpcraUoa laco• tu rataa alp\ proctace tha 
•t~Ucal equhalaata 1a rna-, 111tt '001114 be uatalr to atoclo­
bol4ara wUb IMll 1110e .. a 111114 \c 11\o cldlol.S.ra of corporatloaa pv­
nllll liberal 411'14aa4 pol1c1aa. !1M Prea14nt , \baNfON, prcpoaa4 
to _, thHa prc\1- ct bz uol&aaca aa4 tu iaeqaalt\7 b7 repeal­

lac altoptber the 110r.l corporaUoa ~. aorpltal atocll: aa4 u.. 
caaa prefUa \u»a; &114 to .Uatltuta tbarator ftr7 .U.taatlal 
,.~ of tax oa the 'CIII41atr1ln<te4 protlta of corporaUou , !be 
tbo'Qibt aa that \baM Ntoa ot \ u woul4 ~ the 41atr111uUoa 
of U.. ~· -• of Cl'lll'HDt earalllp of corporaUoaa (ao attaiiP\ 
aa .a. \c tu prnioual7 acca.alata4 rarplu .. a), \heN\Iir .UJact. 
lac tb• to U.. ia411'1bal ~- t-; 11114 that the hxaa pa14 b7 
corporaUou oa the rata1ae4 porlioaa of their earalaca W~>U14 tlll17 
COIIPODaata U.. !ra&R17 for the 1D411'1aaal 1Doo• taxaa ll'f014a4 
tbro'Gct> nob ratuUoa. 

!be CloalroaaioDal oo.-itt .. a were 41a1Dcl1aa4 to aboliab the 
corporaUoa laoo•, corpttal atoclr., aa4 -•• protita taxaa, par\17 
becaao ot the lepl &114 -aoalo d't'U\1118• eaJoTe4 \lir corporaUou 
onr ia411'1aaala aa4 parlaarabipa (part1oUI.ar17 b7 larp oorpo...., 
Uou), part17 MCIIILiaa nob tuea were alreaq wll aatabl1abe4 aa4 
\~ora rafleote4 1a U.. price ot corporate aacm1.t1aa, aa4 par\17 
loa-• of the -naiat7 attacbiDC t o ...,.,.... eatt.taa t or the 
- rabaU\uta tu. Ia couacauaaoa, U.. aor.l oorporatioa 1aoo•, 
CII!Pital atock, aa4 ucaaa prcttta tuaa wra rata1.u4 1a U.. llanDDa 
.&ct of 1936, \loa two for..r at lower rat••· D .. pita U.. NtuUoa 
of the aor.J. taz oa oorpcraUoD iaco•a, the pranoua az811PUOD of 
41rl4aD4a troa ia41rl4Dal aor.l taz waa alialaate4. 

5. .,... arl4nca aa w haft to 4a\a aupporta t he ballet that 
\be taz baa a..4 a prcfOUD4 aftaot upoa corporate 41rl4aa4 pol1c1aa. 
Dllr1N tloa laat qaarter of 19)6, tba par1o4 .oat lib17 t o ranaot 
\be tan- of the taz. 411'14111114 4aolaraUou, aa rapor\e4 \lir tbe 
... Terk 'liMa, -'"to $1,552 a1111oaa, OOIIP&M4 with tl57 all­
Uou aar1a1 the laat q,.rler ot 1935· !be craat 11U1k ot the a441-
~1oDal 411'1...._. ~al.T ftD\ to ..-Mra of the h1cbar laoo• 
~· llat- 1927 111114 19J4, 1aclu1n, 85.6 par-\ of the 
41rl4a11U raporte4 b7 1a41rl4Dala au)Jaot to uoo• tax wra r .. 
oa11'e4 \lir 1a41rl4Dala raporliDC aat iaoo•• ot $10,000 or 110ra. 
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6. lbile the undiatr1~ted proti<s t~ . viewt i aa a wnole, 

re&ulta i n remo .. ing me.,jor aoureea of tax avoidonee ond ineounli ty , 

the pruou t rata aehedule introclllcoa a ne .. type of diacrimi!l4t1on 

whi ch t o a0111e anent o!taota theao adnntecea. lben olll'Dinea are 

ret eine4. and tlle tax 1o paid, the burden i o borne I '!W'!lY b)' at oek­

holdera o! all income 1roupe . In efrect, thia raiaee the total 

tu: burden on tto :POrtion ot !JUCh corporeUon inc<De coing to 

atockbolotera in the lo"er brecl<eta aht-rply Above th&t wi>1ch th~ 

woul11 bear if the inccae he<i been dietribute<1 ADd t exec! at the 

regular income \ax rs.tea. fhe only recour•• whic.n. auch atocldloldera 

have at present 1o t o ahift their i nYestmenta into corpor •tione 

diatriblltine aubat=tially their enti re earnings. 

'rhia ineq.Uty, howe ... r, c"" be au.betant ially reclllced by e 

reali1nment of t he present r~te acheclllle. It is greatest in t he 

caso of mediua r ates - thoae which ~tre not high eD<luett to 1nclllce 

diatributlon, and yet are 1:11ch bl.&ber then ougbt equit•b~y to be 

borne b;r atoclchol<ien in the lo,.er b racketo. h 1a proposed, 

the r efore , iD the recommen<intione appear1ng in another part of 

thio memorendum, that the r ctee of ta.x a:pplying to the first 

a-ent of undiatribllted net income be J:~ade IIUl'ficiently low ao 

u DOt t o l.mpoao en undue hardehip upon atockhol dera in the lower 

br acketa, even if e~inga are retained and the tu paid; and, 

on the other hand, that tho rateo oppl;rin& to the l arger percent­

e&es of undiatribllted net income be made aufliciently high t o 

effect dist ribution ADd ao pemH atocl<hol<iora in tbe lower 

income br &cketa to pay only the rata of t ax approp riate to the1.r 

particul&r caa... It 11 belined thot b;r auch a re'Oh1on the 

inequity in the proaent 1~ can b e reduced to minor p roportions . 
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Ul, 

• ~ • .., .. u_ 111aloll b&ft 1IMD eolnaoe4 .,..sut 
tM ..Udri'IIILW protUa tax -• 

(l) 'lbo tax toDAa t o 4hu\ CIIU"Z"'Ol\ 1-h'oa 
....UC ~o oGU~~~pUOD &114 \bDa to re\ud -.. proooaa fill 
~ital ao le\loa. 

(2) OozporatlODa Ula\ uae Ml't or all ot tlwlr 
~ tor Ula Pl!lMILi ot a»ri- or l aart- 4o~ta 

- .UJeoW to a tax poulv. 
(J) OorporatlODa ve 4.tprlft4 ot a _...,. -

ot 01111~ tor upeuloa, o:aep\ oa ~'fill a tax 
~v. 

(II) a. tax ..., 1UIIIUatriloLW ON'IIiiiCII wUl u­
..,. CIOf!Ol'&tlODa ,_ -u.c \1M oorporato ..,~ 
4o••l .... _...,. to ll&la\ala -.... -a>l~t. u.u-a., 
u4 'llllai.Maa aolftiLOT, ibrogp porlo4o ot Aopnaaloa. 

(5) !lao \ax till pr ... t aull corporaUou '­
crowbc.iato ~c ODaa , &114 tMratore operate to proton 
Htonl.ut oorporailou with ace ]eteol RrPl-• '­
-~Utloa. 

• 
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l . R1un1op of SaD•• 

l \ 1a ooJacte4 that the tax tendo to divert ~rrent in­
come rra. oaYinc to eoniUIIIpt1on and tnuo to rettlrd tile \lrcceoo 
of .,.p1ul aeC\UliUl a tion. It 11 pointed out tnat, l'llleth~r o 
eorporfttion cloea or cloea not d1atr1bute ita earnings, " •~at~ 
i ncr eased w re Of corporr.te income wiH CO to the Covel'IIIDent, 
:rrooa miett it orU1nar11¥ eat e ro the CAa=ele of eonwmption; an<1 
n>.rt.ber that , t o Ule enct Ul.ot a eol'l>oretion cloee dht ribute 
he eam~.DCa, 1t 1a Ul111Jcel¥ teat all or ne .. rl,y all or the 
diYideada will be rel.nnated 'b¥ Ule recehing stoe:::holllera. 
Tha obJection to t.ha tax 011 thia baaia 1a founded on tho orU>ociox 
t heo:ey of capitol, 'llii1CA pl e.eea oo 11111.1 ta on t.ae prcueu ob­
tainable tllrcuch 1ncro;aaed eaYinc. Bowever av,,llcr.olo t hh 
theor,y -.y b&Ye b1111 to earlier atacea 9r capitalistic society, 
i h Yol1ci.Hy under our preoet eoonOIIIY h.oa been ahel'!'l¥ chnlleaged 
by a number of reputa ble econom1ota , 1ncludi~ J. ~. X~eG and 
Harcld 1), Koulton. 

'l'he di .. enura from tile ortooclox theory eaoert that 1n nD 

1Ddnatr1al eoc1ety t.be tendanC7 1a :!'or C\U'reDt anvint;a to be­
COIDI too larco for CIU'rent 8beorylt1on, thuo resulting 1r. unao­
ploymet and a c!apreoaion or the atender<i of UYill&. Zhio 
oecuro beeauoe t he conetru.ction or now cap i;:J. aosets cloeo not 
• e.r7 directly with tne eoaount or .. Yin&• aYail~ble--"a the 
orthodox theor,y aawme- b\l.t 11 larsel)' dopen<1""t U!)On the 
mar!ceta for the final proclucto. If the onviJ>Ga of the eom­
aun1 ty abeor b too large a part of current income, the conee­
quent obr1Dka£e of consumer 44aand deotrcyo tne p rofitability 
of inneuoent. 'lner efore, aa the wealth of t.be COiliii1Wl1ty 
l.ncreueo, 1 t -., be 1ncr ea•1ncl7 neceuaxy to reduce tba 
potllli1al oaYiD£& of the wealthier • • bera, IIIIODg whom tho 
prcpen&it)' to ...... is creeteot. and to cilreet tlllCh income to 
the poorer 1:1emCera .. 

\'hero are cooa. cround• f or b•l1eY111& that there u ioh 
in thie eount17 a conoiaerr-t l ' otro.., or,.I.Cinoted oavlll£• 
which prev•nt a tull abool'l>:.i o. of t n e potential proclucta of 
1ncluetJ7, Aaide from ita e~- t~u•• odYantrceo, therefore, 
the tendency of the undiotributed prct 1to tu to prevent OYCl'­
aaYiD£ -q, the ll1&ber income sroup o •'*' 'be conoiuered to be a 
dooireble oontr1but1on, part1eul11rly 1~< -ri ew of the prcopeet1n 
di-reroion or eon-.pi10ll OJq>Cd1 tureo by the Soc1e.l Security 

~·· 

Regraded Unclassified



'Dabh, 

Regraded Unclassified



( 

( 

- 11 -

2. All•• gphlrpe•• "" 11'9'!Pac••• ot '=n•W , "'"M 01 

"'N- yt4 tor 4t'' n»rzntt 

Oo~rate lD4a'bte4n••• oouh\8 ot no obiet ~'' =-•"" 
olal .. 'bte ..aah •• 'bull: 'borrowlaca t or ln .. tol')' aD4 oU...r wodd.IIC 

oepltal plllpOMII aD4 tu.4a4 da'bt , uaual17 Npr .. .,.tet '117 .,r'CIIca or 

.. "*'tv• toD4a. 

IUh n~o\ to the tirai tJPe , that h , ah:rt-ta .. 1-• 

t or the pat~GMI of aOilQiriiiC ln't•toriea, J181FiiiC ..... e\o., U 

h ., -.-117 -tellpla\el that ..... 1- llbtN14 'be npal4 cro.t 

of eerptpg. oa u..a oon\l'al')', u h apao\el \!Ia\ aoh 1-• will 

'be npa14 cro.\ of U... ....... :proOH48 of U... -.u.... .a. tepuo-..\ 

1\on *loll 'bonow. $100,000 tor U... pvob&M of -IOUl .. ..-... 

u .. t or lh Chrieaae \rade h eor:pee\et to ftJIIIIJ' thh 1oaa n\ of 

De P'OII retail prooaele of pertaope $1,,000, ea4 liD\ n\ of \!Ia 

$2,000 u\ protu r.alalac to u after all ooe\1. U h tor We 

r- that aoh loua are wl-.4 '117 'bukw •• Mlt-llt"ld•'lac· 

.a.. a ol aea , .,reo.,er, aoh loua an ,...,. .. o.pla\olJ 11.-1-

.... "-M ... lou ,,..... .. ..,.. an -.-..117 'baliiC &\erel lll\o 

'b7 tihe - or o\har 'bo.llllaa• • t erpriMI u pu\ loua an~ 

11t"ld .. 'a4 - ~ aot ..-eau117, of OOVM, la offM\\hc 

-"· !hq oolle\Uute a ra't'Ol'lliiC 111114 -.. .. ....,._,, '101-

baa -~ taea4a4 U... total eta•tol')' u\ ~of .-.n­
ao~ra\lOlll· 'l!belr -.ol•• tor .., partloor.lar ... ~ .. '-" 

- _ __, nlaUOllUlp to U... _, of Ue u\ :proft ''• ea4 

11 ~'17 ,..,.ral u ... the_, ot the pt'Opriato.re1 lllll'ltal· ' 
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I\ 1o ,.,.. Ul&\ acepUoull7 proti table o.Dtorpriooo ooae­

tt.eo naaoo the "'"ftCe 't'Ol,,.. ot their -rciel borrow1Jl60 

'to' ltllbotltUUDC oapltel t'ml4o 4ni.,..d fll'Oa reiDTutod earniJl60• 

'!bla, ao atatod aboTo, 1o DOt tho DOnoal ooureo of re~eDt of 

nail llo~a. Other ea\erprhoo r.a...:o or olialD&to their 

o-ero1el llo~o 'to' U.. ael.o of a&UUoeel Mc:uriu .. to 

U..ir atooll:bol4na &114 otbora. I>l pMrel, ~r, the 110ot 

-~icel utUhaUon of U.. 001Dit1'7' • oapl teJ. talcoo place 'lfbon 

llllor\-tora ""de are o'll!>]>lled 'to' te.porar1l7 borrowed ratber tbon 
'to' oinle4 eD4 pe!'II&Det OIIJ)iiel. ,_., S.DCo, 110 :pllblic purpooo 

woald be oer...d b7 the en1Dpiaaeat of ell.or\-tora -rciel 
debt a. 

J1D&ll7, it io o'bTloua that tho o~tion troa corporate our­

taD• ot earniJip ~lo7ed tor the repaJHDt of COIII>erclel dobto 
woald .opea wide .., 0110noou.e door tor tu: a..-iducea J)ebto could 

be coatracted aolel7 tor the JNI'PCM of retlr1Jl6 U... out of u;.,_ 

1"6• &114 thereb7 iad1roctl7 roiDTeotiDC o&rniDCI &ad acldi"f: to tho 
propriotor&hip capitel tam-tr ... 

W1 th reopect to boll48d &ad otbe.r torao ot lo~tera iadebtedo­

aeao, .....mat dlfforont coaeidoratloDo ~. lNch of tbe procoode 

ot ouch louo haa DOnoall7 MOD oaplo70d tor plant, aachine1'7, and 

other tbed ueeto. Io 1t fair or wioo to place a our\ax on ~ 
iDCo eeplc70d to retire ouch debto1 

It obould be oboor...d 1D the tlrot place that prudent leDdero 

aad prw!ant borroftro npeet a fiud iDTOotaent financed 'to' ouch a 
leu at loaot to P&7 tor itMlt durillf: tbo Ute ot tho propor\7. 

!hat to, tundo tor tho oOIIPloto rottr•ent ot tho iDToo-nt, it no 

np~nt of tbe pbTdeel proport7 h ooDta.plato4, wlll bo pro­

't'ided 'to' 4opr.clat1oJl cherpo dedactod tr .. tho t;rooo roco.lpto o...r 

a period of ;reara. J'rW!nt l oll48ro &ad prw!ant borroftro are DOt 

111r:a17 to coJltract tor lou• oxtoJldillf: OTor a loDCOr period thu 

U.. ocon..to lito ot tho propor\7 to 'bo conotructod or acquired 

with the procoode; thc'ocb 1- are often ooDtractod, perbapo 'to' 
roaao,. ot to.poraJ'T aoM7 ..net otr1DCODC7, tor pori ode ell.ortor 

thu tbe ocoDaic lito ot U.. propor\7, with the oxpoc:tatloD that 

ouch lCUO will be m .. qt>eJ~t}T refiJlODCod. J)eprooi&tiOD charpo 

lllloul4 prOTide tho ,.. ... 0&1'7 t'ml4o tor the ul tiaat, oxtiDCUlobaont 

ot de'bto 1Daurre4 t or tho acquioitioD of ti.zod aoooto DOt iDton4ed 

to be Npl-4; DO Mt MI'DiDCo llllould 'bo DOCOOo&r7 tor thio :pllrpeoo. 
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It h aore -~ \...,. th&t I>bTdcal propertleo tluancod 

b7 bolld hiNU are colltlDUOuolT 11&1Dtai11od or replaced. lhero 

thh h do11o by the uoo ot tulldo allocated troa grou receiato 

for deproctat1o11 aDd ot.Uar charseo, the rotlr•ont ot tbe- tndobt. 

- .. aor.aUT tmo place ta WJ¥ eM or aero of throe WDTII (1) 

liT refuad1ac the dlbt at -turlty or u oarUor call period b)" 

....,. of a aow hiNO of obll&atloao (1'h1• 1o b7 tar the 10oot 

11011111011 aothod SIIOJIC railroad t.Dd publ1c.ut1l1t7 coapa~~teo, ohtcb 

account for about throo.fourtho Of the a&gro&&tO tuadod debt of 

all aoJ>otla&~~ctal oorporat1011o): (2) b)" tulldo raiood throtl&h th• 

aale ot &4d1tiollal c.-oil or preferred otoclca (a .. thod c.-o~ 

uood by illduotrial corporat10111) 1 aDd (3) b7 tulldo dlrived tre-

the ulldiotrtbut"d oar11taco of tho corporat1o11. 

'ftlo character ud iaportaaco ot the tbl.rd aothod to tho one 

at to .... ta thlo COIIIIoctloD. It to clear thet thlo third aothod 

dirt oro troa tho oocolld o~ 111 tom. Ill both caooo, otocl:boldoro • 

capt tal to uood to retire the dlbt. Ill tho 0110 caoo, thoro to a 

fonaal haue ot oocuri Uoo to rocO&IIi .~ tho t .acroaood equity ot the 

otccl:boldoro 1a tho capital aooeto. 111 tho other cue, the iacroaood 

equity of the otocl:boldlro to rococahod by a • ...,.,.our& to ad.dt tlon 

to the corporate ourpluo account. '!he oooo11tlal tdlntl\7 of the 

two aothoda aa7 bo aoo11 b)" contraotillg a corporat1o.11 wbtch refrain• 

troa diYtdond Pa1100IIh tor ttn 70aro and omplo:vo the $25 per 

ohare ot oarninco ""'c.....tated durtac thet period for the rotlr.ent 

of dlbt, wt th another corporat1o11 that payo out the $5 per oharo 

earniaco aiiJI\Iall7, but wbich, thr .. &II iooue of otock rl4!j>to at 

the ond ot that period, obtatno $25 per oharo troa 1 to atocl:bold.oro 

t o retire tlldobted.aeoo. Tho tun4allolltal taot 1o that the uoo ot 
corporate oarnillga to retire corporat& tlldobtodllooo ad.do to tho 

oqut t:v ot the otocl:boldoro. 

It baa boo11 ._ootod th&t all corporate o&rntac• that are 

oaployed tor debt rettr ... nt bo exempted from the appltcatt o11 of 

the ourtax. lhlch propoaalo poooooo &II •otiollal appeal bocau.oo 

tho avpportillg arc-o11\ uuallT runo tn tol'llo ot a dlbt.rtddOD 

tadirl<blal - althouch, ao nctod aboYO , tho law at.lcao ao coacoooion 

to wuch ..,. tadirldu.al. no f\mdMOntal fact that corporate dlbto 

are par to of corporate capt tal otructureo aDd that tho debt •1-nt 

111 thooo otructureo to Yol=tar:v, for tho 110ot part. to tpoud. 

Oorporat10III ot oullar oho i.ll tho ..... I.Jiduotr:v ·- coapet1 toro -

Y&J'T &J"e&tly ia tho character Of their corporate otructuroo, Sball 

0.,. coapa117, hecauoo ito otoclcholdoro dootred to iacreaoe their 
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011D eanUDce 'b7 obt••••ac pan of the corporate cepHII1 throi!Cb the 18-

wa of fi~illtereat .. OI.l'iUN, be &1.,.. a taz adftA\ap oYer the 

atockholdera of &1111\ber corporation 1ll the ._ line of buat.ne .. wbo 

cboae to wppl7 1111 the capital thro• co_,,. ato'*l 

1'• be?a 111l'Md7 called attant1on to the faot \bet raUroade llolld 

other -public utUity entezpria .. , which account for about thr .. -fourtbe 

of th.e lonc-te~ debt of 1111 ll01l-fillallc111l corporatione of the thlted 

Statea, oo_,lll7 regard eucb debt u a pe...,....t el_,t ill their cepi­

tal atructurea, -t1ng the Mturitiea of partiClO:!J.ar obl1p.t1ou b7 re­

fwi41D& i .. u... ~ch corporation• &114 illdnatrial corporation• u .. 11 

that deoire to N4nce t heir lonc-t•~ debt a:r .-ploy ...., aaJ)ital tv.Dda 

obtained by tlle we to atoc:dloldoro ud othere of a441t1ocal equit7 

.. curi u... Ulld.er tho Bnem18 .l.ot of 1936, IIONOTer , a corporation 

need DOt diotrilolta ito CUI'Nilt e&l'llinge ill cuh ill order to aT01d lia­

bility for the eo.rta.J: on UDdiotriwted ~. It a:r retain the cuh 

o.nd employ it for debt retireMnt , &114 nnertholeat aTOid \be eurtax b7 

tho diotribuUon of taxable 411'idell4a couiotinc of .. curitioa, eucb ao 

:>r eferred &114 co.on atocta, where \be effect of tho dhtriwtion ia to 

chnllp the pro rata illtareat of tho ahereboldere. !here would appear to 

be DO loctcal or practical ground therefore for e:a:eapt1ng fro• the eur­

tax on w11Uatrtwte4 earninge eucb port1ou of corporate eal'llillgo ao 

are ueed for debt reur...,t. 

!he po .. ib1e effeota upon tho tax re?..,..a of &ll7 oubotantllll 

u.ption fro• the corporate eurtax of earninge uoed for debt retire­

Milt, llp&l't fro• the poao1bU1tiaa of tax a?oidaoce by the creation of 

new debta, oho'Old tull utilhation of \be prlrtlege tall:e place, a:r be 

ill41oate4 by the followiac figureo, wbJ.ch allow the aggrep.te indebted­

,. .. of 1111 corpora \lou oulai tt1ng bal&llce obeete w1 th their illcoDe­

taz return• ill 1928 ud 1933: 

Jotea &114 accouah papble 
loll4ad debt aDA .ort-• 

!o\111 

l.ii:l :!.ill 
(BUlione of doll&n) 

27.4 19· 3 
42.9 !!2!i 
70·3 65.2 

3· 1J!ba a11...a. .. "''QE4p•aa of Agr1Jiy ggrporatlona of a Mpttyn 

::r:;Oj9P1t&l tgr •pptloa. •ICIQt oa ppatp.t of a tg "P'' tr: 

It 1e frequutl7 contde4 tbet tbe direct reill,..o\aent of a larp 

traction of corporate eaJ'll1llp 11 eoaent1111 to the e:rpallOion of corporate 

•tezpriM; aDA that the nrtaao t.pooed under the lle'f- 40\ of 1936 

will therefore operate to prnent or eerioual7 to rea tric\ nolo up&ll­

alon. '!hla &r&"MJlt 1a DOt well foUilded eillce 1111ple ...,.. for &:rpall01on 

on the pan of corporat1ou wh1ob co.u4 the collfidaoce of tbe1r otoolc­

boUen arw a...U.ble 1n tile fora of taxable o\o'* d1rt4ellll.a &114 prefu­

••1111 ~te to eu'becribe to ..s41t1ocal a8Cilrit1ea. 
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(a) It no): D'z1 Oerde 

In the f1rat plac., d1Yiden411 'aT be paid ill the fora 

of a~u .. coaatlbtlAc taxable illco- to the atoclltloldera 

ro.oh u P"'ferre4 aa4 co-a atoob (prort4e4 I1ICh 4tatr1- ' 

ttoa cbaaca• tbe proportiooata illtereata of the Yariou. 

ola .. aa of atocloi>oldera), ud .artou cluoaa of debt tna~ 

_, .. 
!bat the corporate atrQOture ta aatfic illllt17 flexible 

to ..a wide 1111d affactin ua of thla .. tbod of llll!'ll1Dp re­

teattoa 1a 1A41oate4 b7 tbe o1&11ar a4Jut .. at -.4e 1v'­

corporetloaa f ollowtac the aop...- Cllnlrt 4ectoioll ill :11 ... r y, 

llacoaber, 1A 1920. Na dectoioa, peralt t lAc the doclaratloa 

of aoatuallla atock 41rt4ellcla, reoalted 1.a c ..,...,.. ill­

creue 1A a'GoDh 41rtdeade. In 1922 ., ... tbeJI .3.3 bUliou of 

atocll: 41rt4llll411 .,..... 4ecl .... 4, ud about . 5. 2 bW1ou 1A tbe 

followtac anaa 78Jlr•• Th• ua of I1ICh 41rt4ende , thereto ... , 

tor the J"D'PO•• of -.k1ac DO-cub taallla 4totr1llat1oaa will 

iliYolYa no -.jor illllOYetion in corporat e dirtdaad poltcieo. 

(b) stpM J1pte 

In a441 t1on, for -.117 4eca4eo, &rowtDc and nccentul 

corporatio11a ban been able to call upon 4~air otootbol4ara 

and othara f or a441 tlonal ""Pital throacl> the offartac of 

r14:hh to the atocllhol4era to o'lll>ocriba f or a44tt1onal nCU>'i­

u... Throw;h the hraaAoa of such rlpoto, corporatlou W'!f 

obtaill tbe raillwa-nt ill their buill .. • of cepttal aql:llll to 

all or llll7 deet"'d proporttoa of the coarrent aarn1llp thet 

ban beea 4tatr1bv.tad ill 41Yidell4a ; aa4, 1t nao4 be, ., .... 

.u- a corporatloa that deetre4 to rainnot ill lto 

bulnaaa ita anUra aandaca of t5 a ahara, but that, nne!'­

tbeleaa, decided to pq out the 11bola -unt ia 41Y14an411 1D 

order to a~td tbe corporeta surtaz. IDcb a corporation 

coald uwall7 obtai.a the ret•rnot-t 1A ito buill••• of thla 

•5 per o1>ano b7 oftarlAc to ita a tocldooldera rlcbt• to pv­

chue a441t1onal ""Pital otoclt at prtoao below the ,....,.Utac 

....at Ylll••· !lie 1'14!11h tbaual ••• •ald coaatituh a 

YalaUla arlootallla illot~at whlob coald be aold llr -

ob• alool<\llr 1lbo wu DOt 4topooe4 to ralnwat bh 41rt4aad 

cbeok. It ta aqull7 apparent, of ...,..... , tbet the -t 

of ~ 't1111cb ..a be obtaillad 111 thla W'!l ia b7 110 -· 
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lt.itecl to the -t of the e...Un«a of the corporat1o11 

b'llt that &117 r-~~a'ble 111creaae 111 total cap1talhat1o11' 

- 'be effecrtecl 'b:r th1o -•· 

Dlar111c the pertocl 'betWMII 1921 &4 1930, 111clua.1•e, 

t he .t.Mr1cu 'relepho11e ancl !elepoaph Oo11pa111 pa.14 r~ar 

41Y14ftcle at the rate of $9 per ahara, the clhicloollcle eure­

PtiiiC alMnlt $850 llilliolla c!=in& the ten :reara. JNt, dur-

111c th1o - t..,._:rear periocl, the corporation offerocl 

rlltlte to parcba .. a441t1ollal etock to ito atocllbolclera 111 

1921, 1922, 1924, 1926, 1928, ucl 1930, ucl 111 the eQ;re­

cate raieecl allo'llt $950 llilli ona of capital froa ito ato~ 

bo1clere tbrcnld> the aale of ncb a441t1ollal atoclt to thea -

or alMnlt $100 111111ou 110re tball the eur•cate 41•i4allcle 

pall! to thea cl'llrl.ll« the period. 

fhe !ranlera IDnruce Co11J18ZQ' of Hartford, Ooanectlcut, 

'b:r a'llCceui•• ofteriJIC of rlcbh to lher-"olclere to ll'lll>acrl'be 

to n.w etoclt at p .., 111 19()8, 1910, 191J, 1916, 1920, 1923, 

1925, 1926, 1928, u4 1929, 111>1 Upl1e4 ito .ov.totaDAI"C ....,...,t 

of capital etock tftllt;r time, froa $1 a1111o11 to $20 •11-

lloaa. 

()lie of the - recut llluatratiou of thle ob't'io'lla 

.. ..,, of e4J'Qat...,t to t he UJI41atr1'boltecl profito ta.t ia of­

f erecl 11:r llo11tco•r:r Yar4 u4 OoapaiiT, wboae preoiclent, 

Mr. S.Wll L. J.nr:r, Yi&OrO'Ilal :r crit1c1••4 the tax for co• 

pell1Jic the ao11J18ZQ' to 411trl'bolte rtrt'llall:r all of lh 

$20 llilllOill of earnillp 111 1936. !!:>.11 coapan:r pall! caeh 

41Y1dacle of $4 per ahara dur111c the peat :rear ao aca111• t 

nothiiiC 111 the predo'lla :rear, b'llt reooupe4 the e11Ure 411-

trillv.Uoll allcl 110re 'b:r obta.111111c $25 llilllona t bro'ach a11 

offer111c of a441Uollal co....,n atock to ita atooldlolc!ero. 

t.ferr1~~& t o Mr. J.nr:r'• 41ocloenre that the co"'*" 

1a - 111 neec1 of t'llrther capital becanoe of lh record· 

'breek111c Y01- of aalea, the ..., Torlr: 'fi.llea reportecl 

Mr. J.nr:r u aa:rlDC that the coapa111 baa tbree alter~~atl•• 

•tbocle 11:r mich 1t oen obtaill the .,... capital lt DMcler 

J'lr'lrt, la-c• of Dew cortnrtlble preterre4 otoclr: nth a 

rate ct abc'llt 4 pe~llt; oecon4, 1o....,.ce of oomertible 

clebelltveo; ..,4 th1r4, oale of a441t1ollal co-• otoclt 

e6cb • ,... oolcl 1ut :rear to prortcle $25 llilliono. 

'file llarean of J\1,1111UI t.oearch of the tlftinroit:r of 

Illl110h baa eat1•t•4 that 110re tball $3 bUllona of capital 

,... ra1eecl 11:r oorporl\tlODI ill 1929 throriP offerlllco of 
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aecurl Ute to their etocJct>.olc!ere. In d1tcutl1ncJ web etoclt of­

ferlnp, Deri'QC, ln hie :Pin&nGlcl PoUe:r of CorporaUou a 

etandard work on thh wbJoet, ·~. "'!hey occurred. alao;t u 

frtquentl:r ln 1922 an4 1923 ae the;r d14 in 1928 8114 1929•. 

!he mabel' of oorporaUone, relati"l7 mall 8114 Ullla>own u 

w ll u large and wll-lmown, th4t have been uain« thh MIDI 

of rahl'QC capital tundo durillc!: t.'lo paat tnht 10ontha h 

wbetantlal, 

»ed1u.-e1ae e?rporatione with eeattered etoekholdore art leoa a&­

'YM~ouoq 11\wlted to reef'~ture earniQCo froa their otocldlolc!ere 

than el tber IID&ll or large corporat1~no. On tho ono hand, t ho:r are 

leot able than IIDall corporations to eecvre the intoraal and re~WST u­

sent of tbair etoclcboldera to the reinnot.:oent or diVidendo; and on tho 

other hand, tho,- lack the resd;r aeceeo to tho gonerel C<~Pltal IW'klto 

thAt obta.ice for larp eorpot"atlone. w•nr!Ul••• , Uleir ""•c-nte 

po11e01 ln addltior. to the deVice of taxable tteek d1v1dtDdS a h1chlT 

eoerc1n power to ree~~pture , tbroucb ricbh to addltlonel eeeurltioo a 

larp portion or the earnl.n,go d1otr1buted in 4iV14eDdo. • 

'!'ho fact t.ll&t thi 1 practice bto been leo a oaplo;red b;r aoot aoderat .. 

olze corporat1n1:1 than b;r large corporations h not .ottr1butable to eztt 

illberent &144 4tellhe d1f!ic\llt;r. So loac ao ne• capital tundo could be 

ob~ne4 b7 d1roet relnYut.:oont c! oarni~~go, 110ot "oderat .. 11 .. corpo­

ratlone , 'lhoee d1Vidond :;)Ollc>i .. nu 1e .. lllll>Jec• to the c>ritlcal o.p­

prahal or a large bod7 o! otookhol4uo, found no opec1nl advatase 1n 

rahlr~ tunde tbroucJ> r ights ~ their otocltboldoro, !(ow that the ...,... 

d1o•..ri'!>uted protl.to tax prorldoo eucll u advantAGt, tho coercion i!ppllod 

to otocltbolc!ero b7 the preferont111l offerirg of new oecurit1eo at " 1'7 

attractiv• ;>riuoo mo;r ·oe expected to be eooplo;r.d ... ,., erteno1"17 b;r 

ft0dlr at>-o1•• ~orporat!ono than ln the past, with eftectiYe rto\llts, 

In aMi tior. t o the f\wdo 'tlhlob 1118¥ thus be raloed b;r ner.rl)- all 

profl\1\blt corporAtion•, b.rge ud ...U, t broucJ> the o!!ering or new 

etock to thoir atocltholdere, large corporation•, 1n particular, will 

e<>nt.lllUA to potaeos, ao they clwt>,Yo ru.v~, aceua t o tho or,;anhed capi­

~ aarketo for the d1reet flotation of eecuritioo to pereont other 

tn... •.heir e:dot1ng ceou~1t' 1\oldere and. 10 will 1>e a'>le to raloe web 

adl.1 U oll&l tun4a u they rv:r neod tbroucl> th~ o!teril'll: of o~okl 8114 

'tendo !or publl~ wbtcr1pt1on, 

....-.rtt.elua, there a:-e sooe • Itt- ar~ N 1! cep1 tal tundo obtalne4 

b;r d1roct re1nveot:ont of '>erni~o, and therefore credited to 111 account 

et.llod wrpl,., haTo a epe~ial ugio about th.., that lll.lkes tn .. ""re 

Tal~~&ble to a corporation than C<~Pi ~ tu.oJ.a obtained tbroqb tho oale 

of t quH:r oeeurltlu. !r'ntto , it 11 eoctend~d thnt Mrporationo with 

larp aee•r.ulated orurplueeo oro 1n a otroager o.-petitt" pooltion than 

corporation• with taaller or s.o ourpl.uaee. !hit contention 4ou not 

otand ..,...in:r.tion. 'l!'ne it .. of wrpluo occuro on the Uabili ty ddt of 

a corporation • o balance ebeet and doee not n~eaarll:r repreeent c&lh 

or aarketable oocuriu .. Qr lnTI·ntorl.oe or eztT other tJP" o! liquid u­

.. t . In- cae3o, n corporation 11 born with a wrpluo u a reo\llt 

oi the e>q>e41ent of underTalulllg ito capital etocl< on 1 to boolal 11114 
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ealliDC the H at of ita pa1.S..ta cap ital WJ']>lua • . Ill other caoea, the 

WJ']>lu 1a the rellllt ot «'-•iDe a large aad oometlaaa ttcttUoua •alu. 

to ncb iat811411ble aaaeta aa COOd rill or patent r16hta. In no case 

can it k tnJJ.;r atahd that a IIOA-tlnaacial corporati(l1 wi th an ac.,_. 

latad 'book WJ']>lua 1a 111 a kttar co~~pet1tin pooition tban aaother col"­

porai1oJI with equal a .. ato aJI4 ai•Uo.r l1abU1tieo and equally cood 

•nee-at that hat 110 'book wrplua. The lat tar corpora tion could create 

a 'book nrplU8 at e:q u .. 11,T a reduction 111 the par or 'book nl.,. ot 

i ta eapital otock. 

It 1a aoMti.Ma &J'~Ued tbet those col\oidera tiou are 1:10ro apJ>licable 

to oorporatloaa &~~Caged 111 atable tban to thoaa e!IP«"d ill hil:hly n uc­

tuatLn& 1adnatr1ea becauae the lntter corporation• experience traqueat 

aad prolODCOd periol!o ciDr1DC whicb low earning a or actual defici to pre­

cl...S. .uce>eoatul appealo to atockholdort for additional capital :t\lndo. 

Bo....,er, ncb corporatioGa were prl'fioual,y able to obtai!\ aubotutial 

UOIIJita ot capital fUJida tbroU&h re lnnated earnia«a oD.Ly darint: proa­

peroUJI ;rearo, &Jid Ullder the nn law, the;r -.r continue t o utilize proa­

peroua ;rearo to acCUIIIIl.ata cal)ital :t\lnda by tho ocle of additional oe­

curitlea to their atockhol dora. 

I t ia turthar objected by oome t hat atockholdoro ~ be reluctant 

or ann wnrillin4 to raii\YOst 111 Nl'' c h011 antorpriae ezq lart;e fraction 

ot the .....UDCB diatr ibuted t o tho:- l.n dividendo . Bllt t his arguae11t a s­

WMa that corporate II6Jial;8MI\ta uy juatl:r rolnnst e&r!11ngo 111 a par­

ticolar oaterpriao a«a1net the desire of the stockholders, In t ho laat 

aaal;raia , hDWW'fer, t he aarJiiiiCB of a corporation boloag to 1 ta atoek­

holdera; aad atockholdars are enti tled to exorciae a choice, which, 

Ullder the pHal!lt corporate practices tho:r do not alwqa posaooa, with 

lr'tl-ct to tho diapoa1t1on ot thooo earnint:•• Insofar a o one effect ot 

the v.ndiatributed prot1ta tax will be to oncouraco corporate -

-\a to obta111 tho oonaont of their stockholdora tor capt tal expana1on, 

aJI4 to t;i'fa to atocld>oldoro - the real omora of tho corporation - a 

t;reater oontrol oYer the diapoaition ot their eezniQl;l, this effect ia 

alt opther doal.nble. It baa often been r...U.d that corporo.to IDil.tlllt;t­

•ntl are tar D>re pl"Cl4.ent in the uae ot capital tundo obtained throDjlll 

to..-.1 t111&114111C with the aid of 1'11Yeatment baakoro then in tho uae of 

capital tUJido arialftl: out of ~rt~i.n.,.ated eezniJ~P• J. .. re diaciplinod 

uao ot the latter aource of capital 1a nc loss 4ooi rablo • 

4. 
• 

!be •pt;epttqp t;MS; th• t.•l ga "PM •trtbut•d •em' on p1, 11 41•­

oowep end ,.,,., the czM&' oo at M !')QfA'' mrplt1f11 uo•••aa 

to "'Dt.•1n PM'' tppJpJP'nt cH y1d•pde egd Jme1neee aolyonc;x 

t ttmpcta wr1 041 Q( fe:m:ett1 M: 

Critic• ot all t or.& ot and1atribut~ prot1ta tuat1on h&•• 
attoopte4 to reat .acA or ,.,,t of their caee on thia contention. 

n bae kc widol;r cbarpd that ono ot the pr111cipa1 rellllta of the 

t~ will be t o -.11:• t\!.tuH 4apreu1ona tar ..... , ..,.,.. beCIIIUlo tha 
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Ia re-t ,. ..... perUC"Ciler1)-, \be a he 8114 obara.o\er of oor­

puaw ....-,1 .... , aa \be e:opnuioa 1e vM 1a corporaw a.o-u-c, 

baw "Mea proto~ iatl.,..aoM _, ooael .. raUoae ot ooafta!Mce , 

w..auaa, aat fiauoiac ; u4 tu •11• of a oorporaw ll'llrpl.u toter 
liMn M uoeeU1'7 ralatioull.lp to \M -•• et ace.alatM een~ 

t-ee aor to \boo li(ll14 r .. oaro .. of a oorporatioa. ltooll: trauter 

11M ei.a11111' kslte , t or eDII!ple, eftaa ub it .._..,.\ape>,.. f or a 

- .rperau .. to place a aall \ook or ,ar ftl.,.. oa ita eto.,., 

er for aa eetabliebet oorporatioa \a reftl.,.. 1\e eziettoc ..,1\al 

e\Mke 1a u.te UreoUoa, .... 1a 'M\11. -• to truefor \be r-ia~ 

tar of \be e tooll:tlolder• ' e(d\7 w \boo nrplu -•· .Ulte tr.. 

\boo tuaUoa aa4 elat llll' -t-ee• iaft1YM, tloh oball,p 1e 1'11"17 

- ot ~.,toe. U do•• ao\ atteot tile oorporaUoa1 e uUU7 

to riU..\uol 4epr .. e1oae or to abr\Uit- npeatlnr••· 

1M - h ao\ aacll 41fferaat for a oorporaUoa 1111oM ...,1,.. 

ao-\ ac\'11&117 r.,reeea te a.o.-lated ......tace• It \lt.eH een~ 

t-ee U... 'Mea tanete4 1a tile ooaetnocUoa or pwcllue ot ...UUeMl 

plate ..a =+,.•!'7, tiM wee ...,1 ... aooo1at oft en • -• 

ot tM oorporaUoa ' • abUi\7 to Met f iauoial jl1ft1C"CI1Uee. It aa 

s..n.e._t ..,...r er aa tawetor -u• \lt.e loaluce ellee\ of a 

~atiaa w u\erleiu wloo\ller tiM etodltlloltere ' ..,al\7 prontee 

• .UCU'- -eta of eate\7 for a-. ... h-, boo looh to tile •la 
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e\oolltlol4..-e' equ.H;r, :Part of wbiah wUl be foUD4 1A t~ ceplhl 

•Wok a.cooaat .a4 \I>A r .. t of wlliah rlll be toad 1a u.. nrplue 

_,, a MDI ftrJ 11Uh, lt uq 41tfere~~ee t o b.la IIMt~r 

\M evplue &eooaa\ 1e 1..-p c4 \be ctl!>lhl ttock eccollllt 1o 

..U er Tie. ftr .. , FOT14e4 olll7 \ bat t he book ncar .. ecearahlJ 

-..are \be real ftlu.e of \be otockbol4ero ' equi t;r. 

U h 110\ the abe of a 'bool<ke~:~>lDc figure ealle4 "nrplue• 

\hat 41hr.iuo the abill\7 of a co~ratlon to .. ,, a 4~:~>r .. otoo. 

or o ther con\lllcanc;r. H 1e \~ ...,111l\ of U.. total aneta of the 

OOZ':POJ'aUon u ~are4 rl\h 1 h ob11ptiono (partiCIIlarlJ Uo 

lbort-\eft obllpUono), and tho proportion of 1 h aueto which 

1\ bape lll 11("14 fora , tbat are olpiflclllt 1A tbie couectloa. 

Oo~atlolll wl\11. relatlYalJ larp a.QUil\o of 11("14 aooeto, wbe\~r 

der1't'e4 troa F•'fioua earlllDco or troa :Prertouo tsouo of 11aurlt111, 

are lll a poeltloa \o ... t unuouel tliWiclal needo, lrroopectlft of 

the abe of \be balance ohoot ttea calle4 "~Ur:Pluo• . 

~r• 1e 110 4oub\ \bat • oo~ratloo. !& lncro&M the YOl,.e 

of ita l1qu14 reoourcee b7 w1 tbhold1nc current earntnca troa ita 

e\oolltlol4ere. When 1t 4coo oo, hown:v , U 1o obtalnlDc nft cepl­

\al tun4e troa tb•· H ccul4 equellJ lAcreau 1 to 11("14 r .. ourc .. 

b7 dhtrlbu.ttac all ot lte current earntnca 11> dl'f1dlll4e llld otter ­

be lh e\oaktloldere r tph to pnrchall ad41t l onal otock wl\b a 

porUoa or all ot their 41T14ell4 recolp\t . !be llll41t\rlbv.\o4 pr otlh 

\u: :P~• ao l lalt upon the ecvepte '101 ... of a corporation'• 

NIO'III'O .. aor upoo. t he Fcportloa of the11 r11ourcee tba\ 1t aa;r loa~:~> 

la rela\1YalJ 11("14 fora. 

!bue are 10111 wbo 4ef-..4 \be prertou.e o;rat• of corporate 

tu:aUoa on the voWI4 that the co~rata eurplUIIt \~t are bQ.llt 

qp trH troa wr\u:lo """ a publ1o f111lct1on b7 onabl lDc corpora.. 

Uou .., Mln\alll ~lo;raen\ a\ a hlper left! \hill woul4 o~lH 

be pooelble in p orlod• of 4opreae1on. 

!hie 'fift hal belll torcetull7 a:rpreued b7 Colonel 1Aonar4 ~· 

of U.. Olewlllld 'l.'ruot Cospao.J. • OltlllC flguru of t~ D~:Par\a111\ 

of o-roe too the etteo\ the\ tho utlonal ii>COIII pa14 out ezcelltod 

the -uonal a-e produced b7 a total of $26.6 b1111ont be-
19,.:1 .a4 193~. a clutlft, Colonel .l:rr•• CODclu4eo: "\'bat .,. rep­

re,...\1 \be oontr1bo1Uoa the\ bv.alneu ~~~ aadl to - rpo.c;r 

rallet 4ur1ac tlft 41:1>reulon ;raare. !U11 ~''• 1a ezceu of 

ta~. ware aa4o pot'l'le booauae ourplua•e had been ac~a\e4•, 
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llow, \be 1101' ohioua tact bM:riJic oa thie arc-at 11 that n 

I~ 414 IIOt 'IOrli: whea, 111 1929, U1o0 crMt el\ UpJ'IIIiOD t hi e 

-V7 hal I'I'U' uper 1eaoe4 - 'GpO& ua. lot oal7 4o w DOW llaow 

Ul&t tllll .,.,..,.rate nrplv..Me ~a\14 1a \be !'natlu .,.. 110t 

'UI4 to atq .,..., erleat , 111 tlloO .,..._,., • • to aal11te1D a.plo7111&t 

'-iac tlloO UpHII1oa , lnlt .,. &leo U... - CI'WD4 tor I'UpiOtlac 

\loa& \be ftZ'7 w 'eUoa of thaN corporate nrpluaee uehte4 

-terlall7 111 oaalac \be t.pr eul011. 

!!ma, it hal Mea .,...,.... '117 W"7 r .. pacte'ble eoo~c eotU.Or­

lU.,. , that IIIOIIC tha .,.,..., of \be 4epreu.lo11 wu tha etaniac of 

co~Uoa tbrcnap tha wiUodreal of too lar .. a proportlo11 of 

ov Mt1oaal la- t or corporate oep1tal e:q>eu1tve. It h &leo 

iloOl4 b)" JOM7 t hat 0&1 of tlloO n oioua iatl....,CII COIItrl'bv.tiJic to Ule 

.,. .. , etoak _.at booa of tha late !'we& tho .,.. tile pll1&e up of 

l1(U4 COrporate HIOVOII tbr.,..P IZOIU1ft l'lt lll\1011 of oorporato 

...u,a. ltoak _.at epeCIIlailoa, wllieh ba4 alr1ad7 bee eUau­

la\14 b7 t llll 1'11Jll4 Cl'ofth 111 corporate llrii1Jicl, wu tvthar et"-­

la\14 b7 t llll '901- of tlmU repruoaUac 'IDI41etrilN.h4 aer&1acl 

Ul&t _. pc1IH4 111to ~raker• ' loaaa ~ corpora tlou . 

ht l et u •-""• opecltical.l7 tha coateatloa that thaN 

..-..late4 nrpluaee were actuall7 ual4 4v111C tha 4epreelloa t o 

Mlatalll .-plo;r.11t, 41n41114a , 1114 otllllr J)117111&h . !II& Dop..-tant 

ot o-roe tlcaru are traqaanU7 ci\14 to repreoe11t tha ICF'Ipte 

la-• of oorporattou 41ar1ac tha 4eprealloa. llltller '117 tireot 

eta'-at or b7 illpl1oatloll, \be oontutlon 11 ar.d.e that tlle11 

loiMI l'lpl'lll&t \be IIIO .... tl wllieh corpora tlODI haft ba4 to p«f 

.. , , la •zoe•• of U.llr uce1pte, t o worll»re, ~~q~pllera of •teriall, 

loa.& llool4•• · M4 tha l iD; M4 that oal7 tllelr prenoua~ accanl.a\14 

nrpl-• all -ll U... t o 4o thia w1tbout ~tQ7. 

'11 haft loeea at p&ln• to -1u tbe •\t•r 111 41tall 011 tile 

l>eall of \be actual la--taz ratvu tUe4 1>7 oorporatlou , u4 

w tt.l \bat \be ttcv•• reportl4 eaeh rear to tbe hr- of Iater­

aal :a.- •• atrlk111Cl7 at .,...,_01 with tllla coatntlOD or 

'MUif, 1oM of our fln41-... ere u tolloft: 

lt .,. oouol14ate tho lncoae aocoute of all corporatloaa t or 

..- of tllll t1lr11 71111'• l9Jl-l9JJ, lnclualft, .,. tid t hat t be7 

npor\14 u &CIP'•Ph aet uflolt tor thie tbree-re..- por1o4, attar 

tu.e at t'-6 111111ou. '11 &lao tln4, bow'IV, that tll1a ICF'IPto 

•' ..;flol\ .,.. arr1w6 at attor 414uotlllc - $11.2 111111alle fer 

..... 11tat1oa, - . 761 ailllonl t or 4oplet1oa, -• •3·1 111ll1elll 

tor M4 u'bte, u4 eoa1 t5.1 1>1ll1ou tor loll 011 \be aall of ~ 

ltal .. Mh; W uoU olll wllieh, in tha Min, 41~ aot repr•••t 
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C~Ql'Z'Qt ct.ah w.tla;ra .i.Jd.~~& f or ellplo,..,.t , dhidellda, otc. Ia o\ller 

wo:rda, tho accrepto ~~et inc ... of corporaUono bofor o thooo '1'&1.­

Uon 4educt1ou, in tho worot t.pl'eoolon in h1otor,-, ... a Uttlo 

aoro t.b.oD. $14 'bUUou, &D.d tholr caah dhidelldo a llttlo • oro tllaD. 

tl-3 'b1l11ono. ror corporatlono &I a •1•. dlrldaD.do, -·· -

ot.b.or pe;t~~~D.to , cau out of C\ll'1'0D.t rooolpto, prlurll7, &D.d not 

trca accaalatod llquld ourpluooo. !llo book ourpluooo ot corporatlou 

....... 1D4eod, re4w:od: but tho7 wro rodD.cod in tho accr-to, not 'b7 

aoto:lal caah dlo'bllro.,ente, but 'b;r the writi.Dc dOWD. ot aooot o em tho 

'boobt of corporatlou. 

It -.,. wll 'bo o'bJoctocl that theoo f1~o UT 'bo doooptlft 

'boe&Uoo tho7 1D.cl'll4.e financial ao well ao Jloot1D.aD.c1al corpora\101118 , 

~t tho f1suroo tor nootlD.aD.clal eorpor atlono alone, which 1nelllda 

all or 011:1' IWltltaetnrln&, Jdnl.JI& • .arch&D.d1oi.D.a, and ot.uar 'bQol­

IWIII corporaUono, toll the 111110 otor7. lrootlD.aD.clal corporaUono 

ro))Ortod a not ac&r"Olto dot1c1t otter tauo tor tho throe 7e&rl 

1931- 1933. incluain, ot $3.9 'billlono. blr net inc ... 'boforo 

TaluaUon dodD.ctlono , h_..-, """""toe! to $11.1 'bWlono, &D.d 

tho d1Tldando paid , to $10.6 bllllono. It h obTlOill that tho 

preT1oual7 acC1ZIUl.ated surplu .. o or nootinanelal corporailono, 

11bllo re=.eod 'b;r Taluation deducUono , dld not r oprooont liquid 

roooo.rcoo that nro drawn upon, in the ~-to, t o P&7 ....,.. or 

d1Tid&D.do. 

~~~~ if w confine our att&D.Uon to dofici\ nonfinancial oor­

poraUono, that 1o, nootlD.II.Ilclal corporatlono roportlllc ao otoW.. 

tor7 not 1ncoae, we find that Taluation dod1:1.Ctlono, ratholr tllaD. 

ct.ah aperati.D.a louoo, accoalltod f or tho larpot part o1' tholr 

aa:ropto not looooo durint; tho doprooolon. Dl>rin& tho tllroo -

19)1..].9)3, incl ... ho, tho &C&I'-to not 1ooooo attor taDo of \llooo 

nootlii&D.clal corooratlono that roportod no not lD.c ... -toe! to 

$12.1 'b1ll1ou: bv.t $9.5 'b1U1ono o1' th1o IM"•Pto , or 71 porcat, 

r•••entod 'l'&luailoJ1 dodD.Dtlono, prt.&r1l7, rat.b.or tllaD. caah 

opcatln6 dlo'bllr-anto in exoooo ot caah rocolpto. It ohoa.ld 'bo 

'bomo in a1nd , •orocTor , that a corporation lo lncl~ ln tho 

doficlt CI'O"CIP oa.17 1n \llooo 7oaro in which it roporto ao ut i,.....l 

1 0 that tho figuroo Juot cltod inclndo tho looou of all corporatioao 

duriiiiC thoir worot 7&&J'I o1' tho doproooion , OD4 clo not illclllda tiYS.r 

not inCOIII, if 1117, in other 71&1'• of: the doproooion. 
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file flpr .. o1ie4 abo ... nro obtalnod :rr .. tile 111--w 

raWM11 aohall;r f1le4 b;r oorporatiou wit h tile hroa of laknal 

le-. U ollo'Gld be po1Dte4 out \bet thoro " "" oilier rod.110Uon1 

1D \be book 1 nrpl u• of oorporaUou beo14ot lontt all owe4 f or 

1w :o • tax purpotu, and .... of tbett reprtttntod. oath outla;rt . 

U ollo'Cil4 alto be ..U clear that tho flproo prootnto4 for all cor­

pora\ 1ono, f or all DOnf1Delle1al corporatlono, an4 for doflolt non­

f1nano1al corporatlono onl;r, aro occrocot o ttrareo , aD4 .... oubJoct 

to \be 11a1\at1oDI of all occropto aD4 COOipOI1to 4ata. !rhe7 aro 

DOi noeoooarll;r roprotontau ... of \be o~arlonco or pracUcot of 

an;r particular corporation. It 1o alto true that 1n aan;r oaaoo 

oorporat1ono o.plo;ro4 a port ion of tile roco1p tt charco4 off ao 'Nlua­

tion 1\ant for nocotoar:r roplac•ooto of plant and Meblnor;r. 

finall ;r, 1 t ohould be oboo,...d \be\ aott corpora t1ono aro pora1tto4 

to o:nrcloo a libaral ranee of cl1ocrot1on 111 tho Tal'O&UOD of tho1r 

aototo on t holr own boolta and for \belr on purpooot. 11oo;r of U.. 

ro'Nluo lbelr unto upnrd dur1Dc per1ollo of proopar1 t:r, tberob;r 

oroaUJIC direct e4cl1 tlono to \belr ourplu acoounh , 1D4oopon4.oatl;r 

'>f tilelr CQlTOnt 1Dcoao. 11a1larl;r, 111 porlodo of doprooo1on , -

oorporatlono ~ larco wrlto- clowaa 1D \be 'Nlll&tlon of tholr aoooh 

on tho.lr owa booko and tbe7 ~ corroopon41JIC re4uct1ono 111 \belr 

book nrpl,.. acoou to • 

.Utile,..,. tile accountlnc Mtlloilo of oorporat1ono '""7 oou14or­

~, ouch Tt.r1at1ono 4o net attoot tho inOOJM and llof1clt t1C'QI'OI 

pruont e4 abcn, becauao tile ro&'GJ.atlono of tile Juroau of Iaternal 

..... _, ao ...U ao tho o\atutu, l q don oubotantlall;r a1tora 

r'Gloo tor tho utor.inaUon of taxable 11100110· Onl7 a Ua1 te4 ,... 

• be M4o ot tho balance olloot 4ata oulla1t tod with corporation 

s.ac--tu: roturno becauoo, 111 contrut to tho unlfora r'Gloo f or 

tile ut .... 1Dat1cn of t axable lncoao. tho lluroau hal net proocr1bo4 

uta1l e4 ro&'GJ.atiou tor balance ollott 4ata. It ohould alto bo oaU. 

\bet olll' 1\&Uotico of Incoao aro not otrlctl;r cc.parablt :rr .. :roar 

to ;roaz, bocauao of chan«•• i n ~, in atf1l1&Uono for cont olldate4 

rohrnt, an4 otllar faotoro. 

Wnortbelooo, tileoo 11111tat1ono of tile data obta1D04 trOll cor­

poration 1D-ka ronrno 4o DOt 1Jipa1r tho conoral ooDDlu1ono 

u- abo"" roopootiDC tho character of corporation 4ot1c1io c!ar1Dc 

tile doprooo1on aD4 tho UNO aa4o , ouch ao th17 woro, ot tho ao-­

lo- corporate ourpluuo. It aut bo -.pbao1ae4 that re4aoUoat 

1a book nrpluaot ar111Dc in tile hohlon Jut outlined 4o DOt rep­

ro-t tun4o paU out to 001plo;r l abor, to purchaoo •tarialo, or to 

pq 1ntoroot or 41 T14on4o. 
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IA flt.,.nl, then, the fiD>no reported to the lltlHm of IDtol'­

ul BaftiiWI cloarl7 indicate, tirot , thet tor corporat1ono ao a wbolo, 

nl-Uon de4'1octlono P'Mtl7 -CS.d the 84111!Nt:ato ut loooea 

reported dllrlDc the depreadon: .. cond, thet Yalue.Uon CS.dllctlona, 

ratber than not caeh outlqa, acc:O'IIIIt for tbe larpot part ot the 

l.oo .. o reported non 'b7 doti cit nontl.nancial corporatlona; &114, 

third, tbat corpor ate aurplu .. o 1D the agregate ban DOt 'b"n 

4r_, c1.own 1D tact to ll&intain e.plo,..ent, d1Ytdond p-ta .... d 

other diobur-ta .mrinc tho UpNoalon. 

It h DO d<Ju'bt true , boorner, that tho ezioteuce of corporat e 

aurplu .. o tacUitatod or llad.o legalq poaaiblo tho cont~oo of 

d1T1Und ~to 1D oxeoaa of CWTent not oarninco 1D MDT 1Datanooa 

c!u.rinc the depreo d on: and 1t 1o probable thet one atfoot ot the 

uadiatrtbuted protlta tu wW be to aake d11'1don.d papento l e oa 

recnlar and l ooo lli11Dtol'l'llpted than tbe7 ba.,. 'boon. lwn thio co­

elCS.ratioD , tlxn>ct> -ritinc - woi~t, MT oaotl7 be Cinn e:u.cfiOI'­

&tad illportanoo. llbr one th1Df;, MDT corpora tiona c!nri~~g the 

depreoaion CS.llborato17 doftlued the book or par nlue of tbeir· 

capital otoolto 1D order to create or lncroaoe tbeir boolt ..zplu oea 

t or the preci" po.rpo .. ot cont1Dil1Dc d11'1doncla. lloreo•or, the $13 

b1ll1ona or d1Y1CS.nd p..,._..to uda b7 all raportinc Jaerlcan corpo­

rationo c!nrinc the three ;roara 1931-1933, 1Dclua1..,., i ncluded a 

ftr'J lar&e 1'0l'UO of dl1'1donda on ~atl1'a pratorrod otoolto and 

dlnun.do 011 atoclco of OOMponloo 1D rolat1nl7 otablo linea of 

buaiD&aa, lliOh aa aparatlnc oloctric 11~t and power : pu•u. !!>o 

cenenl .- ot 1Ddllotrlal an4 a or cantUo corporationo ol 1a1Datad or 

.. ,..,...17 contracted their d11'1don.d diabur-ta, partleul.arlT on 

co-D otock, -41• oa ot the aho of thalr book llllplu .. , . 

It 1o lklll'bUoaa true that the prnioualT acCDIIUlatad real cap­

ital ot the OCWitr'J, conaiotinc ot bulld1Jlca, aachlnor"J, etc., onal>lod 

u a to aparato dllrinc the dopreoaicn wltbout full current aa1Dto.,...co 

thereof, 1!>la waa true , booro1'0r, roprdleaa of the foro 1D whiob 

owaerehlp ot \bla oopH&l waa held - whethAir 1D the toro of corporate 

do'bt 1Datruaonta, _, and praterrad otocko, corporate ..zplu ... a, 

or 1Dd1..t&al -r ahip. !D.t the boot!l:oopinc racofllll tion ot ....,..._ 

plaoM. nar &ad tear, and ot docl1De a 1D 1'&1U8a arlaine out ot otbor 

--·· onoatod "" a.pl.,._nt. 11:> bold tbat ~h wr1to-4clna 1D 

y&J.M pro..tdod contriatlona 11:r 'IIQalnoaa to - .rpn07 r ollot would 

al.o r oquiro •• to aaaort that the boldora ot atoolta and boncla l tat ed 

on \be •• Tort: Stock J;mbnp contributed t116 bllllona ot ooorceoCT 

Hllat 'botwoan lllpt•bar 1929 and .tprU 1933, \bla tl&VO boinc \be 

aa:repte doclinoo 1D tbo aezkOt 1'alno ot their .. cu.ritioa. 
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!be reoori wUlo re.,ect to .,pl..,._t aad pa;rrollo 1o 1ft& 

lloo fa-n~ra'blo lbu wlt.h re.,oct to 4h1,.,do. ~~ lederal lloeene 

Joari ~ of ..tacturJ.ac Olltpllt 4ecl1ne4 'b7 117 percent 'bet!Oeen 

1929 aa4 19321 the 4ecline Ia the lades ot factory e.pl..,._t wae 

37 pe~at; lllld the doeclilll Ia the l.a4ex ot tacto1'7 pa;rroll1 wao 

511 pe~t. t'l6111Pread put.-UM nplOJMDt, ~ .. Ia the 1teel 

llllket1'7, wta.re workero wore retained on the pa;rrollo tbout:h cl,.., 
olll.7 • 4q or two ot worll: a week, pN'I'IIlted the e.plo,...at 1D6tJ: 

hell retliOtlJIC fV.ll7 the act-oal 6iocl1DI Ia the real 'I'Ol.DM ct 

e.ploJMilt, IQ.ch •• oould 'be Matw"Od 'b7 t'be -'ber ot -hOilr• 
wodot4. 2be 1na.J: ct tacto1'7 pa;rrollo ,..,t ocl7 4ecll.ned &ell farther 

U.... the l.a4ez ot factol'T pro!lllct.loa - 511 perceat nr.,.o 47 pe~at -

bolt it aloo dropped far mre thaa the llll.rec of Labor StaUoUoo 

l.a4ez of coot ot ll'l'liiC, which 61ocl11114 'b7 ocl7 21 perceat, lllld the 

JIQrec of Labor St&UoUno l.a4ez ot wboleoale prtc ... Which 4eclinl4 

'b7 onq 32 perceat in thh period. !beee fJ.cllreo prortdl ao .apport­

iDe OTla.- 'llbatenr for the COAteatlon that the lou .. ot corpcra­

tloao durin« the 4epreootoa c.a 'be a ttr1bo.te4 Ia ozq .,.batallttal 

4egee to the MintellllllOI ot eop1o,.....t or pa;rrollo at lonlo hicl>er 

than tboee Juotltied 'b7 the re!lllced '1'01- of bo.eill•••· 

~· tact ot the •tter 1a thet, ill ceneral, thOilcl> with w14e­

.,rea4 e...-ptloao which, bowenr, are uillportallt ill the ~~UNP.te, 

oorpcratloao -t 'be e:~pected, re~oo ot their boolt ...-pllleee 

or .,..,. ot thel.r total ltqll14 NOOUI'Oie, to retotn acre worll:ero ,..,r 

to -.llltain larpr ea:rep.te pa;rrollo thaa the ainS.. required to 

llaintain their pluto ad to oon&lct Ollrrlnt operatlono. Deprect... 

tloa of plat 8114 eqllipMAt t.ll:eo place irreiPIOU,. ot t he wlllM 

of llolataeoo 4o,.., '1'11'7 larce~. """' ozq OOUTent operaUOAo thet 

)'1el4 mre thaa their Ollt-ot-poclcot ooeto recl:w:e the ocqap.te lllt 

1o .. ot a oorpcra~lon. Bence , corpcrationo find it profitable to 

ooatllllw operatloAo an4 to retolll the worll:ero .... a-4 therefor .,..., 

~ -'l!l ftlaatloa 4e!lllcUoAe, a lou 1e recorded. !1!1• ret~~>­

tloa ct portloaa ot a worll:iiiC force Ull4er tlllee coll41tloDe 1o ""' 

ena.- ot philantbroplo actbit7 on t'be part ot oorporot1oll0; an4 

h altopt.her urelated to the do• ot the 'book IIIIJl>lUo aocOWit. 
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!be oont ... u"" \bat \!Ia \az will prrnnt -.all OOJ'POra\logt 

trGa Cl'l!!lM la\o ll1c 011 .. &114 will \barefore om~ !o 

pl'Ot!O\ et\ellllpd oorpor&h entemltu with ac~ted 

!!!l'pl-1 fl'o! !!!'! OG!!p!U Uo111 

!bit contention b&rdl7 .. rlta foraal &nal7ala, but lt r.,­

re-ta & falrl7 widaopr!&d aiaooDCepUoD. 

It 11&7 lie obl!ned, fir at, that the Rennue .act of 1936 ac­

cordad preferential treataent to e&&ll ccrporaUona ln two "'7•· 
7lrat, U prO'I'lded for lowr noraal tuea; and, eecolld, u 

llalted to 7 percent tha aurtu ~~ppllcable to the tlrat t5,000 

of UDdiatrlbuted net lncoae of \hoee corporation• that report 

&dJueted net lncoeea ~ to r.;o,ooo. In conaoquence, a oorpora­

\lon trlth net l1100111' of ta>.ooo, for e:a.ple, ·could rotaln 

$5,000 of lh •&l'lllJic• =4htrllluted and at111 lie liable !o 

~o,t.J. noraal &nd lllll'taxea acae $16o le11 than the noraal tax 

llablllt7 alone 011 the ''""' income for the taxnbla 7861' 1935. 

!he ~ 111 bate betwen the proaent nonaal corporation I.J>­

coae tax and the corporation prlTUece tu recOIIlllencled in an ao­

ca.paqiJIS • ...,randuD, aDd the correapoDd1llc chalice 1D the li&M aDd 

11&111111' of applloatlon of tha undlatrlbuted proflta tu propoaed 

el....m.re in thla aa.or&lldua, uke !Jipoaalble an emot co.p&rlton 

of the \ot.J. bQr4an of :redaral oorporaUon taxation !o etch ..U 

corporatlona would be aul>Jeoted 'IIJlder the hna of cur propo&&la, 

taklln ... & wbole, ... COIIJ>&N4 with elthar the proaont law or the 

]lennue .Act of 1935. It h clear, hoW!Tor, that our propo&&lo "'"'ld 

retain a Tll'7 onibot&ntlal tu &dTant~ for the -.all corporaUoD. 

Ill tha fll'lt place, tha prlTllece tax propo10d to lie oullot1tuted 

for tha nol'llal oorporaUoD 1IICoae tu 1o ltoolf &r&dn&ted. 1'111'\ha,._ 

aore, U 11 propoaod lD another oocUoD of thil alllor&DduD that the 

epeo1tlc oredlt of t5,000 lll.owd in llctlon 14 (o) of the pruent 

law lie ret&lllld &114. eztlllded in 1 h eppllcaUon to corporaUono 

•Uh &dJuehd net 11100118 of ~ !o $100,000, &ad \bat tho rate of 

\az tiJPlloable !o tha portlOD of &c!Juated Dlt iDe- falllJIS within 

tha epocltlc credit be reduced troa 7 percent to 3 percent. !he 

etfeot 4f thaN chaapo will be to reduce the toW eaouDt of -

dletrlh\!4 protlto ta:o: paid b7 tha sreet aaJorlt7 of ....U oorpo­

raUone. 

:llat \he ""'J>l'-l taD4a aftuable for prctltable oorporaUou, 

...,.thar larce or e&&ll, are DOt llaited t o tha _,...to that thaT 

C&D - dlreotl7 trOD e&l'lllDc•• ID the oaee of .all oorporaUoDo 

nth a llalted -ller of otooldloldaro, 1t h aliiOat ao 1&!7 to pq 

OQt e&l'll1ace ln 41TldaD41 &ad han all or a part of U.. n...J>­

ecrl11!4 b7 the otocld>olclero for &441 Uonal ab&rea of the oorpo­

raUOD'e et<>cl<, aa to nl,....at thlll dlrec\17. lbich .. Uiod oball 
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'be foll"""d 11 Mre:LT a ~~atter of con...,nteaee and tu aco~. '(bl.er 

the prnioua q.t• of 1ne.- taxation, thee• conelderattone \ended 

to f&"fOr the proc .. a of direct raim .. b:lent, aDd hence a 'bociT of 

UIII!Pl .. ~ fr<a the crowth of corporationo onr the period dur~ 

which Uuo prntoua qot• op.rated will naturallT ehow that .,...roua 

-.11 corporation• grh illto large oue 'b;y thll method, ~ aethod 

of ranl>acri'biDC 41Yidenda, ho"nr, would be equallT offectl.,., 

noept for that part of the d1YideD4o which 1o abeor'bed b.T the eh&re­

holdero I 1D41 Yidn&l 1neoM taD •· 

'fe han alre&ciT o'baer-..4 that 111&11 oorporatlono are pftn 

preferential traa\aent 1n the ]lenmlll .t.ct of 1936, and wUl COiltiiiWI 

to be clnll prefarelltlal treataent UDder our preoont propooale, with 

reopect to 'both the noraal (or pri• Uace) tu and the eurtu Oil W>-

41atri'buted earlllac•• 'fhe.T &leo •IIJo.r two ad'Ye.ntaco• 111 the proo .. • 

of crowlDC throucb renllacYibed e&rlliac•• I,. the tlrot place, the 

....-, oe.pactu .. of aoet .aJ.l corporaU ono pera1to thie prooooo to 

be carried on rlth a 41.rectnaoo and lntoraalit:r which 1o l.llpooeible 

tor the larpr corporatlooe. !he wbole op.ratloll of 4oolar1DC out 

the ,_arle protlte ao 41'tidelldo and renllecribi~~g all or a portion 

ot INIIh 41Y14ende tor additional ehareo of tho corporatioD'e otook, 

ei Uuor pro rata or io ouch proportion• ao •icllt bo wtuallT acr­

&l>le to the ehareholdoro, can be ~etod ill the cour oe of a ehort 

atooklloJ.dere 1 ... uac. 

!he other ad'Yantep which, pnerallT op•ald.D«, 111&11 corpora­

tiona han onr larp oll&o aria .. out of the relatlnl.y larger 

proportloD of 41Yidond receipto that their atocl<holdero would haY• 

&Y&ll&l>la, attar p..,...at of illd1Yidual i aeo.,. tu .. thoraoll , tor 

nbeoriptioo to addHional oecuri tiao, ae cooopared w1 th the t..por­

te.at otocldlold&ro io larcar corporatlollo. H 1o C'lllrall.T ,.,.. 

thet Uuo pr1no1pal atoold>oldero of 111&11 corporation• are ill41Yidualo 

ot IIUOh .aJ.lar incoooea than the principal otoclr:holdero ot larca, 

prooperouo &Dd ... u-aot&l>llobed oorporationo. !0 the oxtent that 

both l arp &114 .aJ.l oorporaUollo look to the 41 rld&nda paid to 

their otocl<holdaro aa aouroee of a4d1 tional oapi tal flmdo t or .,... 

peaaioo, d&bt reUr.eot, &Dd Uuo like, 111&11 corporationo are in 

a relatlnlT better poelUoa, b.T reaaoo of our o'"P!.T cradll&ted 

ill41'1'1dn&l ~ t&Dio D!.rldenda lbich CO to ill41Yidn&le report­

lac wriu oat iDO ... I bet_.o tlO,OOO and t12,000 are aubjoct 

...Ur pr .. eot 1- to 1ll41rldn&l 11100 .. taD.• occr•cattac olll:r 

U percent: wboreao 41rlda114a receiftd b.T 11141rldn&lo reportiac 

IIQrlaz net 1-• betwoon tlOO,OOO &D-t tl50,000 are oubJeot t o 

i- taaa accrecauac 62 peroellt. 
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!1M _l .... tl-. ,.. ...... IIIIPlT wlUl fll1l tor.. .. 

ooiP,OftU- wlUa a lotr ot uh tt 1-. ..u or a r _. 
M .n wlUl • eur uto...&u,. er a ...Ua\loa of Ulelr -

"' ot la._., IMia -•=•u- -utau • _, ~"' 
of all on;orau .. - aot MN1F la Uao ..u, lla\ - la Uae 

s " dso ~ ...,...., .. A\'-\iaa llu ~\- u.u.&. 

......... \M f..n ._, .. , all ., .... -.ta-u- -
• u,. IIIPU_.le to ..u-ls• _,. ... u-. .-t• .... a 
ralatl~ 1aqe .._of u\u'Ot ,._., M4, -upnU,., an 

_.le \o ~ t.r tile ralanto.._. ot oo~pera\o _.... ..,.,_.. 

Uao 11041• of .u-sptlaa to- • .,. ...... ~u .. 111a Uae 

- - !IIIlo V;o ot SOipOI&U• ...,....a, -t:ltaM8 tile 

••' .-lou Pft\1• la tu ..,uoattaa ot tu ...Uo\rlllaW 

PftllM \u. 1\ lo Wlen4, Muos•, Ula\ Uloou ~- \o 

uol'lel tk sat: \M soMa of \aJ!a)lo u\ook un ..... M4 .-1ft 

_. u..t--.ift prel-tlal .Uuurip\loa 11cJl\o, au pl'ftl ... IJ' 

a•-••L 1a • latlnlsJal - ,...... • d-a of au ..... 
M!Uni tor a oull Ue\rl,.Uoa rnhn tu IIPfUoa\l• of Uaeao 

- t.r tu ralanto._, of uarolllce ~ ... u_.le, a ......,. 

.... u • .,....., \o M raluu4- \o oq au 1-... -,....... tile 

OOJpOI'&\la S UJTI \o- JuUilo4 lJI .a.-.ori.JI) \o M"-' 

-s&css la utt.. ot _. • • 
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6. U1oeolll!!!!ou.o obJ ecttona1 

In addition to \he f1Yo pria&r7 obJection• to und1otr1butod 

profHo \u&Uon Ju.ot riYinod, a IIWibor of aiocellanoouo obJec­

U ono ha.,. been udo. !bo aoro iaport011t of t hese are treated 

below: 

(a) !rho 4'""t ot oap1t!lidpg all corporate e!Panoion 

~o1on through the oole of additional oocur1t1eo, tt to con­

tended, l oado t o C0Dit&ntl7 1Dcroat1ng Capitalization 1D good yoaro 

with tho rotult that ouch loueo ao are outferod during bed yaar1 ' 

lnYol n capital dof1cito . I f a wrplua account 1a built liP during 

good rearo , ouch loooeo &Dd, in addition, 1nYootmento for er.panoion 

which h&o prond wnrioo , caD bo written off ecatnat that account 

without dU'f1cult7: but t o WT1to down capital, it 1a e.rgued, 11 a 

•o"" oorioua -uer. 

If the pro..Uinc practice among .Per1can corporation• wore to 

~nt&in a conoiotont rolatl onohip between tha carr7tng or par Taluo 

of oap1tal atock and the otockholdoro 1 1nTootment, t=h Yalue lfOUld 

h& ... a dofinlto and conobtent aeanlnc;, though not one of prla&r7 

o1gn1ficance . In act ual practice, howeYor, except for corporati on• 

under public regulation, there 1a no neceoaary or uniform relaUon­

ohip between the aaoUDt of tho otoclr:holdora • inTeotaent nnd tho par 

or careylJIIl Talue of the capital otocko. lloot corporation• toclq 

aro bolD w1 th a ourpluo which b eroated at t he outoet by gi'ring a 

omaller carrying or par Talv.e to the capital otock than t he Yalue ·· 

of the &lloto proeumabl y 1nYeoted by the et ockholdoro. !loarlr • 

.... f1 4-oT one or • oro corporatlono b 1Dcroao1JIIl ito ourplus accoUDt 

b7 reducing the par or car'71ng Taluo of ito coc:o;on otock, or b 

reductnc 1 to ourpluo account b7 d1T1dendo pqablo in capt tal otock. 

Whether oxpanliOD to f i nanced directly troa earntaco or 1o 

tiii&DCod b7 t ho oolo of additional 10cur1tteo to ot ockholdoro, tho 

corporation 11 , cleat'17, npl~nc now capt tal tundo - ODd Dl'l' cap­

ital fundi proY1ded by the otockholdoro. If the corporation dooo 

not dlotro t o refioct tho new capital fundo in ito formal capital­

i sation, it io abl o in tho ono caoo , ocarctl7 looo than in t ho 

other, to ronect tho add1 t1on&l capt tal !undo by &ddt t1ono t o i to 

nrplua accoUDt rather than b7 addi tlou t o tho -e,;ato formal 

par or O&l'f1inc Talue of ito oapltal atook. It raq rodnco tho 

latter wirtuall7 at will, with no percaptiblo offect lq)On the •arkot 

Talv.e of t h oocul'itleo or lq)On ito credit ot&DdiDC· .A corpora tion 

which oold to i to otockholdero at $50 per ohare 100,000 eharoo of 

addi tional otock of $5 par or O&l'f11DC Yaluo, would incroaoe ito 
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wrplua ~ceount by $11,500,000, and 1 ta capital atoclc account by 

onq $500.000. It could then write off lou .. a&a!nat t!lia wrplua 

account in the -e ~ as aplnat an earued 1r11rplua. 

It h no doubt true that stoclicholder s are apt to be 110mewhat 

mor e exacting w1 th rnpect to the usn of the capital funds that 

they fomglly contribute than thq are of capital funds whloh they 

contrl bute 111 no leu degree, though less formally, through the 

di r ect corporate r e tention of earninga. Renee, an unwise use by 

C.:Jrporate !llllll&bementa of fund a contrl buted throuch the fonner, a a 

cont::asted w1 th the latter, method ea'T ln•oln greater embarran­

ment for corporate management. at at oalcholdera' meetint•· But 1t 

don not appear that e:rq SO'.illd publlo purpoae 1a served b;y dlaguia­

in,; inatancee of unwiae use of atoc:kholdera 1 capital. Such loa••• 

1JJ43 be refiect~d either b7 a char~;e to the surplus account created 

in the manner pra.ioual:r menttoud, or b7 a reduction in the c.arrt­

ing or par value of the oapi tal atock, or even by an unYar nhhed 

detici t account, w1 *.out llllportant effect upon the credit of the 

corporation or upon the ~et Yaluea of Ua aecurl tioa. The 

United State a Bubber Oomperq, with a balance sheet deficit of 

$17.3 millions on December 31, 1 936 . found on the aame day ita 

5 percent bonds eellin,; at 107, its non-d1Yidend pqinc p r eferred 

atock aelling at 97-1/2, and ita common etoclc selling at 47- 3/4· 

(b) The tax penalize! corporat1ont with imoalred capit&l 

This objection ta:cea two fonar: J'lret , that a corporati on 

w1 th impaired capital 1a in no poai tion to pay d1 rldenda until i h 

capt tal h replenished; and , aecoD4, that many State laws proh1b1 t 

the payment of d1YideD4s where IUCh ~ent wollld i~r or add to 

a llr&rtoua l.moairment of a corporation '• capital, and hence . a cor­

poration h GbJected to a t~ penalt;r if 1t obeya the applicable 

State law. 

Tho first obJection reate on aerel;r for.al grounda. Virtually 

all cor:porationa that haYe balance sheet deficits are in a position 

to eliminate them by m1nor recapi t alhatlon, woh a a a reduction ill 

t he nominal or l*X' .,.alue of the c.pital atock. To allow auch oorpo­

rationa t o retain earnin&• f ree from ~r~ unti l accumulated defi­

oi ta han been r.ond bT rein.,..atlllent of earning• would be to intro­

duce tax dlaorlllination in f a.,.or of a particular catego17 of corpora­

t i on lossea • and mor eo'Yer • of a oategoey reeul tint fr<* accidents of 

bookkeelling polioiea. 

Regraded Unclassified



( 

( 

- 31 -

l'lar~re. 81lq' att~t to Mob the .,..,..uon reot ...,oa a 

Ml•Me aheet W1o1t, wb1ch C&ll be created 1U' boollbeplJic Jut 

u -.117 u a 'balaace wet awplua , WOII14 .,.oonnoce ..,...loa. .l 

oorporatioll C&ll eul17 el1a1D.ate a bel&lloe lheet awp1ua bJ the 

deolaraUoa o~ a etocl< 41Y1~; a~~4 1t caa .,.. .. ,. a bal- alleet 

W1c1t 117 a ..,_w.r4 rft&l•UOR of pl .,.ta &114 eqvJ.-at. !'he 

lecal &114 a4a!.A1etrat1To 41t'f1oal.Uae tbat ban arleen ill oouec­

Uoa w1U. tat a.tal'a11lat1oa of t&Dl>le illco• abo1114 certailll7 41•­

~ the propoeal of a ....,.,IIIla proneioa which WOII14 •tail 

oqaall7 41t'f1oal.t prob1- ill tiM Tahat1oa or corporate ueato &114 

ll.a)Uitlae . !be 'Oa1ta4 !tatoo llllbber eo..,_..,., prerloualr c1te4 u 

a oo:rporatloa with a larce balaace ab .. t W 1c1t, ha4 ut prof1ta of 

t6.5 1111110118 ill 1935 &114 .., ... t haa $10 •11110118 ill 1936. &114 W0111l4 

..., tba latter raar with ut worll:iac ~itel of $57 111111one. 

!'he aeooll4 fora of the obJection 1e tbat ill ....,. Stat .. 41T14ell4e 

~ aot lecallT be 4eclare4 1f ~ital etocl< or ~1tel wo1114 be 1• 

pll1re4. 'l!bl.e 1e tba nala ill about 35 Statee, 'l!bl.e, eleo , ill U.. TUt 

-.lo1'1t7 of oueo, pr•••te oD17 a tonal 41ffioal.tr, boec=oa .oat of 

\MM a.t1c1te oo1114 pra...ulr be al1a11lah4 b7 r aduct1ou in the par 

01' aoadaal Tal-• of the oopital stock. J'vtbar, the h4eral OoT~ 

_, woal.4 lie .. tt1q a prece4eat of &n,_lr dubiou •nt it 1t 

penitte4 a "-rt&llt part of i ta t ox et,..,..,ture , 'IIliich wu a4opte4 

tor r-. of eqvJ. tr &114 othar oone14uat1one of plblio pol107, to be 

41etorta4 1U' ._uon• or epeoial treat •nta in recopit10D of craatlr 

TC7illc tonal raetrictlou obtaill1B« ill the ~terent Btatee. To 4o 

eo wo1114 aleo illToba tiM praotical 41tt1cnll\7 of a eerloua lou of 

rn- &114 of poeeible coapetiUon b7 the Stateo to e~~&Ct lase which 

wo1114 prorlcl.e the ..n- relief froa the Jeoleral ourtox. 

lloot iJiall.otriel .,.4 Mrcaatile corporation• are treo to obtaiD 

the1.r chartaro troa tho State oftariB« tbo croatoot tox 800110&7, 

tre.a.,• boo• natrlctlona, or other 11lctnc•••nta. To recop1Ee the 

State l aor u oontrolliB« in thio coJ1Jloct1"" wo1114 be to illtro4uco 

uoother el_,t into tho pr8Taili"« coepet1 t1on ...,a& a naher of 

Stat .. for cllarter-gr&lltl"«. It wo1114 II!JP&&1' to be aollllcl.er polior 

to allow tbe State l an to acoo.o4ato thoaeol,..• to tbo "" Ya4oral 

etan.ta or to allow corporation• to aeb the noc .. oa1'7 adJuetMnta 

ia tbe1.r CC!Pitel otructureo or in their pla.ca of illcorporaUon, 
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(o) C!pi \a! DW - lou .. and ut loa a - carrz-oftr 

UDder the preoan\ law, capital loooao autforet bJ corporation• 

are pel'IIU\14 to be offoot ap1ut cepUal pine e11JoT04 1n u.. ,_ 
,..r, bu.\ MT be ott11t ap1not other 1ACOM t o tll.e uteat of t2,000 

oJ117. •o ~-onr of net l o1111 froa 0111 ,.,... to anotlw' h per­

a1 \tot either for net ct~pl \a! lonn or for opora t1nc lo11ao. 

!beoe proT1o1ono applr oquallr for tho aor-.1 corporat ion 1aooae 

tu aat for the v.41otribv.tot prot1 to tu. 'fa1T1ac anr 41o0Ullo1oa 

of the proprietr of then proT1o1ono with reopect to aitlw' tbe 

preoaat aol'll&l corporation 1Ac01>1 tu or the propooo4 priT1liC'I 

tu, 1t 11 urpd that thor pr .. en\ a p ecnaliar bertoll1p with r .. pact 

to \be u41otribv.ta4 profito tu. It h bel1nat thet th1o o'bJ aoUoa 

to the W>llhtribv.tM. protih tu hal croatwr ... u thaa ID1 other 

JIOW aarreatlJ' arp4. 1JO the ro-endaUo ... praoaato4 al...tlera 

1A thio _....._, 1\ io , therefore, propooo4 thot a teo-TOar 

oar17-onr for all trp .. of 1o1111 be pe1'111\ta4 for the parpoM 

of tho Ull41otribv.ta4 prot1to tu: oalr, capital not 1eoMo beiDC 

pe1'111tted to be off11\ -catnot oparattac prot1h ant nco ...... 

!bt 41oallo-ce of ct~pl tal 101111 aa doclucUono troll !.A­

other theA t hat reali11t froa ct~pital p1no 1ll the ._ TIU' (except 

for $2,000) baa aanr 'baaa oar1ouo1r tafan4a4 upon tbo baaia of 

aqu1tr, but waa 11lllrta4 in the l a with raapect to tho 11l41T141l&l 

ant 1101'11&l corporation iaeoaa tauo aa a -tter of rannu upe-

41•01 oJ117. !hi a ~iai tat1on, wllan axtell4a4 to tba v.41atr1...,tet 

profite tu, hal a parU CillarlJ' beroh ~t. alnco the 41oal1 0W'­

aaee of oapUal 1oo111 for the purpooa of tho ua41etribolta4 profito 

tu teab to 41nipete corporate capital rllo'lll'CII· Oorporat1ou 

...ttwrlac .. t oepit&l 101111 are, 1A effect, roqu1ro4 to pq an 

'111141o\r1bolta4 profit• tax, 1n ort.r to aala\&ill their -it&l 

!.Ataot, wberMI nell a taz 11 ~11 ooat-lat a4 olll7- a 
corporation oaelco to tneraaoe 1 to ct~pital t hroullh tho ra1ATII._,., 

of .... ataco. 

!bt - trpe of ol t uaUon 11 preuata4 whea corporation• with 

wi4alJ' tluhattac return•, 'lllich ban Ju.ot auttera4 hea17 aet loaMI, 

are, aanrthola11 , n.bJacto4 t o a larca ua41otr1bolta4 prot1 h tu 
lia'bilitr, ual••• thaT PIT o~t pract 1callT tbolr ~1 .. , oaralaco 

olnriDC IUbiiCI""'nt 1(>04 TOU'I· The retention of a&rnlaca iJI ncb OIMI 

often repreocnto aorel r a 4oo1re t o aalntain corpora t e oaplt&l intact 

rathar thaD a 4oo1re to oll:p&D4 : and oo , "' brpothell. ollool4 aot 

be aubJe oto4 to Ull411tr1b\Lta4 prof1to tu:at1oo. !he proT1o1on propooa4 

woalt anrt both trp .. of 111,ju.ot1ce, wi th1n tho Uait of tiae prondocl 

liT the .. t lou oar17-onr. 

Regraded Unclassified



( 

( 

- 33 -

(4) fi.!ly of 4h1~ 41obvo-h 

U 1a 0011\Dtad \bat tbe req11.1r•oat tbet curroat aanolJICtl 

'be 41otr11ni.W Wi\lll.a the ta.ablo Tear ta artar to qual117 f ar a 

41'1'1~-patt ar.tu ta Ulld'Cil7 otrlJICtlllt for 'l'trtu&l.l7 all oor­

porattou, Ul4 1a o~otall7 oeftr o qpoa ear tala t:n> .. of tlldu­

\tieo Ul4 aatarprt aao . 

7or corporattoao puraU7 , H ta belcl, the .. ount of oo:po­

rato MrlliJIC'I -t be eloaal)' oottaatat =ttl aoao tae attar tbe 

•114 of tho tuabla )'Oar. II> eo~>ooqueaco, cc:porattollo aro for eat 

to taiaJwtM 41'1'14all4 poltcho qpoa tbe balta of t .nc:oaploto Wor­

-uo,., I1> - ....,. , \lll.o l uta to a vaater 41otrtlri>Uoa of 

aaralaco thai> woult han baoa aado hat the 71ar-111d roaulh 'bolll 

..,auratal7 aftlla'blo; all4 ill other eaooo, H ...,. load to a voator 

nrtaz ltalotllt7 thai> tbe corpcra UOil would bon choooD to 1aeur. 

U baa tberoforo baoll propoood that eo:poraUooo bo allont a 

41'1'14all4-pa14 crotlt apillot tho &d,luoted Dot illeomo of ~ taxabl e 

TeAr for tlotrtbuttooo &ado ta tho f1rot o1xt7 da)'o followiac t ho 

&104 of that tua'ble :roar. 

fho docioha CODoltera Uoo that prowaa'bl7 41oou&da4 tbe llouao 

'f&Te all4 Vo&llo 001111111\ho &lld tho Soll&to Jtoaoeo Co•lttoo !rca 

r • -•41ac ouch a pro'l'totoa ,.,. tho larp &lld pel'li&Dont looo ta 

r.- \bat 1t woult •tail. H would haft •ant that corpcrattoao 

ooult aTOit 1936 wrtax lta'btl1t7 b)' 41otrtwttac oaralJICtl ta t ho 

f1rot two _.tho of tho calolltar )'Oar 1937 without aald..ac their 

oharehol4.vo eubJoct to 1114h1~ 1a..- taxu oa tho 41T14all4o 

illco:porattac thooo 1936 ocrpcrah oarataco utll tho lathr hal.f 

of \ba ftacal Tear 19311 aad tho f1rot half of tbe ftaeal Tear 1939. 

lta1larl)', 1a tbe tua'bla Tear 1937, oorpcrattou could rl\bloold 

all or aa oztr-17 larp porttoa of their aarataco, &lld Tet aTOU. 

wrtax lta'bil1 t7 to tho e:ri<lat that thou nro dto'llvoad ta tbe 

f1rot two 110atha of 19311. .t.ad thotr ohoroboldoro, thoU&!> roeotrlac 

tl'l'tfAado raproooDtl"C 1937 corpora te ....-.taco. 'b7 r oaaoa of tho 

roaotpt 1A tho f1rot t wo 110atho of 1938, would aot PAl 1a41T1daal 

tae.e taxoo thareoD uUl tho latter half of the !heal TeAr 1939 

all4 tho !trat half of tho fhcal )'Oar 1911o, and oo oa. 

It 1o apparoat, thoroforo, that t ho Troaour7 could. looo 

foronr oao full Te&r ' o tax roftlluo Oil that proporUoa of tbe cor­

porate oaraiJIC'I which a'f014a4 corporate ...,.taxoo 'b7 roaooa of 41o­

tr11ni.Uoa 1a tbe forepart of the oantac Te&r and which a .... uat 

ta41T1daal ta- taxao =ttl tho ao:s:t follorlac calolltor )'Oar · The 

lou 1a rn-o would aot conotot of re&War lollllual rocurrlac looooo , 
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bv.\ wollld "- of tht obafto\1. f 
coade t n-n r 0 & capt tal l ou - t.ho lou wollld 

• P lT of "'- fire\ 7.U't pottpe-t of tu uun-
1\7, bv.t \bit loll wollld Uftr bt rttr1..,t4 u til t~ book • 

baluctd OD ~t Dq or\~ law &l\art4. hob a prort:ioa" 

11Dl1ld offar a "''"' t\roiiC tMno••t to all oorporaUou to ooD­

oeatratt a Ttry l&rce proportloa of their 41rt4ta4 41tbar--.te 

1a t~ two ..,..,ht f ollowlac ~ olott of t.ho1r tuabll J'e&r· 

.L tvther 41oabutace of .,.cb a prortt1oa wolll4 bt the 

1nduc•aat ofttn4 te nadoa of bot.h \~ cozporate &D4 1D41rtd-

11&1 mrt&ut ~ tho •• of a ohal.a of hol41-c ~·too. ~ 

.L rtotiYtd 41rt4&D4 ~ 1a 1936 whloh U 41otr1lrv.he to 0 v 

II 1a J'ebno&r)' 1937, "lllll.oh o 'I v 11 41 otnbutu to Coolpav a t! 
J'tbNal'J' 1931, tildcb ~ 0 tletrtlllltu to ao.p.v 11 1n J'elortar)' 

1939, 'llhl.oh Ocapav II A1ttr1lrv.tu to Ocllpav II 1a J'tbrv.aJ7 19110. 

Ia taCh of thtlt oatta t.ht oorporatioa boo a'f01414 ...r\u Uab1l-

1t7 b7 tllll 41atr1bv.\1oa tf 1 h lAccae wl thout ..aac av ean­
hol4ar ao.bj eo\ to 1a41T1b&l 1accae t~ l1ab1l1t)'. 'tho pr1ao1p&l 

4attrr&Dt u4tr pr11aat lair to ~ .... of a 4tT1ot of tble oh&rae­

ter for t~ Rllataatial poetpe-•t, a t laeat . of 1•- tu 11&­

b1l1 t)', 11 tho corpora \a aor.al tu ~Uoablo to 15 ptrooat of 

41T14aD4t rtct1Yt4 b)' corporaUoa.e . !hit t~ ...,,...h to -•thiiiC 
lou thaD. 2.25 peroaat of 41T14tnd 111110011. .LI1 1J>41rttul llipt 

f1a4 1t ..,ro prof1\lbla to~ tble tax ton ti,..t onr on t.ht -t 

lac- du.riAg a ttr111 of )'tare thea to roct1n tho illc ... b1a111f 

1a a J'&lr whtll he wat rujoot to hlp IIU"t~oe . 'lhh dthrroat 

factor would bt ....,b -r• l.llport&Dt , hownor, thould tho propoot4 

pr1 Tiltgt taz ba a4op tt4 wl t.h t.ho proT111on thot 1nt.roorporato 

rtoe1ph of 41T14ta.4a, &I wtll ae of 1a.hrut, ronte &Dd ro)'&ltiu 

would bt IOlbj oot t o the 1'1>11 f orce of the t~ . 

.Ll tho'cleh it 11 doubtloll true that -t r l oll: of on r - or UD.dor­

lltt.&\1"4! earntAge 11 1no1Tt4 ' b7 t.ht rtqlllr•out that diotrtbutione 

ntt bt ..dt btfort tho &D4 of tho tuabl o 7ear to enj07 tho d1 rtdoa.de­

p&id crtdtt , u ,.,.., be r••btn4 thot 110ro then olonn 110at bo of 

t he - bll J'e&r elaptt before a corporate __ , facto thh 

probl• of 11u.auac. &D4 that t.ht twelfth .., .. u.• • bv.otnno 1t 

alrtedT well b h&D.4. lloreonr it h reo-111414 111 t blo -r&D.d­

t hot t.ht f1rt\ braol<t\ tf 5 pt~t of &4J1lettd D.t \ i&CCIIO reatllillg 

"IUI41ttr1butod lot t~d at t.ht rato of oal)' 3 per0111t . J'iaoll )', a 

41T14ta4t-pait .rMi\ h allowed for &V d1Tidta.4e paid 111 oxceoo of 

taraiD&t dlu"iiiC t.ho wo preot4111C - blo ,. .... , . 

.L Uffar•t but -wt>at related objtcU oa to the roqllirtd 

tiaiae of UT14ta4 41 abart-t e 1e -.4• oa bebalf of oorporaUcat 

wllett -blt 1a_.e of\Oil coaeht 1a aullt-Ual _ ..... of M41-

Uoaa to tbeir 1aT•ttr111 of raw .aterialt, ao 11 fr~Ur t.ht 

- wlth t•t.har 1184 .. tal oa.paaitt : or of a441Uou "' tho1r 

lltlt.lqio of pfte\alll"7 aohe or lattalaaat ,.,....., contru\t , at h 
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&a aplut \hie objecUoa, bownn, lt 111cl>t be 11&14 that 

elldl ~aUou liP• tiM cleU' opUoa or P11fbc oat U..l.r _,._ 

tac- 1a the fora of a441\1ooal .. oar1\1ee -- oeoor1t1eo \bat woul4 

nprellllt tiM a44H1oao to U..l.r 1aftD\ar1ea 1a ftl• M4 .-at1t7, 

or the a441 Uoao to \boir accouto u4 M\eo recehable. !o p-aat 

a ~oial elllllpUoA tr• tiM ....,.,.,. fer porUeu ef corporate oU'a-

1JICII ,..., to iacr- 1A-toz1eo or bol41ap ef reoe1..-leo woul4 

_,, oal7 ian\e w141oprea4 \az a'0014aace, lnt.t wnl4 aloo be u:cee4-

t..acl7 arbUrar)' ...t 1aeq'Cii\able ao bet .. oa utforeat eahrpr1"o 

~ 1a \be - oz IUilU' Uau or lraaiaoll . 

Dure ...t Comrev -.:, lhow aa iacr- of tl2 111111oao la 

ita bol41Ap of f.,...ro ' proa11oor7 ao\eo aa4 t bio iacre&M -

npreoat 'fir\'aall7 all of lh earAiap 1a a •IJicl• &Do4 T&U'• 

&ao\ber t .... eqo.ipMD\ ......tactvar Mllo lh f.....ro' _...to aa 

1u\al8at fl.aaaoe ~187 aa4 lto eU'Iliap -.:, \beretore tab tiM 

ton of aa eqatftl•t 1a- 1a 0&111. lllall Deere u4 c,..n7 

lie acoor414 preferoaUal \az v•taea\ be...,_ lt elleoMo to -.ce 

1a \be llo111r1ac .,.1ao11 ao aa a4j'Gilo\ of tara eqo.l.pua\ aaamtachrlact 

laallecott Coppar haa a fU' aaller refiaiac aa4 fo.llrlcaUac 

•pa0H7 1a ralaUoa to 1h copper oatp1lt \baa haa ..,._a4a Oqper. 

Ia oo•··~ ... .bacoa4a .... , aala\ ala far larpr u .... tar1ol of 

ooppar •hl \baa lea.Docott. llball Aaacoa4a be pfta preferaUal 

t... trea-t be-• U oboe••• to ia\ep-a\o Uo oper aUOIUI •n 

fall7 \baa 4oeo leaaecott t 

In \hue ...t o1a1lar oaoeo, earniap tu::1ac \be fora of 

1acre&M4 1a,.ntorieo or 1aorouo4 portfol1oo of reoe1.-bl oo -

lie lhvtn\14 to etockhol4ero 1a the fora of -1\loo wi\boa\ 

r.C.Olq \be reoourceo o: \he corporation a....uMle f or Mia\alaa4 

or llaoraaoe4 oparaUoao. 
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!be ~ontal prlnolplo of tho undiotr1buto4 proflto 

~ la oou4 on4 tboul4 ho rotainod. It will be nocoooar7 bownor 

to alter ito u.moor of appllcaUon cona14orabl7, 1n or4or io coorcu: 

uto 1t wi\h tbe corporaUon prhllop tu propo ood ln ao acCOIIP&nT­

lnc aoaorao~. It 1o bollo.,.d tbat tho ailoptlon of tho pr1Y1lop 

tu anil t ho aotho4 of coor41nat111C lt with tho Ulldlotrlbutod protlto 

tax haroin propooo4 will ia thaaool ... o rooult 1n oubotantlallJ 

1ncroaainc tbe oqult7 of both t7Pot o! corporation tuaUon. In 

o441tloa, wo aro aloo ro0CIIIIon4111C certain clwlgeo 1a tho undiotrlb­

uted proflto tax itoolt, dotlpod to incroooo tho offocu ... nooa and 

dlalaloh tho bar4ohlpo o! thh tu u ouch. 'l'beoo roc.,..,.n4otlono 

would otaocl. 1n broa4 outline oftn oboulcl. tho l.llpool Uon of tho pr h­

llop tax and tho propoood coordination o! tho Wl41otr1buto4 pronto 

tax tharowl th bo aban4ono4. 

1. Coordination with the Prinlor !ax. 

It la rocoa::oD4o4 that a4,juotod not incoao oboul4 bo redotlood 

to conollt of prinlop-tax not incoao loot tile prinlop tu paid. 

'Onder ouch a da!iniUon, a4Juotod 110t incoM would bt lncoao bo!ore 

tho 4oduotion of intoroot , ronto and ro7altioo, ao woll ao of diY-

1dm4o paid., on4 1t 11 roooooun4e4 tbat un41otrlbuto4 oet lncODo 

eboul4 conolot of a4,juotod not lncoae lou all sud> p..,.aento. Credit 

would, of couroo, ho allowod onl7 for lntoroot, ronh and roJaltieo 

actuall7 pai4 durlnc tb.e taxable 71ar; 'bllt , ao14o !rOD thio ohltt 

tr08 an accrual to a caoh boob with roopoct to thooo 4oduct1ono, 

'CI1l410tributod not lnCODo would ho tho •- u at protont defined. 

,UJuat od net lncooM, bowoYor, would be larpr !or all corporation a 

benne prior charpo: and, thoro!ore - aeii\Oiinc that tho bracnto 

an4 rato o of tax re•ino4 'CIJlchancod - the abooluto •ount o! uo4lo­

tr1buted protlto tu upon tho retention o! an7 Jlnn oaount of incoao 

b7 &n7 ouoh corporation would bo roducod and tbe reduction would be 

'"rT onbotanUal 1n tho caoo o! corporationo bannc a larp oaount 

of prior charco•· 

!be dlf!oronco in tho o!!oot of the appllcatloa of t he un41o­

t r1but od protlto tax upon tho now ball , u OOJIP&Z'Od with the prooont 

baoo, 1n the caoo o! a corporation with hoaYJ prior charpo can bo 

t llu.otr ato4 117 tho followlnc o~lo: 
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Oor,pora\loa Oor,pora\loa 

••• "- ann oorp9raUoa pnnl ... 
-.a (or aor..l s.- '-z) • lol\ 'before 
pronllloa for t.a\eree\, na\e aa4 
1'07&1\ho • • • • • • • • • • • 0 • • • • • • • 0 • • • • • • • 0 • 0 • $1 . (X)() '000 

I••-••· ra\e ..a I'Oif&l\he , . .......... . 

1- a~lallh t or 4h'1'-4• ....... , .... t\ ,000,000 

:Dln'-4• Jl&l4 ......................... .. I)O.QQO 

'01141o\r1'bolh4 ao\ 111c- • .. .. .. .. .. • .... .. • """ 000 . """' ' 
l'oroc\ -•l4ara4 ...aio\r1lnl\a4 , proe011t 

llaalo .......... ... ...................... ~ 

~\ oaalbH4 'CIII4h\rilol\a4, propoM4 
llaal• ........................... ....... . ~ 

'01141oVilllllW profU• \eS (pro-\ ,.., .. ). 
pro .. • llael• ••. . . ...•.•••....•.•.....•• • 19,000 

Ull4h\ri'bol\o4 pl'Oflto \eS (proe011\ ,..toe), 
propoeo4 llaal• .. .. . • . . .. . . . .. .. . .. .. .. . • 19,000 

J 

$1,000 ,000 

m .OOQ 

• ZlO,OOO 

• ZlO,OOO 

• 111.000 

Oo,.....t.toa .1. 1a the abo .. .-plo h&a 110 :prior oharce• Olbaho­
-· eno Ooi]IO,..uoa J- :prlor oii&Tce• eo hN'rJ' \bat u oaraa4 
U.. ~ 1 . 15 U..o tar1liC \lM 7o&r 1a quoUoa. !ba-le h 
..-• .. -. •"-· lol\ h"' ao - """P" ..... u ... Oor,poro­
uoa J ,. 'be 1u~tua• . m\ 1\ - a c:rc' 4aal of o.,..,.. 
tiM_. .... a raUroa4 or Jlll)llo 11.\lllV lloD4 _...tac l\1' ..._..., 
1.5 \!Me _. coae1ura4 of po4 q'Cia11t'1 · ~ Ionllera h0l t1o 
Jla11roa4 ~ oaraa4 Uo tlxo4 oharPI 1 .13 tlut 4DriiiC 19J6, 
u4 Uo --1{2 poro•\ bo..U oo14 a\ 105 011 the 1aet da'1 of \loa\ .,...,. 
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n wUl ,.. .... U.t llotll Corporation 4 aDil Oorpora\toa J 
W 14aUa.l. -'- of Mt ....w.p ••"able tor tile,_.. 
..,U\UlT eat1Ue4 to ,arUo1,.to \hereia, irreop.c\1..., of tile 
te!*ala.l. f ora of iutn.et '117 11111cll tb.io ri&bt of ,.n1o1paUoa 
- n1a-e4; 11114, ........ ,17. 11M tile - prinl- ""' .. , 
~ 11114 pa14 tbo - prinl- taL In lloU. cu .. aleo tile 
~ U.'loaroe4 t o Rcll equita'blo oWMro aa tbo - aa4 \!.. 
-• z 'n'n& 'IUII11otri'IIQ\e4 aa tile - · 1Jl each caea, 
tl,OOO,OOO of pot•Ual 11141'f14'a&l. iaco110 aa -te4 ~ tbo 
acU•1U• of tbo corporaUoa, aDil .1100,000 _. aaat oa ua ~ to 
\he 1a4i'f14ual. iacou tu 11111, 11111le .200,000 aa rotaiaa4 -
pozt.po u .. .a cora -- 'I!Qt, 1a uq • ...,., , aa act a'f&ilabl o h r 
prooo .. 1nc '11114ar tile 11141•1d:ul 1aooM \oz. 

a 'IIO'Gl4 appoar, tboretor.-, \bot tbo no oorporaUou ~' 
to reoet"" \he - t r•'-' wttll re.,..,t to tbo 'IUII11otriate4 
prot1b taL !'bo oal7 • ..,._, e4'fUICe4 to tbo coat.....,. 1o \bot 
tbo oorporaUoa 1o alree4T 'llllilor ~o1oa to 4h- Uo la\er­
oot, rete 11114 ro111lU.-, 11111lo U'fi'-4 U•an-h are .... 1 .. 
\aiT; 11114, tberefore, preooure aoa4 lie ~~ppl1e4 to U.\ 1aoo110 
aepooat alou. J.a.-1nc, lloft...,r, \bot U ,h tbo fiQl' ~t Uotri­
a\1oa whicll to illportaat, u 'IOQJ.t •- aa ~h ooaoopt 
of tile -\u'o 11114 parpooo of tile 11114iotr1ata4 profih tu to '-' 
or.Ut to a COliPiraUoa tor U•an-to .to -...A.r coat~ 
ooaro10D (orip.J.l7 oolt-111po oa4, 1a ••• caeoo), whilo allowia& 
or.U t olll.7 for Uo'I!Qro-to .to 'f011Ultaril7 or 'IUIIlor ,o•ora­
-tal. coercion. 

!be propooe4 ..,.,.or, of ooorUnaUoa of \he 11114iotr1ata4 prot1u 
tu ntll tile corporatloa pr1•11- tu wnl4 be fair 11114 oq.tta'blo 
fer tbo rouoao ~· otata4, oTOil 1t (a) tbo illCOM of O'forT oor­
poraUoa 0011].4 be 4ot oniae4 w1 til acCQfte7, (b) ncb. laco•• ...,. 
oatfioiu\17 coutaat ao U.t corporaUoao witll -"7 prior w po 
0011].4 _, "'P"" oaratnc oocb ollarpo 1a fclturo 7o&rO wttll ..tt­
'-· 11114 (c) latoroot, roah 11114 ro111lt1•• 11M al~ Me& 
1alll'lllla4 1a tbo 'buo tor tile oorporat1oa pr1 Til- (or •_,) to:&, 
11114 eo proo•te4 ao t-U1oaal probl-. .... of ._. _,.,.tlloooo 
ta tra.a, boft'far, 11114 tbo -tl'lltll of oocll coaoU ••• • u.on.t 
collatu.J. arca-t f or tile e4opUoa of tile plaa of ooorllaa*1oa 

Mre1a propooe4. 

(a) W corporation taco• 1o ftl>~eot to e. oouu-uo 
_..cia of error of ooUato. !boo .ttuaUon of ••• OOJ70-
rat1ou 1a tllto roapoot to croo\17 Uoos..l.l.ar :tMe *' of 
-·· 11141'f1d:ulo, 'idlo raper\ tbo1r 1a00- Oll a aula lui:· 
lloot oorporatloao , oa tbo otbor b&DA, NpOrt tbo1r laaa•• 
upoa aa ~ 'bu1o, -..Q' of \he accl'AAl• lle1D& ao\ia-
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lllibJeot to a lup ..,.u of ""'" .-.t ~ _, ~~ ~ 

l"'lll lletor. MIT ttaal _.,. - h _.. ,.... ~ _, 1 .,.:. 

.... ,1. Det ._, 1a pvtl.ooi14IP, _, _,."'""' ~ 

tz. ,.,.. I OOS""do Ut 1M-, 8.t ~T • '1/1! ... 

UtftOQ].~ lallerat 1a t"-~t. - ww 
'- 1a MIT -·· Rt h • \Ill r1cU ..,...,, =<- ~ 
alton ftlee aa4 4ef1a1Uou II I 1 '7 1a l:ie 

of lao- fl>r tu pupeeH ...,.. utn.o.. s:r kg CCL 

pzooper .u-.e tor lloaa flu ftrl-''- t:a ~~­

'- taa.trtH, looall\1H, u4 S..U..u-1 c- & -=-
1..,.n.at eovo. of error 1a \lie u-.- If!! s ' v­

s- 11 Ulat e&eb t.:.P"1U' 11 11"-U. .. _.. -

11\tle s- 111 po .. 1'11le aa4 \be Guow l, ~ 

b wll- of \b.le, \u 1--' \lie~- b .a.~ 

111&\loa of 1te oa J"'&l .. ao4 ftiC'Gla\lo•, .. J 

~tore, 111 ooatrute4 wUh opz=tc ~. 1.e- •-t, 

110\ 117 11 ~\all:bc •-" tor tft\h, """!17 11 t :ct-

. toac ot war 1a whioll •-u- the '-... 
\1M Go .... _, c•te the llener of 1\, 

fte llue \o whioh the ...riA of error of --- -..:.& 

properJ.T 'be 1()1111e4 h aet lac.- a't'IIJ.leltle \o all at -. 

eqd\allle -n of 11 ooppcraUoo rather \Ilea .._t ._,lfl' • 
to \he eto<*lool4en o~. !'o Nftri t o .,.... =•1•, U. 

arcf.a of error of .. tlaate •liPNIIM 1a llol.l.an 11 \Ill _.. 

tor llo\h OoppcraUoa A aA4 OoppcraUca J, o\her W..,. ~ 

~. n 11 \lie aUlloa aoll&r ~ 1a 'bo\h -
*loll 11 MI)Jeot to error ot Htt.ate - the tsoo,ooo at 

prior ollupe of Ooppcn.Uoa J are ao I'll••· ._, 11 \art 

taoto It ,.,.. liiMM 111 eaoh 0&11 ohoul4 'be 10 ~t 1-

\Ma \1M Jlillioa 4oll&r Htlate, H ~4 reeul\ 111 II 

41alallUoa of oa1T U.. - percoa'-C& 111 the 1- a....U.. 

ell tor .... e\oal+o'4en of OoppcfttiOD A, ..... ~· n.lt 

111 a..._., ot 50 perooat 1a the_,, llftll .. le tor tloe 

1~111n of OorporaUoa J, llaoe the .-11 ot PIt 

UDil llenla&tter prepoee4 tor the 111141et rt'bDtl4 protltl 

t.z 11 -.- .. re - \he ....,ta of error of Htlate 111 

M\ ,._ \lla ..,... ~ o~ eillcle taotor, it •-

oa!T --.bll \!Ia\ 1\ 'be 11'1'1114 .. tbl -· ....... &I 

\Ill\ te 'llldoh till error ~~Wll•• 

!Ill -\\er of ....r111 of error ot eet late h of tar 

peater 11110"- tor \lie '01114htrt'bDtl4 protlte tu \!lao 

tw \Ill .. ..., or prt...U. '-• It 1- te ..,...._ 

••taw ter the poppc•• of \be aomal tu, 1 t Mn1T 

~•• 111 the 1a4h'1tblll ooaaarn JIIIJlac a b1cher zate 

at tea- lh ..-1 uxrdo ,...,..,. \!lao that .....nJT 
.-w Sa .. law. It all 1aa are -llT .,.n\&W 

fn .._ JIOIIIOae ot We tu, \hare 11 ao 1a,Jutloa at all, 
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aDd euch lliJuatice u there 1a in actual pracUu CGIIeo 

0Dl7 troe 41tterent 4esreoo ot OTer- or underost1aat1on 

o.t lnc- . !be cue 1a entirel :r 41tterent wi th reopect 

t o the '11114.1otribv.te4 protite taz, honnr, t or here a 

pural OYWeoUaation o£ econODio liiCODe an<i the conae­

({'UJlt 41etribv.tion ot lu.;v •CIWito than r eall)- earned 

wlll cau .. a general dtuipetion ot cap!tal , 11114 the <>To,._ 

eetiaaUOA ot the 1nco.e of a liUtieular fL ... will, in 

aoot oaoea, reeult i n a 41eo1pat1on of ito capital. 

(b) !he 41atribv.t1on of a ciYen pr oportioa of ito 

total inc~ aYalla'ble f or all olaaaao of partl~\peato 

placee a greater etraln v;pon a corpor ation w1 th a larp 

•oaat of prior charpo than it 4oeo vpon a corporaUoA 

w1 th a ..all •ount of nob charpo, or nou at all, 

~IZ'Z'ill& ap1n to oar .-ple, Corporation J. can pq 

ov.t all or n'batantiall)- all ot i h •lllion dollar earniJI..-.. 

t o Uo eto~ldlro with a ll.cbt hNrt, o1nce lt knowe thD.t 

it 1 t ._ nothill& uxt 71&1' it 1o Ulldar .110 o'bl1pt1on 

to IIAII:e azq ~h to lh oeoarlt:r holdaro; and .., ... 

~~MalA U .art ... a lou, ito oOWIIi ctiiPital otruciure will 

al_,.. lll&llle U to ralae e4d1 tiOJlal tlmda. Corporation :a, 
oa the othftl' bu4, lt it pqe out l n 41Yl4eodo aliT ot the 

$200,000 U hal earu4 f or ito otockholdaro , 1111.1t do eo 

)'lith trepldltlon, einoe it lalon not only that uxt 78&1' 

tbwe wUl nc'll1' aothftl' $800,000 l n Clharco• whloh it mwot 

.. ot - ~ or no 1nc: ... - or oleo 'be tebn onr b,y 

ito cre41tora; wt aleo that ito top-.hlayY capital atZ'Ilciure 

will IIAII:e it dlttlcaU to ralae e4d1 ti onal tnDda. It 1o 

t1'lle thet Oorporatioa J 1e proa111t ctliPltal etZ'Ilciure 11q not 

'be ia'rol'lllltar:r, wt rather the reeul t of the eaprnaao ot 

lh owaere to tr..., on their equit:r to the •rl- axt111t 

poaal'ble; and, cona~tl7, lt lo entitled to no tax 

faYOrlti•. JJenrtheleu, ito pl- tor equal oo111icleratlon 

wlth CorporaUoa J. f or heYill& paaoed oa $1!00,000 of ita 

.Ulloa doll.ara ot 'inc- to.r4 the tax. •ill O'QCht to re­

celft 0111' reopeottlll attention. 

(c) !be challc'l in the ball of the tulnaal or priYiloce 

'.:u trca i.ncc.o aYalla'ble to ato~ldera onl7, to lnc:cae 

&ftilalli e to all paraona entitled eq.ultabl:r t o participete 

1n tha III'II1JlCI ot the corporation, 111>11• •inentl)- talr 

trc. the lllll&eJ'-t- point ot Yiow, pla.cee a he&Y7 -

dt10Dal 1 train v;pcG corporationa with nbatanUal IIIIOUIIh 

of prior ca.rc-. lleferri.nc: ap1n t o CIIIZ' U811Pl1, it • 

nppo11 thet a 15 percent 'nonal1 corporation inc- tax 1o 

replaced 117 u S parcct "priYilet;~~ 1 tax, the tax 'II;)Oil Corpo­

ration J. ~4 'be reduce4 trca about tl77 ,000 to about $37,000, 

*llo the tax vp0l1 Corporation :B ~4 'be lncreaaed trOD a'bcn1t 

*" 000 t o abolr.t ttl ,000, tha ..., tax 'beiDc the aaa vpoa 'both 

~oraUona. !baoe tlcar••• of =••• 1D.cl'CI4& onl7 the 

~· or "pr1Yilece" taxae . !Ide heaYT tranaitioaal •~rain 
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pl .. e4 'lpOil OftplraUou 1ti\ll --"'-'sal -b of prier 
•e pe ..ae U ptll'\1.,..lllr17 v.-• tllet tl>eee OOiilftftUoae 
_1.,. tbelr N1 -• ne of ..U'T ia \11ft -HiMUoa of 
\lie Wle\r1n\e4 }II'Oflh \ez 'ltltll \11ft uw prt..Uep tez. 

2 . !eM ·e >Je 

!be prepoee4 ealloeele et nrtez ntoe eppU-'le te otate4 pel'­
_...., of MJuW M\ ~ r •••ec ...U.tt1w t e4 1o pre- •• 
M& oo..,nt ritll \11ft lift-' oaiiM!alo ia \11ft f ollo'lt1llc table t 

Ire-' Mot' • """"' 'ChW' • 

,_, Wle- Perooat Per-t ..a41e- :hrooat 

'"lm'e4 w \J1We4 \M 

0 t o 10 1 0 to 5 } 

10+\o 20 12 5 + to 15 15 

l!O+\o llo 17 15 +to 50 Ito 

llo + to 60 22 50 + to 100 60 

60 + \o 100 21 

ftle f ollo'lt1llc ta)lo &ll4 \lao acco~ c1aort .....,.... t ile rela­
\t.ft eowrl'T of t~aeeo \'Ito eaboA'IIlu 1A ,_ of etfootift total1t7 

"'' ... 
,__, ..a41e­

t r1!rW 

' nn•t. ' ' 

1·0 
9-5 

12.0 
1}. } 
15.0 
16.2 
11·1 
11.9 
19·· l!l)., 

pmpoW pi 
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'U CUff 

'"" 

90 

80 

60 

.50 

Df&ilN 10ULI'ft Rdal g _.,., I'Ui&il:&la 

Cl IH)I8I'fUillnl) lllr IIOMI 

OOopoaatt ... with Adjaeted Net Inc c " of $100,000 or lt>re , U CDJT , .. 
90 

80 

70 

60 

----- ~-- --
40 

10 

I 
f-.J 

0 
0 

/ 

.,.~ 

ed Rat .. - 1'--. ......... 
/ .-

;;~ 

/ 

...... - PrMat aat .. "-
/ 

/ 1.--' 

.. / ---:.,....-

10 20 
60 70 

30 40 .50 
PCA CCNT ot AO..IUIUD filleT UtOOMC UMDIIl&IIVTO 

80 

1\C: TOTALITY MTtl A.C MOT Ol«tOT1.Y C4WA.tt.Aeu: I IICC TKC I'JIOI'OSO 
IYITDI ~ INCLUIIC. 1• •A,DJUtTU Nt1 1.oo-• ALL PAV111PTS OtT I~ 
naaT. uans, ,_ .OVA&.fiU, ,.. ~_..,caDIT raa IUOM , ,.., • 
...,.. •• orn:•uu• nee ,uc OttAtc 01 ADN$TCD JlkT I JfCIOMt ~••­
• • -ISTIIIUTCD• 

...... ......,_ ... ___, .... ~~~ ....... ~ 

40 

0 I 

9 100 ° 

e-as - IA 
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I t eboul4, of co..rae , be noto4 that the COIIIParlaoD aade 'lv' 
t he tablee and the chart 1a fozaal on}7; and t.hq lllllet be ueed 
with utrw.a cation 1D comparin& \he etrecUve r atoo ot the preoent 
and. propoeed ache<!IU.eo, aiDce, a a dhcueoe4 at aoooe lqtb in the 
preca41QC eaoU~n, the baoe aDd IUIIUier ot appl1ce.Uon ot the pro­
poaed acba4t.lle aH TOfT d1tt erct t .... tboae uae4 1D the preoent 
l n . In c-rel, t he propoaed ratea are 1111cb leu . ... ere, 1D 
co.parleon with \be preact 01181, for corpore<iona wi<b prior 
obarce• thaD wul4 appear fn. the tablea. - and tba creator tbo 
_,.,, of prior charges, the greater 1a tbe d1aparitT bet"'"" tbe 
real and. apparent ..... r1 q- of the h o acbe<!u.loo. 

!he propoaed ochednle baa been tr ... d with the follorinc three 

~ental tacwra in a1D4: 

( a ) !he rau ill tbe firat bracket baa been oat at 
onlT 3 paroct. It 1a belia ... cl., pai¢icularl:r in '""' 
of the aarcill of error of eotiaate .wucable to all 
s.n-e ttcurea, that oorporot1on _ ..... ta aboul4 be 
allowed to r etdn a .oderate proportion of adJuohd nat 
i- it tbq feel thet t hio 1a naceaa&ZT to ..tntaill 
their c:e;oital intact onr a per iod of TOU•· !bia allo,... 
p ee 1a alec of aoae aaaiatance 1D loaaeniDg ouch bar4-
abip u 1a incident to the req»J.raaent that d1T1d.eD4a be 
paicl in the - tuablo J'&Ar ill which earned - a roquire­
aont 'llhtcb 1a bel1eTa4 nocoaa&ZT on other grounda. In 
pnarel, the r01110Tal ot a e all oepant of ac!Ju.oto4 not 
tnooee troa \be blpact of tho tax ma:r proper}¥ bo c:om­
pared with tbe rOIIIOTal ot a .. n ..,unt of water froa 
a tiOIIk Wider b1cl> preoaure - the r ecluctioD ill preuure 
1a far .ore thaD proportional to the OIIIOUDt of nut4 
~Ted. 

(b) It 11 felt that r atoo of intermedia te ooTeritT 
are c rril 'llhlc:il abould be aTOid.ad u fa u po oolblo. 
8wlb ratoo - ragiDI parhapo tree lO percent to 30 per­
cant - aq not be ...tf1ci.,.tl7 hich to indnce d1atr1-
W.t1oD of oanatnco; 7et, it paid 'lv' corporeUono, 11Dpoae 
aA ille~table burd.aD ~D atockhold.era in tbe lower 
111141 nllll.al 1DCome tax bracketo. 'l'he tax of 15 percent 
actual}¥ propooed 1a, tor e~le, bieber tban the indi­
rlllll.al incOGle tax on all ...,..,. .. of ourtax net 1DoCC>e 
ot leaa than $16 , 000. 1bile it ia felt iapracticablo 
w ol1a1nate .,.cb tntel'IMdiato ratoa el\ocetber, t ho 
propoeed acbe<!u.le confiDeo 1tulf to one oucb rate -
16 perc.,t on -to of oan>iDCI rotailled between 5 aDd 

16 pe..-t Of ..s.Juated DOt iDCOIIIo 
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(c) On:r th8 .._111U:r or th8 ocalo- conaU­

tuUac 811 perou\ of \otal ad,ju\ed M\ iDcGM _ 

\\ 1o feU \bat U.. tu oupt \o 'be hieb eJ>OQCil \o 

1...mc. cl.h\:r1'bii.UOil of th8 ...,u, of &4J'aahcl. Mt 

illcGM tallliiC 1a ncb 'b:r&clcob 1A nbo\IAU.al17 

all caoeo, 1!18 p:rloont n<\11 ot 'IUie!.tot:rl'bll.tecl. 

p:rof1b tax 1:r1 qnl\1 l..aadotqwate to clo \hie an 

eal'lli~~g~~ &1'1 w1. \hhelcl. fo:r tax pvpoooo, ao h 

cl&&:rl7 1Acl.icatod 'b7 th8 COIIp&:rhoD 'be\-ll U.. 

:rateo of tba udht:rl'buhd p:rofUo tax 111d U.. 

10 .. 1' 11&1 \1 Of ii'O.rlax Mt 11lCGM, 11pOD which Ill 

lq'Qill o:r a h1Cbl:r :rate of 1nd1Y1clua1 1nc:oaoe \ax 

(DO...,l tax &114 II'O.rlax CCIIb1Ded) woulcl. be lined 

thaD of 11l14h\:r1'bii.Ud p:rof1b tax ohowD 1n \he 

followillg \abler 

Pe:reeD\ of ad- : Bate of 'IUicl.111- 1 Lon:r 11&1\ of ou:rtax 

Jnatecl. 1>11\ lDCOMI t:r1bu\lcl. p:rofib I 111\ ine- t&Jabll at 

pdtetribtt4 tiN •p• gr b'claer mt• 

0 
10. 
a:>• 
40 + 
60+ 

\ o 1~ 
\o a:> 
t o 40 
\ o 60 
to 100 

?f. 
12 
17 
22 
'n 

' •,ooo 
13,000 
18,000 
26,000 
:!8,000 

I\ 1o ,.,.. \bat U 11 1D&cC'4:rah to .a a 

clll'IO\ co..,..:rloon be\ften U. :ra'e• of U. 'Ucl111-

t:r1bu'ecl. p:roflh tax &llcl th8 :rateo of the 11lcl1rtcl­

llll. 1...,.. \ax oi.Aee, 1t la~ llpOil wbich Ill 'lmdlll­

\rl'bu\ecl. p:rof1 b \ax 11&1 MID paid ill Olll 71&1' 11 

cl1o\:r1bu'•d ill a a'llllooqwant 71&1', 1t 1o a'lll>Joct \o 

th8 tQll ,..., .. of \he 1D.cl1rttaal "- az, 110\'01.~ 
e\&llcllJIC the p:r1o:r p&7Mat ot th8 'lmdle,:rlh\14 

p:rotUo w.z. 81IICI nell' a nboeqwant cl1ot:r1buUoa 

11 .r-,. poeoibll , \he ~·' of \he 11114.1e,:r1l>­

u,e4 p:rofUe \ax Mftl' ciftl .._1eh ao......-

\he\ 110 f'a:r\he:r -uoa will be nac\14, 'lllla:riM 

u. p&7Mil' of \he 11lcl1rtclaal 1neGM az clole-

•' 1 ... , nWD 'he 11&1\e of \lie ablll\7 of U7 

""'p&7M&\ \o lift ..... -. !o ,.,., 1\ 

ta aao\Mr -.,, r .. eten " •···"zn4 
,, .... ~ .... ,,. $M 1JttUytlel .... 'A pe MZ:. 

uaiiie••· WlMI Qt rrtn• '' "' 'N· 

Regraded Unclassified



( 

( 

-45-

I\ .... reuo~>Mlo to infer, there foro, that a rate of 

.....Uotrllllltod pronto tax lllhatanUal~ 101r1r u..., that 

of tho 11141Yi41al illcoao tu t o which a 41otr11ro.Uoll 

would be IIUI>Jootod, will be ourtiolollt to llllllloo 41~ 

tr1llllt1oll, ill 10 far ao th11 11 detor~~lllod 'b7 tu oo.r 
ddaraUou. 

It 1a with thio oonddoraUon in II1Dd that 1t hal 

'beon IIU•te<i that tha top rate of 6o percent, -11-­
iQC to tho braclcat of 'bot'ften 50 and 100 percant of 

ad,lutod ut illCOIM UD41 otr1'bute4, wi ll be wttioict 

to incblco 41otr1'but1on ITOn in oloao~ hold oorporaUonoo 

It lhould be noted, howeYer, that t or 1n41rtd:calo in tho 

hipot ill41Yidual 1nooM tu 'bracbt - 79 p.ro111t -

tho not IIIIOWit rooodnlac attor tho _..nt of tho 11l41-

v1CID&1 incoOlo tu 1a o~ a little over halt that 

rllldnlnc after pqinc an un41atri'buto4 protito tu of 

6o JHiraont, H h t horotoro 'biUovod that a _,.,_ 

'bracket of 6o percent io noolll&l'7· fbAI lfo percent 

bracket 8PP1T111C to a110unto of a4Juotod not 1naooo 

bet'fton 15 and 50 percent o~t, ot couroo, to 'bo ..r­
ticiont to incblco 41otr1'buUon i n tho Yaot aajorlt;;r 

ot ca•••· 
3• tell Oorporattgpe 

It 11 not 'bol11Tod that the cantontion troquont~ oa4e that 

tho undiotri'buted J)rotih tax placoa 111&11 oorporaUono at 1 41~ 

&41'u~ hao merit, 'but tho contrary 1o rather bol11Tod to 'bo 

,.,.., -...ertbelooo, in Uno with our condotant J)OliCT of -~ 

1DC J)roforont1al troatcont to ~1 oorporoUon• i n 1117 wont , U 

h roOODonded that tbo OJ)Oc1f1c cro41t provided 1D locUon 1~ (c) 

of tho Act be conUnuad at $5,000, that tho rate of tu tharoon bo 

lonre<i troo 1 percent t o 3 percent to con! oro wi tb tho lOWir rato 

.._..ote<i tor t ho tirat bracbt of tho roplar tu, and that 1t 

bo eztonded ln 1 ta application to corporation• with adJU,otod ,..t 

incomoo of llP to $100,000 (rather than $50,000). 

!hio ftt0111i0n 11 neCOII&l'7 J)r1nc1~ 1ll order to mdlltdn 

tho ottoot ot tho J)roaent OJ)Icific are41 t, which 11 that tbe tirot 

braclcat ohould in IT1'7 cooo han a width of an aboo luto -t at 

$5,000, or of tha wllo1o &A~Juatod lllt lllcot>o 1t looa than that ...,.,.,, 

In rtn of tha deoroaoo 1ll tho por contaco width of t ho tint 'bi'Mioot 

troa 10 J)lra•t to 5 percent, it 11 noooat.ll'T t o lllaroaoo tho _u.,... 

Uon of tbo are41t from $50,000 to $100,000 1t tbio rnlo i o to be ai.r 

taille4, and it tha off oct at tho cre41 t 11 t o fade out crodaal~ 

rather than ....Unc ab"l>t~. Azl ad41Uonal roaoon f or tbe 1QIWa:t4 
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onue1on of tbe ~l1cat1o11 of tbe cn41 t 1o tbe cbaDct m tbe 
ba .. of aAJQetod Mt iJicoM, otllco a corporaUoa '11'1 tb u a~J•uted 
not 1AooM of .100,000 011 tbe 11ft 'ba .. atc~>t oaoil:r bo.,. ... &4,Juote4 
nat i- of $SQ, OOO or 1e11 011 tbe pra..,.t .... 

It h tllrtber raco•eadld tbot Whato.,.r !.BCOM ra•1n• 1lll41a­
trillllted bo;rolld tbe ...unt 1nolndld 1Jl tho opec1!1c credit bo toad 
at tbe ratee oppUcabla 1t tbe tPOOUic credit bod DOt - vaated. 
At prooent tbe ....,utc c:ro41t bae tbe ottoct of tekia& uOOM ott 
tbe top llraokot u4 tranoterrill& it to tbe firot 'bracloot. tal"-r 
tho propo .. d 110d1t1cat1on 1t would Mrol;r hi\.,. tbe of!oct of true­
terrill& UCOM to tbe tirot braclcot troa the ~diatol:r ad,l-t 
bracnte. 

4. 4J.1owwo of !let C!wital Ieuee. 

It 1o roco-endod that u unl1•1tod otfoet of capit!ll l.o .... 
bo poraittod, tor the purpooo of tbe undiatribu.tod prot1 to taz Olll:r, 
~111t other i!ICCOOI. 

It 1o raco-lldld that a two-roar ceJ'l'Y"'YOr obould bo allO!Od 
tor all to .... (1ncln41Dg capital to .... ao Mrgod n th otber too .. • 
b;r tbe procedill& roco-endation) tor tho pnrpo .. of tbe udiotri­

llllted prcfi to tu. 

It 1o bol1e1'0d that recoaond&Uono 4 811d 5 tolr:oD 
in oolljunction will MOt tho 1og1t1Jiato co11pla1nt tbot 
it 1o of ton noceosary for a corporation mCIIl'l'ing oo.b­
otantial capital loooeo , or o~d m a nnctuaUI!l; 
buo1Jlou, to piiJ" an DD41etributod profito tex, 1B order 
to ....... 1 to cepi tal 1Jl tact; wberoao, in tbe COD~~ 
tiOD Of the lair, IDCh a to% ohould bo paid OD1:r - it 
h dloired to i.Derea .. the cepital Ollplo;rod 1A a bu.oin••• 
b:r rala.,.o-t of o&l'D1DC• troo troa tbe 1n41'11'1clllal in­
COM tex. 'ftdo co11pla1nt 1o 41r&ctod prtu.ril:r DOt 
ocainot tbe 1lll41otr1bo.tod pro1'1to to% u .. lf. bu.t rather 
apiAet tbe uderl;ring to% etructuro upon Wbich 1t 1o 
.uportapo .. d; and, conoequentl;r, tho pr1Jlc1pal 41ocua­
e10D of the po mto 1Jl1'011'od 1o 1D tho •1110raDd.a upon 
tho corporation prinloce &Dd capital ca1no -·· IOY­
ortholooo, 1t ••t bo rooojp\iood tbot tho illpact of tho 
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6. Oatloy.l • tt1 mpt ot 3lbe!q9!Atlr laap4 :Det1cte 99tea. 

U h reoo-a-4 that 1f a4it O! a OOrJ>Oratloa retara rneala 

Ulat aU la- !roll a prertCIOla J"r ollou.14 haft -· :reporW4 at a 

~r ft.p.:re tllaa that eppaarliiC llpOn t11a !aoa ot t11a return, .u 
1111 I{QoaatloD of 'ba4 faith h l!IYolftd., t.11a ~r oboal4 haft the 

0J1t1oa of pqi!lc the '11114iatrllllo.W4 pro!lt • tu llablll t7 there liT 

creat.d, With later,..t, or of p.,lac a opeclal tu of 5 peroent of 

the 11114latrlwte4 protlta - 17 4etenia•4 '117 the Co•halo,..r, 

act e44lac the 1 ,...,. .. or tllch - 17 4etenla•4 protlta to a4-

Jo,ate4 net la- la the QU"I'ent 78&1'. 

It oftea lllrppe11a that tlla Cotaalaaloner !lab tllat t.lla ,.., ~ 

l'llpOI'Wd 11p011 the faoa of a ret<Lra baa _, 111>4eratat•4· lbU• thla 

.., be 4U to 'ba4 faith on the part of the tup.,.r , lt h 1111re ofWa 

- to o t.llar -•· I'IOAC1IIc !roll totallT laaooent booldcoeplllc errora 

or ai....a.retaD••nc• ot the 1• , "P to t.11a t......,.r ctnnc bla..U 

the a4:ftn'- of t.lla &lolbt on all ponlble h ..... lllo.t !alllac oiiOrt , 

-rtMla .. , of the lecal 00110ept of tr.u or ba4 !altb. 

llllab dlllqa ln the flaal4•Wl'lllaatloa o! tu llablllt7 ww. 

nlatl'N17 banl••• prior to t11a latroilllotlon o! tbe u41atribllte4 

proflh taz. allllle u:r a441Uoul _._ of tu wblob •- fo.4 

to be IIIII ~4 ba'N 'ba4 to be pal4 '117 the tup.,er la u;r ... t. 

Ia -.ab a oa .. it ran4ere4 ,..,atantlal ,lllatloe to both partiea for 

\lilt o-t .. loner to l#f7 tllch IIMltlonal tu with latereat, the 

la\ter be111c at a ..ntoi•atlT hlp rate both to ...-p8Daate the 

Oowz t for t.11a 4elq la the oolleoUon of the tu u4 to 41~ 

004 ... ~r• fra be111c Oftr17 ,_,..._.to u.-.. lfta la Ula1r 

laterpretotloa ot clollll>thl polnta ot ~ or -•lac· A totoll7 

- 41tfioalt7 h latroillloe4 11r the 'Qil41atrlllllte4 protlta tu, 

....,.r, as- the oorJ>Or&Uon aipt haft a'IOi4e4 t11a taz altocether 

11r a t1M17 41atrilllo.t1oll of aaraiQCa ba4 lt lalown that tllch a lt.­

\lli\7 nhte4. ~ reqdra the oozporaU oa to pq a 11ao1t 'U41~ 

wt.d profit. taz With intereat ,._ .. or IUb .. cra-tlT dllt eraliiM 

net ,_ ~4 ~~ppe&r to be 1Mqo.ilable 1f tlla OOrJIOratlon 'ba4 

...,. ita or1«1nal ret<Lra ln p4 f aith aa4 ba4 allraT• atoo4 I'M4T 
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?.. Speci&l Til% on EvpiMa h•tt 4 from the tlp4iatr1lmttd Pmtlta c:. br Bpaaop o f Coptracta Prohibitipg the PaJMnS or My14fp4a. 

It 1a rocolll!lendod that a tax of 10 percent be lniod ~on oaro­
inga •~emp tod from tho undiotributed profit s tax under ,Section 26 (o) 
of tho Aelo, bocauae of eontracta prohibiting the po)'lllt!nt of di1'1don4a, 
etc., a nd that ouch tax be lniod i n Uou of tho lonot b"'eketo 
of tho undiotributod pro!i to tax in which tho &moun to ao exempted 
wov.ld otherwioo baH fallon, provided t hat the total undistr 1blltod 
pro!its t&x liab1lit7 ohould nonr be increa sed b;r tho operation of 
thie provb1oll. 

!he preao11t relief granted b;r section 26 (c) oeeao to bo booed 
upon the· J:on>otheab ~t the undiotributed profi to t&x 1o a peslt;r, 
and that, thereton , eorporot1ona wb.ieb are unable to dietribute 
their -~ and prot1U in ~.&Pble dividends, boeeuoo of cont .. o­
tual reatrictiona, ohov.ld not be poD3lhed. '!hie concept1oll 1o 
i11correct. !!'he t&x on undiotributed pro!i ta is not a pot~alt;r ap­
plied to a morally opprobriouo act, but 1o a compe...at1o11 to tho 
GonrliDIInt for tho no,...to2at1on of tho undistributed i11eo""' un4ar 
tho individnal incoiDI tax. If current income ro~Zins undistributed 
ao a result of pr ior contractual obU@Iltiona, it roeulto in ao 
.,..ch revenue loas to tho Gon,..,...nt at if it h&d re""iDed undb­
loributocl ao the result of a curren\17 mdO decieion of tho lloarcl 
of Director• of tho corporation. It would appMr, therefore, that 
if relief ia to be extended to a:q apoeial cases of thia charsoter 
tho appropriate foiMI thereof 1t not a COliPloto exeliPtioll froa tho 
undiatributod profito t&x, but rather tho oul>otitution of a 100d0r&to 
fl&1; rate of undiotributod profiU tax upoll tho reloY&Dt aopont 
of 1nco..., 111 lieu of tho ollarpl;r gradn&tod ratea that wov.ld otharwho 
appl;r. '!h.h principle •• reeoa;nhed in tho Bouee lli ll in which .oat 
of ouch • relief" prorltiolla carried a 22! percent flat t&x (i.t ohov.l4 
be noted in thia coiiDOcUOII that the l!ouo• llill did not pro1'id0 tor 

aey no mal tax). 
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