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1. lie\ loaa O!rJ7:0'I'tr for 11141'1'1a..la u4 oorporaUOAt, 

Jlhtorz. J'or a •-'bar of ,...rt prior to 19)11 bxpqera ,... allawcl 
to OG"rT foJ'WU't M\ loaaH laOVTa4 1a \NIA or 'bv..!laeaa u4 to ... 
\baa •• 4!4RoUoaa la later ,-.ara. Ia U.. .__,.. Aot of 19211 •• 
lo.,,. WH allowcl to 'be oarrla4 fo..-N for two ,..are. ftaa ~~«•u 
Aot of 1932 GOat 4o- U.. C!I'JT-0'1'111' \o oae ,...r !114 U.. .. Uoaal Illllu\rlal 
RecOY!lT Aot of 1933 tllld-\!4 U •Unl;r. It baa ao\ 'be., 1a .Uto\ 
oiace, ucoop\ that la tbe 1931 Aot a oa .. 7•ar aet lou oarr,-O'I'er waa 
allowa4 to oorporaUoaa 'tnat OA17 •• a cre41 \ for purpoaao of \be 2! percat 
11114iatr1 'bata4 profit a \ax. 

Propoaal. All ow aet lonu of "bualaeaa, "bo\11 l...U'I't'-1 aa4 oorporah, 
t o 1M offMt IIPla•t U.. 'baalaaoa iac- of U.. ...,., .. ,'I& 7..... I.Jq leu 
aot a'baor'ba4-, tbe la-• of tba ,....,.,.e41ac )'ear could. "be carried. forwar4 
to \be followi'l& two ,-.are la \be .-e _.r. 

2. .hstiOD of 41'1'1cS.a4a froa 1D41'1'14ual aonoal tax. 

Rhtorz. hior to 1936 41'1'14!1>4a reoe1Ya4 liT 1D41'1'1'-le were wl>Jeot 
onl;r to IW'taxu. !he 1936 Aot .ul>Jecte4 41rl4!1>4e to "bo\11 aonoal tax !1>4 
eur\&x. 

Propo-.1. Allow 41'1'14!114! tbat are reoe1Ye4 "117 1a41rl4uah tr.,. 
4oaut1c oorporaUoaa aul>Ject to J'a4aral lncOM '-zaUoa to "be cre41h4 
t.p.!.n1t net inc.,.. i a .,..,.,..unc tba nonoal tez. Such 41'1'14en41 would. "be 
wbJect to III.Lrtez !I at preo!l1t. 

3• Jlildnatlon ot t"" on intercorporate 41'1'14!1141. 

Rhtorz. Prior to 1936 tba ... ure ... uat of 41'1'14!114! ree!1•a4 liT 
corporaUODe •1 4e4uch4 frca SJ'OI! 111coae to aYol4 INltlple taxation 
ot corporate !!Z'Dlnc1. 11D4er the pre1ent law 15 percent of 1Wih 
intercorporate 41'1'14en4a are 4e4ucU"ble, the re~nlD« 15 percent b!lnc 
taxa"ble. 

hopoaal. Allow all 41rl4en41 recelYa4 b7 a corporation troe a 
do .. 1tlc corporatioa wbich la eabJect to J'e4eral iocoaa taxation to be 
doducta4 tr<a a:rou lno..,, 

4. llaotoraUOD of conocU4ate4 ret111'DI. 

Rhtorz. Cloeal7 att1llata4 corporatlooe wan perm Ue4 to file 
oou ol1date4 retwraa prior to 19)4, a1 tbouch llecinnJ.nc 111 1932 aa 
laoreaea4 rate -• 111p0aa4 for the prlrllece til flll'l& !llch returae. 
The perld!llon -~ wltb4rawa "b7 tba ll«•ua Aot of 1934 aa4 eonoolluted 
rotarno an now p-1Ua4 oal7 ln tba oa1e of railroad corporat1oa1. 
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Pr!p!Ml .... -.re tJao prl'l'il ... of tUhc -M114atet .. -.. 
wltlaoat peulqr. fld.o pri'l'ib&e wcnal& ..... ..nlT lie Ml ;sale& 
'b7 tile olhd.aa\toa et t.Jae taz oa laMreerperato •htt.&o ....Sftall' 
11Ut1oao4. file pririlece or OODH114aUOD 1101114 'be lt.Uet te 
cloeel7 (95 perout) ett1Uak4 oorporaUODo aloac tile u ... foUew& 
i n earUor 1•••· 

5. JD.t..syu .. of tile UaUaUOil oa 4eQosUoa or oorporeto o ttal 
loeMt. 

Bhto!7. Prior to 19~· corporatloao wre pem1Ue4 h ..._, 
et~pUal lo•u froa or41D&rT tao- wltlloat Ued.tatloa. file .__ 
Aot of 1934 prori4e4 tllet azq o:o:o .. o of ot~Pital loo .. o OYer oopttal 
plu ooul4 bo 4o4uoto4 fro- orcl11111r7 tao- onlT 1IP to .2,000. 

Propooal, Ia tile oaM of 1D4utrial oorporatloao, pemtt ...,aw 
loooeo to bo 4edaoto4 ia t'ull froa ol'll1Aar7 Ia-. Ia tile - et 
otllor corporaUoao, oltllor (1) llloit tile 4eaotloa to t2,000 or41aar7 
inc..,., or (2) peralt a oarrr-forwar4 et aot oepttal looHo ocataot 
capital catao of future 7.-ro. · 

6 . l!!p!&l of capital otoclt aad uo .. o prof! h tazoo . 

Bhtorz. 'fbo o:o:htlac oepUal otoclt aa4 excooo prott h tuoo wvo 
placed in tho law 'b7 tile ••tlonal ID41lotrial l!ocOY11'7 Act of 1933. .., 
doclaraUoao of tile YalllO of capUal otoolr: woro pr0rido4 'b7 tho lonau 
Aoh of 1934. 1935 , u oaande4 1D 1936, oad 1934. 

Propooal. lopeal tile capital otoclt u4 ncooo profth tuo1 , fJao 
r epeal of t11o oapltal otoclt ta:o: .,lll4 'bo otfootlft for 7oara ~utoc 
after Jaao JO, 1939· llopeal of tile u cooo protlh ta:o: ~4 M 
of foctho for tllo firot ia.,... ~ 111410C ottar ,J......, JO, lgllo. 

1. l!op!al of 11Dd1otr1bute4 prot1h ta:o: ud lntroduotloa of aew roto 
•oMctale. 

Bhtorz. Prior to 1936 nat ta:o: rat .. Mro orpp1h4 la tanac tho 
lneo .. ot oorporatloao, tile rah ador tho llnoaao Aot et 19Y. bolJIC 
lJf perooat. 1'ho l!_.oa,.. A4t of 1936 pr0ride4 proC"oo1Yo ratoo raoctac 
up to 15 percut oa 111.co• OYor tllo,ooo aa4 18p0oo4 a oeparato ta:o: et 
7 to 27 percant 011. IIDdtotri'butod prot1to. 'l'llo .... ..,.o A.ot ot 19JI 
p rori4e4 cradllatod taxoo for corporaUoao •Uh ll!.c-o u..lor R5o000 
aa4 a baolc rah of 16! percoat pl'O.o u Ul!.dtotrtbutod profih ta:o: ot 
2t p......,t 1.11. tho oaoo of oorporattoao .a th 1••-• of OYor t25,000. 
Special cla1101 of oorporatloao aro \alto4 at 161 poro•t. 

Propooal. loplaoo tho p roooat corporate ta:o: rate otruot'O.re 'b7 1 

ta:o: of 17 perout on tho aot taco .. Cll oorporatloao haYli!.C lno-o of 
act •ore th&a . 25,000 aa4 20 perooat oa tho 1noo.e ot oorporaUoao 
lleYIIIIC not tACo•• of oYor .25,000. Speo.lal "aotcll0 pronoloao WO\lld 
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'be 1D01,.._ IIPP17iac to oorporaUoae wUil h-• at .U•UT war 
f25,000 eo \ba\ eiMIIl oorporaUoaa ~ u\ baft laea 1a- at\ar 
'-•• \baa oorporaUoae wUil 1•-• of~- f25,ooo. Oorporau ... 
fall lac 1a \lla tla\ ra\a Ill-•• la t.M pre-\ lur -u d&Mr )a 

kD4 a\ tala 20 p•-• rate ar traate4 aa all ou..r oorporaUoaa. 
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BOCK sa•a"'''nms .uD waanm;r..s 11 1,265 carPCIW'lCIIS 
01 Cll jB(I1f rwcwra 31, 1937 

C!.uollio4 lo7 Sioe of ~lGD 

War 1 1'11 a~1,968 99.0?0.m • 213,692 • 1,058 143,222 70·9 6,6o6,518 6.7 • 32,263 15.1 

5.- .... lD 

JD.-..._z 

m 6lo,J02 140,666,'114 788,18o 1,291 

758.131 

42 1,122,670 

142,41)2,,)51 2,590.505 

J.07,)59,Cm 2, 886,175 

1J4,Eio),491 4.090.076 

123.536.774 3.133.490 

1,866 

2,)92 

2,670 

433.145 b).6 15.077.935 17·9 

59(),114 84.0 19,942.149 17.0 

8J0,78o 85·6 26,137,143 18.4 

629.2111 83.0 18,946,283 17.6 

'115,-461 86.9 27,42),1/!1 Zo4 

904.447 87·1 25.465.7dl a~.6 

1,961.125 88.) -46,6)6,881 18.6 

1119,818 

284.104 

474.268 

456.421 

851,100 

629.506 

Booo4 ..-!.an .U. pr1oe ... Dooeaber 31, 1937, or- tile •••.,. of tile bi4 IIDil aako4 prioeo ""t~~e• ..._ lf"" O&l.a WN 

OO" ='-' aM lf tile bU. IIDil aaD4 .._ ..,. rou~lel o\llerriaa, - tile .U. prioe -• Iloouber 31, 1937• 

19·6 

!.&.' 

18.3 

15.8 

z.a 
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5 --'orlD 

100--- :1)0 

4~ 

74 

12 

13 

BOCa SJWIISC!! no s ~ FBf R18CI N)!Gi D 244 -a.o6IU' BILD" CCI'IPCBA!ICIII 
C. Qll AIIOUr JW:MI8 )1 , 1'J!l 

Cluolf'-4 ~ obo of ~iGD 

Zf,<g) 83-8 1,022.577 7-5 

26,250. 85-5 ~11.!j09 6.5 

51.058 85-, 1,545.246 7·' 

7·2 

11,664 

7·8 

2,,. 1}.0 
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m.la1:o.at1on of intercorporate 41 T14eD4 tax •.... • • •••• • • • . ' 1 
il1111naUon of dJ.Ticanda reoe1Te4 troa 
taxable inc ... of corporat1ona. 

Repeal of UDdiatr1buted profita tax ••.•..•••• . •• ••• • ••• • • 2 

llxaJIII)ti on of di TidaDda from indJ. Tidual normal tax .. • . • .. • a./ 

lfet looe ea.rq- over • • . . . . . . . . • . . • . . • • . . . . . . . . • . . . . . . . . . . . .J 
!tat lou carry-over for iDdi vidW>b and 
corporati ons. 

Corporate ca~1tal losaea • • ..................... • •.•..... • ~ 
ill1111naUon of 11111 taU on on allovancu 
of corporate capital l oaaea eo that aueh 
loaaea f:l8:F be tsken in tul.l. 

Capi t al etock and axceas-orofi ta tax renaal • ••....... .••• 61 

Oonaol1d&t ed return.a • • . . . . . . . • . . . . . . • . . . . . . . . . . . . • . . . . • • • 7 . 
Raatoratlon of consolidat ed ret urn• 
for all affiliated corporationa. 

Aft~t1on ot 1Ddobtedneae ...... . ...•• . • ..•.. • • •••• . •. . . . 9 
Nev proviaions dealing vlth the effect 
of ea~tiona of lndebtedneaa in con­
nection vith reorganizat ion• and other 
tax-tree exchanges UDder aeet1on 112. 

Cancellat ion of indebt edneaa • • . • . • • • • • • • • • • • • • • • • • • • • • . . • 9 
Re't'ia1on of the law vlth reapect t o 
cancellation of indebtedneaa. 

Stock d1 Tidanda ••. •... . . . . •......••... . . . ••••••••.•• • •••• 10 
Pro't'ialon eatabllahlng the treatment of 
the b&ah of atoek dJ.Tidenda bot h 1n t he 
tuture and retroact1 vel¥ to terminate tba 
oontualon vhloh hAe reaulted from the 
Xoehland and Govran ee.aea. 

Stock r1gllta .. .. ..... . ...•.... ... ...•....... ..• • . • ...• ••• 11 

InTentoriea--laat-1n t1rat-out · ·· · ·•••• • ••••••••• • • ·· •· • • 12 
ReTial on of secti on 22(d), vhloh pro­
Tides for the use of t he laat-1 n, f irat­
out method of Telulng innntor1n. 

Mort~:~e;!:=!n . .:d ih. ;;~;. i~. ih; ....... ......... 13 
tree.tant of aortgac;ea and other liena 
and f oreeloaurea. 
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Mutual in.uranoe ooapani•t .....• . ................ . . . . 14 
~aTiaton of tha proTiaiona for tazatlon 
of .utual lita in.urance ca.p&Diaa other 
thaD lite. 

Section 820 of tha R•••~• Act of 1938 •••••·•····· ••• 1.5 

PereoD&l ho141J3C co-ew 4af1c1 ta • • • • . • . . • . . . . . . . • . • • 1.5 
ProTiaion for aoae fore of daticit 
cuahlon to allow a credit acatnat 
undlatributed pereonal holdln& coa-
P&n7 net incoae where corporation 
hae DO earni..,;a or proflh. 

J'oreip t.ax crecli t . • . • . • . . . . . . . . . . . . . . . . . • . . • . . • • . . . • 17 
Alaendaent to the foreign tax credit 
proTiaion to CiTe proper credit for 
intercorporate dlTidande racelTed 
and l'ederal bond intareat. 

Deputy collectora--ciTil aarTice ••••••••••••.•••••••• 18 
Legialatlon briuci..,; d~ty collectora 
cf internal raTenue within the CiTil 
SerTice and extendin,; to them the bane-
fita of the Retirement Act. 

Doneea' depreciation baaia •.••. • ..•..•.•.•...•.•••.. • 19 
ProTiaion that baala of doneea for 
depreciation ahall be tho uae aa 
baaia for determination of loaa. 

Publicity of roturna ••••••••••••••.••• ..•. .•••• ••• •• 20 
Repeal of aection 148(f) relati..,; 
to publicity of namea and aalariea 
of corporate otficera. 

Copper tax ellaination • • • • • • . . • • . • • • • • . • . . • • • . . • • • • • • 21 
Repeal of tha 4 canta per pound tax 
on laported copper . 

Satate Taluation option •..•.•••••••..••.••.••••.••••• 22 
Dl.ainatlon or clarification of 
aatate TDluation option (aeetion 8ll(J) ) 
w1 th particular reference to inhreat, 
rente &Dd diTidenda receiTed by the ••­
tate between the date of decedent 1a death 
and the Taluatlon date. 

' 
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IneolYent b&Dkt ••••·•··· ····· •·•••• • ••••••••••••• ••• • 
Jaend•ent of an .&.ct pa .. ed in 1879 
(u •ended in the llennue .&.ct of 1938) 
relatinc to the ra.i .. ion of tax.e 4l1e 
tro. ineobent b&Dke to el.l.al.Jiate ezq 
hardohip which ..:, reeult fro• the pru­
IIDt prorleion which perm to collection of 
euch taxee t.meciiately after depoei tore 
han been paid in tllll . 

Control in reorcaniaationa ········· ··········•• • • • • • • 
Definition of control with reepect to 
tax-tree reorcanisatione. 

Z.bessleaent loeaea •• • ••• • •• •• •••.•.••.••••••.•..•••. 
Prorlaion tor allowance of deductions 
for 101111 fro• .. beasl .. ent in the 
year of i h dhconr:v rather than the 
year when it occurs when ita erl1hnce 
h o ftc unknown. 

Bulce retiraeDt o f bonda •.......•................•• • 
Jllendaent of section U?(d) to penit 
'btmk1 to take tull capital lo11e1 where 
8110unto are recei yed on the retir•ent 
ot certain corporate eecurl tiu. 

Deficiency letters' eddrese--e1tate tax •••••••.•••• • • 
Addreoe to which deticienc:v letter• 
under eatate tax ahould be mailed in 
certain inetancee. 

Returne by Bureau--etatute of limitation! •.••..• •. ••• 
Prorlsion that preparation of a return 
by the Coaoheioner or collector where 
t he taxpa;ver tails to file hie own r ... 
turn lhall not etart the nmntnc of the 
etatute of li•Hatione. 

Philippine probl .. e ••••··••••• • •• • • • ••··········••••• 
l!erleion of the law concerninc taxa­
tion of citisene in the Philippinee. 

33 

26 

• 

37 

38 

29 
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Patent COIII!?aDiu- -peraonal holdi!l4 COIII!?&!!.Y tu •. • • • • •. 31 
lb:cluaion of bona tide patent denlop-
aent co.pan1ae fro• Title 14. 

Inwranee ooapan1u pereonal boldly OO!I!!W tu • •• • • 32 
aen41oent to peraonal holdiDg 0011paz17 

tu to uclude fro• ita operation bona 
fide ineurence oo~~penhe other than lite 
or ll1l tuaJ,. 

Col lector• ' .uita ••• • • • •• •• ••••••••••••••••••••••• • • •• 33 
Elimination of refund suite againet 
coll eotore o! internal revenue. 

Holding periode (eeetion ll7(h)) •••• •• • ••• • •• ••••••••• 36 
l!arleion of the prorloione of eeotlon 
ll? (h) (requiring tacklng of holding 
period.e f or computation of capital gain 
and loeeee in eaeea where aubeti tutad 
baeh appliee) to prevent such tacking 
i n certain caeee where the baeie of the 
property aold 1a not really that which 
waa applicable to the property exchanged 
or traneferred. 

Refund• in B. T.~ proceedlng• ..•...••...•.•.••• • • • .••. 35 
Authority of Commieai oner to make re­
funds during pendency of proceedince 
before the :Board of 1'ax Jppeale. 

Croaa-petitione for rerlew of B. T. A ••••• • ••••••••••••• 36 
Provieion for croea-petition for re-
view of decieione of Board of 1'&X 
A;>p eala, &1 ving each party a limited 
period wi thin which to file a pet i -
tion for re"f'iew of auch decieione i n 
caae a aimilar petition ia tiled by 
the other party. 

State courh ' cuatocl,y atatute of li•itationa • .. .. • • • • 'S1 
htenaion of the otatute of ll.al. tationa 
where taJI!l~•r'e property h i n the cus-
tody of Stat e courto so that collection 
of Federal tax ie impoaai ble, ae in the 
caee ot eetatee or receiYereh1pa. 
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B.f.A. ra1 .. of eY14eaoe • •••••••········· · ···••• • • • •• 38 

Clarlt1-Uoa ot \be pro"f'lliou 0011.0_... 
111& \be Board ot !ru jppMJ.e \o ep.olt)­
.ou cbarl7 \be\ the l'lllee ot e"f'ldcoe 
DOW CUJTeD\ 1D the Dhtr1ct Cour t tor the 
Dh\rlot ot Colllllb1a lhall be t he rube 
ot e"f'ldeDce ooatroll1q 1D t he Board of 
!ru .Appeal•. 

Statutorz retuad.--etatute of 11a1tat1oae • .. • • • • • ... • 39 
lllpoa1tlon ot a a tatute ot llllitatloaa 
on retuad olaiaa where r etuada are .. -
thorhed but do DOt relll:llt troa arro-
aeoua aa4 1llepl ........ t aa4 ool-
leetion. 

Collection in Jeopardy ••••• •• ••••••••• •• •• ••••••••••• 4l 
:11.1a1Ditioa ot the tan-dq waiilDC peri od 
tor dhtraiDt where collection ot taxea io 
Jeopardised. 

latat e t~-sift ~credit • .••••.•••••.• • •• • .•.•• ••• 42 cr..u t Wider edate tu tor cltt tax 
paid oa propert7 pre"f'loual7 truaterred 
b)' cltt but reqldred tc be included 1D 
crou eatate Wider eatate tax. 

:}lfts ln tru.et • ·•• •• • • •• • •••• • ••••·••••·••••••• • •• •• • 4,3 
L1a1 t ed axtenoicn ct tha *'• 000 exclu­
d cn ill the g1tt tax law t o cltta 1n 
truat . 

11eotr1cal ecergr tax • ·• • •• • • • •••••••••••••••••••••• • 44 
Jlecluctloa ot rate ot elaotrloal anar17 
tax t~ 3 perceat t o 3 percent aD4 an 
~ene1on ot 1te &PP11oat1on \o aner17 
uaed tor 1n4uatr1al purpoaea . 

Caba:re' !g • ·. · · • · . · .. · · · . · · · • • · · • · · · · · • • · · · · · · · · · • • • <&6 
Leclalailoa chenciDC the etruoture ot 
the r atea ot the cabaret tu. 
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Club dues tax • • • • . • • • • . • • • .. . • • • • • • • • • • • • • • • • • • • • • • • • • 46 
Reviai on ot the tax upon club duea to 
impoae a tax upon !eea for certain eerv­
icea which are now bei ll6 billed by cluba 
as feea r ather than dues t o aToid dueo. 

Trailer tax ••••••.•• . .•••••• •• • • •••.•••••••••• • ••••.• 47 
!~position ot tax upon co~ercial trailera 
and acmi-trailera which are used i n direct 
co~petition with trucks , upon which there 
i a nor: a 2 percent tax. 

~1acellaneous tax walvora ••••••••••••••••••• •••••••• • 48 
Waiver of the atatute of li~itationa 
by tazpo.yera with r espect to ~iacellancoue 
taxes . 

~ve nercent miacel laneoua tax penalty ••••••••••••••• 49 
:<:J.~ination of 5 percent penalt7 t or 
failure t o ! lll// c iacellanecua taxea. 

UnJust enrichment tax ••.•••• • •.••• . •...••• • •• •• • ••••• 50 
Transfer of certai n issues under un­
just enri~ent tax from :SOard of Tax 
Jppeala a.'1d Diat rict Courts to :Board 
of Review. 

Jorel.p. aircraft u~tion • • • • • • • • • • • • • • • • • • • • • • • • • • . 51 
J:xempUon froiD 1neo1De t ax of earn­
iDea d er1Tad fro• operation of air-
craft of foreip countriee which • 
grant a aWlar ex-.pUon to doaee-
tic aircraft. 

• 
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Jliaipetlgp of 41rld!n,da H9'1D4 from 
t1p blt lnMmt of ggrporatiopl .. 

Until 1936 the entire IIIIOUilt of dh1.denda recehed 117 

corporation• waa deducted from grou inooae on the theo17 that 

taxation of intercorporate d1 Tidenda would rewlt in l:l!lltiple 

taxation of one item of earnin~. Under the preeent law, however, 

on}¥ 85 percent of auoh intercorporate d1 Tidenda m~ be received 

tax t ree. The inclueion of 15 percent of i ntercorporate dividenda 

i n lldJueted net i ncolle under the 1936 lllld 1938 Acta rewlted froo 

& delire to diacoureae the uu of l:l!lltiple holding co:opaniea. '!'be 

p roblem of l:l!lltiple holding comp&nies baa to a large extent been 

met by the Securi tiel lllld Excban€8 Act lllld the Public Utili ty 

Hold1Jl8 Company Act of 1935, The continuation of the policy of 

the 1936 and 1938 Acta doea re.ult in multiple t axation. It would 

therefore aetD desirable to return to t he plan of the 1934 &nd prior 

&eta and proTide t hat t he lll!IOWlt received by a corporation aa diTi-

dendl from a domeatic corporntion which 11 eubJect to Federal in-

come taxation ehall be deducted from groae income. 
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lllpeal ot updiatributed pmtit• tv 

'-1!\e p r esent incoce tax on "'rporationa ret&lina a ~1/2 • 

percent tax on the undia trl buted profi h ot the corporation. 

It 1a proposed that thia tnx be eHminnted. 'lhia removal of the 

undiatrlbuted yrot1ta tax would greatly al.mplify the provhiona 

regardine corporate ta.xea inaamuch as it "ould make unneeeunry 

for the general ct>rporation tax, t he preaent coaplieated provision• 

dealine nth the dividends psid credit , the ccnaent dividends credit , 

etc. , which apoear in aectiona 26, 27 and 28, 

It 1a propoaed tha t corporations in the future be toxed nt X 

rate lli th respect to corporation• havi"6 a net incoce of under 

$25,000 and at Y rate lli th reapect to corporation• havi1141: a net in~ 

co"'e over $25,000, It would, ot course , be neceuo.ry that aome aort 

of •notch1 be provided to prevent en abrupt increo.ae in t he te:rea 

of ccrporationa having net i ncomea just over the $25,000 dividing 

line. lor example , if the smaller corporation• are taxed at 17 pe~ 

cent end the larcar onea at 20 percent , the tax on a corporation 

with a $25,000 net income would be $4, 250 but a corporation with 

$1 larger inccJUe, or $25, 001 , would pay $5, 000. 20 taxes, In other 

worda an increaae of $1 in incoae would re~ult in en increaae of 

$750, 20 in ta.x, '!'he purpose of the •notch• proviaion 1a to prevent 

increcaed lncc01e at thia point troa increasing tax l1ab111 ty by 

more t han the omount ot auch increased lnccme, However, thla notch 

would be tar aimpler than the preaent notch proviaion ot aectlon l3(d) , 
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Jlliaiaailoa flooa 1a41Yidnal DOnal hz of all 
41rlaa4a rmtna. 

UDUl 1936 41rl4n4.t recein4 l17 1D41rldnal• wwe ~ 

Jec\ olllJ to n rhua. U w.. tho•\ that if a oorporatioa 

P11J11 iaooae tu: o• ita ~ u4 the atoolcbolwa apia 

pq aa iDoou \u: C.a nch earaiaca are 41atrillllh4 to thMI 

111 the fora of 41rl4.ta4.t, 41rl4aa4 inooM woul4 be UaorW-

nah4 acaind in t a'I'Or of oth.r \)'pee of i .noo .. , aWih .. in-

teree\, etc. llowenr, the 1936 .Act eul1Jeck4 41rl4a~ to 

both DOnal \u: aa4 eurtu: .. par\ of the un41atrillllte4 profih 

tu: plan. It now aeeu 4.tairalll e to return to the plan of the 

1934 .Act which allowe4 1a41rldnale a ore41t a&ainet noraal tu: 

net inoo .. of the aiiOUD\ reoein4 .. 41rl4en4.t f roa a 4oMetio 

corporation eubjeot to Fe4erel inooae tazation, • 
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••~ lou OtUT=Onl' f or bdhic!!ltb pd 
corporaUou. 

hr a 111111bar of J•••, up Ulltil 19)4, taxptJU'• were 

allowed aa a d.eductlon the 8110UIIt of net lou ( ezoau of d.e­

clllcUone Oftr P"088 illcOM) which the7 11t7 han ha4 for the 

prec..U~ 78111' in their trade or buiu... In the llenBUa 

.Act ot 1928 au.ch louu ware allowed to be carried torwiiJ'd 

t or two 78111'•· In the Bennue .Act ot 1932 i t waa cut down 

to a carrr-oftr tor juat one J eiiJ'. In the 1934 .Act thie pro­

Tiaion waa eliainatad co-pla t ,elJ and haa net been ill ettact 

eince, except. that ill the 1938 .Act a oDa-JeiiJ' net lo .. carry­

OYer waa allowed t o corporatlone, but onl7 aa a credit tor 

purpoaae ot the 2-1/2 per cent und1etribute4 protita tes. 

.l prorlalon ot t h1a tJPe allowi~ a net lo .. carry-

oTer for one or •ora euccee4ing J•ar• ..... ant1r61J tt1r 

and equitable. Ita great a4Tant aca 1e that 1t tend.e to put 

buaw•••• with tlu.ctuatl~ incoMe upoD a baale 80re nearl J 

equal to thet of buaineuea w1 th 80ra ettbh incOMe, 
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lD.imaatlOD of li&U.UOD OD .Uow-a of 
corporate otpittl loaaoa ao that auch loaaoa 
!!l 'bo hUD 1a. tlall. 

SecUoa U 7 ( 4)(1) ot the Rnomao .Act of 193!. pro-

Tidee that c-.p1ttl loeeee ot corporatioDe aro allowed asaiDet 

o~ittl p!Dt end llf:a1Det ord1Dtr7 iDcoM oDl;v 'QP to $2,000. 

!l!hl.e 11a1tat1oD waa first placed 111 the 1• 111 1934, at which 

tiao it IIPPlied both to 1Dd1Tidutle ud corporatiou end w,. 

corporate c~i ttl loaaea ware .tllowod 1D tlall, 'lhaa tho Dow 

br oader troatMDt w,. allowed 1nd1 Tiduala iD tho 193! .Act, 

howe••r, 110 chaD&e w,. ll!de w1 th roapect to corporatiou. 

The allow&Dce of theee loaaoa t o corporation• aee .. equitable 

&Dd propar &Dd 1t 1e tharetore propo"d to re110n the 11a1ta-

tioa with reepoct to oorporatioDe. 
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Bepeol of the QAP1tol ato¢k and exeeeo-prptits t AX!• 

I t ia propooed that the present c~ital atock end exce••­

profi ts taxea 'lr1 th reiJ)ect to corporation a be repealed. Thh 

euueation ooapl ... enta the proposal that the undhtributed prof1ta 

tfLX be eliminated end the entire tax on corporation• be confined 

to a aingle tax, wi th X rate for corporation• having net i ncomea 

of leea t hen $25, 000 end Y rate for corporation• having net in­

comes of more t han $25,000. Such repeal of the capi tal s t ock tax 

would not affect the tax for the yeer ending June 30, 1939 but 

would epply onlT 'lr1 th reapect to yeera com>encing thereafter. 

Similerly, as the exceaa-profita tax h linked to the capital 

stock tax, the repenl would not extend to t he exceaa profi ta tax 

for the first income tax yeer ending after June 30, 1939. 
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Couo114ate4 Ratvu. 

All affiliated corporation• were ~raitted to file con­

eolid&hd retUl'lle prerloue to 1934, but thie ~rai .. ion wu 

w1th4ran by t~ B.enllU .Act of l9J4, !he Treuury Depart .. nt 

obJected to ~ abolition of coneolid&ted returu but ite op­

poeHion wu u:uuoce .. flll. J.e a coue~nce, couoli4ated 

returne en now perai thd olll.7 i n ~ oue of railroad corpor.­

tione. !he nueetion t~t the prirllep t o fila couol14ated 

returaa be ecain extended to ell affiliated corporation& would 

not entail 118J17 4rat't11:11: difficulthe in&emch u it would 

eutfice in pnerel to .. rely re110n the preaent lillitation 

confiniQt; etiCh prirllep to r&1lro&4 corporation•. !bh ChaJ\4'1 

would in effect reetore the eituaUon which e:deted prerloua to 

l9J4, It ehould be pointed out that in the ReniiW!I .Act of 1932 

(which wu the lut .Act in which coneolid&ted nturu ware per­

llitted for .U corporations) a rate 3/4 of one percent hi!her 

than t he 110rael corporate rate wu t..poeed for the prirllep of 

filin& couolid&ted returu. 
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MIMQtiqp o·t Ipd!bttdptaa 

A conaidarable number of tranafara of propart7, eapeciallT 

in connection with corporate reorganisation., are tax free , oo 

that tlZlJ' pin on the tranafer h not taxable at that ti•e. J. 

tTPical caae h that of a corpor ation which trenafere all ito a.o­

aeta to another corporo.tion in exchange for the otoclc of the latter, 

In moat tranofera of th1o nAtura the corporation acquiring t he 81-

aeta aloo aaaumeo &nT indebtedness of the corporation traneferr1ng 

the asseta, It had been thout:bt bT the Bureau and tazpqero alike 

that INch 811W1ption of indebtedneaa did not renlt 1a tnxable pia 

to the tranaferr1Jl4 corporation. l!owever, the Supr1111e ~urt in 

llAi ted Statea y. Hendler, decided lMt 7eo.r, held that INch aawmp­

t1on of indebtedneu wao in real1 tT equivalent to the receip t of 

cash inaa=ch aa inotead of the money p8111114 f rom one corporation 

to t he other and then t o the creditor it pa uea di r ectlT froo the 

corporation aaiiUIIIing t he debt to t he eredi t o r . AI any direc t transfer 

of cash in such an exc:h.anae would have been elearlT taxable under the 

law, the assumption of indebtedneaa was likewiae held to reault in 

tnxable gain, While the correct re111.1lt waa reached on the f acta of 

th1o particular caae, t he tcplieationo of t he deci sion have cauaed 

conalderable conf'ualon. I t la now diffi cult to foreCMt exactlT what 

will reiiUlt 1a these 08111 1a which one corporation aa""""'a the dlbto 

of another, The renltiog uncertalntT 1o diaturb1ng both to the 

Bureau and to taxpa7ero, I n order to remove th1a uncerta1at T and 

make it :!>Q&elble tor corporation• contemplatiog racorg,onhatlon to be 
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aure in adftllce of tba tu: oona.encea of tba r.organl.r.atlon, lt 

h d .. irable that tba raleftllt prodalona of tba .ll.eftnua .lei ba 

clarified. Such clarification ahould p roo .. d on iba baaia that 

the bona fide aaaucption of 1ndebte4Jleaa ahould u.ot ra.W.t in 

taxable gain and adequate pro'liolone ahould be lnaerted to preftnt 

tax o:mldanee in theae caaea, 
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Rrhion of the l aw with U!peot 
t~ opnoellation ot iD4ebte4De!t• 

Court 4eohiona ha'fe held that where a pedeotl;r !Ol'fent 

co.paD;r 'bu;ra ita on boll4a at a el11ht 41acOUDt (at 95 tor u­

eaple) , the 41tterance be \wean tha purchaee price &114 the taee 

uount ot the boD4e h taxable incoae. lt ae•• proper to 1m-

po .. bx in eaau ot thh ld.D4 aD4 other ca .. a where eolTant 

taxpa;rera 41acharce a debt tor leaa than the face aaount, tbua 

tr .. inc their aueta t or other purpoaea. 

!here ia a larce clau ot cuea, howner, where the debtor 

h t1nencielly •barraued or inaolTent, where it not onl7 1m-

po .. a a great hardehip to Ulpoae tax upon the ...,unt of debta 

cancelled but where, aoaetiiDea, there h conaiderable doubt u 

to whether AliT inooae reell;r meta. !he law in theoe ai~ 

tiona h tar frca clear, but the tollowioc rulea are now beiJIC 

applied: 

(1) !he lloard ot !ru .tppeale holb that • hen the taxpa;rer 

h inaolTent both before and attn hh debt 1a cancelled, there 

h DO taxable inooae. But the lloard holda that to the arlent 

the taxpa;rer 1a brculht • into the black" b7 the cancellation, 

taxable inooae h realiaed. !he latter part of thia rnle e-• 

unneoeaaaril;r harah. 

(2) At Wr. Oliphant' a IU&£8ation, the Coaaiaaion.r ia~ 

a ooDt1dant1al aiiDeocraph which h cona14erablJ breeder than 

the rnle of the lloard of !rax .tppeala. lt proTide a that DO 
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taxable income ia realised in aDJ caee where indebtedneoe 

ie cancelled ae a part ot a bona fide plan to reetore a 

financiall7 •barraued or ineolnnt taxpqer to a reuon­

abl)' eound financial condition. Thh rule bae been eatia­

!actoril;y applied b7 the Bureau, but there 1a not much l&eal 

authori t7 for it and taxpa)'ero baYe nner been informed that 

t he)' are entitled to it. In a4d1 t ion it dou not appl7 in 

caeu like that of the Baltillore Traneit Coapen,y where the 

collpiD)' eillpl;y ~ i h o'lm bonde on the market at 15 or 20. 

(3) In the Cballdler Banlr:ruptc7 .Act a new rule waa written 

wi t h reopect to the Yariouo bankruptcy procedure• there eet &b­

liehed (77ll, creditor eompoeitione, real propert 7 arrangement., 

etc . ) proYiding that in no caoe of a cancellation of indebted­

nee• i n one of these proceeding• ehould en,y taxable income be 

realised. J.t the inatance of the Treaeury, howner, acco~~pen,y­

i ng theoe proYioione, were enacted proYioione that in en,y cue 

ot cancellati on ot a debt in one of theee proceedings, the buie 

ot all of the debtor 'a ueeta ehould be r ecluee4 by the U~Dunt ot 

the debte eancalle4. Tbie baeie proYieion wae intended •• a 

rough and ready eo~~peneation to the Treaeur)' tor the lou of 

re•enue from non-taxation of the oancellati ono of indebtedneeo; 

it would inereaee the profit on fUture o&leo ot the debtor's 

propert 7 which might be made, and lowere deprec i ati on decluctione. 

It will probably proYe difficult to adainiater , boweTer, and 10e1 
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turther than ia juatitiable perhape, aince in many in­

otancea under the Board rule or the Wimeocr~h, no income 

would have r eaul ted troa the cancellAt i on ot indebtednaaa 

even it t he Banlauptcy .Act had not aaid eo. In ~ event, 

there 1a a real dhcri11.ination between tup.;yero in bank­

ruptcy and thooe who are not, aince t hoae h&viD8 debts can­

celled in bankruptcy get t heir baaie red~ced while thoae who 

have debta cancelled not in bankrupt cy do not have their 

baeia r educed. 

Amend.clenta to t he Ballkruptey .Act will probably be urged 

to leasen the effect of t he reduct ion ct baaia provision. In 

addition there will be agita tion for l egialation which will 

permit financially embarraased corporationa (li~a the Baltillore 

Transit Oocpany) to Wy in their own bondo at a diaco=t wi th­

o~t pa,yiiJG tax. So11e method cust, tharefore, be devised for 

ellainating oontllaion in theae vario~• rulea and f or grantill8 

nch r elief to f·i nanciall,y •barraued corporate and individual 

taxpayers aa eeema proper. 

• 
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Iaale of atoolt 41rldda 

!be ca .. of ticar T. W.CO.'ber, deoiclecl 1n 1920 held that 

a 41atri'butlon to co-n atookholdere of co-.on atoc:k of the 

diatri'buting corporation did not oonatitute income under the 

Oonatltution. n>e Oourt1a reuoD1oc wu 'baaed on t he theoey 

that the atockboldere had nothiDC after the 41atri'butlon that 

they did not haTe before and that they aerely had two piecea 

of paper r epreaentl.Jig the aaae thlog that one p iece of paper 

r epreaented 'before. Until 1936 it waa aa.uaed 'by 'both !r...ury 

&D4 tupa.7er1 alike t.hat aDf 41atri'but1on conahtlng of atoc:k 

of t he diatri'butl.Jig corporation waa not taxable aa income, and 

that the atockholdere raalhed DO gain until they oold their 

aharea. The regulations, therefore, prorlded that the 'bade of 

the old atock 1D the ahareholdera h&D4a wu t o be allocated 

between the old etoc:k and the new in proportion to their reapeo­

tln fair aarket Talue at t he tiae of the 41atri'butlon. :ror 

uuple, if 1n 1922 an lndirldual purohued 100 shares for 

$1,000 and 1D 1924 he receiTed a 41atri'bution conaiat1ne of 

100 aharu of the aaae corporation, the new aharee harlne: a 

fair aarket Talue of $750 and the old aharea h&Ti.Dg a fair 

market Talue of $750 after the 41atribut1on, the baola of the 

old aharu became $5 per ahara and the baah of the new aharea 

became $5 per ahara, aald.ng a total buh of $1,000. 

In 1936 the Supr•e Oourt decided the cue of Koohl&Dd T· 

a.l.nriy (298 u. s. 441). !~hie cue ln'I'OlTed tha 41etrl'butlon 

of -D etoc:k to prehrred atookholdera. tae Oourt decided 
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that IUCh a 41otribu.tion • u taxable upon receipt u.n4er the 

Oonotitution oince the preferred etockboldero reoeiTed addi­

tional righh an4 property intereoh upon the receipt by th• 

ot oo1111110n otook:. It therefore held that the coJIIDOn otook: 

1hould han been taxed u a dhidond at the tiae ot 1 h receipt . 

ConoequenU;y the baah to be uoed upon a later oale ot the old 

preferred a tock ebould be the entire original coot ot IUCh 

otocl<, Iince no part ot ouch coot needed to be allocated to 

the nn co111110n atock. In 1937 the Court decided the ceae ot 

Heher1ng T. Conan (302 11. s. 238) iDTolrlng a co.eparable aitua­

tlon and held that upon a oub1equent 1ale ot the 41 rldend 1took: 

tho baal1 of ouch stock ehould be aero 11nco it had coat the tax­

payer nothing. 

Con1iderable con1'ualon an4 the pouibllit;y of great i nequity 

baa reaulted troa theae two ca1el• SUppo1e that i n the azample 

gi• .. n abon, the taxpayer bad eold hio old 1tocl< before the 

ltoohland caae an4 purouant to tho n&Ulatlon1 bad computed pin 

upon a $1500 bao1a. I n 1938 he eold hh new atocl<. Under the 

Conan cue be 1111at report gain upon a aero bash. 1'he reaul t 

h t hat he will haTe reeonred tax-tree only $1500 of hia $1,000 

coat. ConTeraely, auppoae that prior to the Gowran ca1e the tax­

pa;yer bad 1old hia nn 1took: an4 purauant to t ho re&Ulatlonl bad 

computed gain or loaa upon a $1500 baah. I n 1938 he eold hio old 

atock. l1ndar the ~ohlan4 cue ho h entitled to uoe a$1, 000 

buh and thuo $1500 ot lncoae will han eae~ed taxation an tire~. 
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It therefore • • •• 1Jiperat1Te that lechlatlon be -te4 

retroaethel;r Tallclatinc the recul&tiona in force prior to 

1936 ao that the gain on account of dhtribut1ona of atock 

dirldende will be co"'Puted on an ellooated baah. !hla twe 

of retroactive legialation ia deaanded b;r both the Bureau &D4 

t&liP~•re elike and will work no injuetioe Iince both partiea 

had oonehtentl7 relied upon the 'rrea.ury interpretation. 

'l'he pr oblem doea not arhe in the eue form with reopect 

to etock dirtdenda declared troc 1936 on. !he 1936 and 1938 

J.ch prorlde4 that there wae to be taxed t o the aharaholdare 

aa a dividend ell diatributiona which migl1t be ao taxed undar 

the Conatitution. Tbue, when the t&liP~er receive• a different 

claoa of etock from that which he elready owna, he will p~ a 

tax upon receipt of the dietributlon, the baaio of the old 

etock will be 1 ta coet, and the baaie of the new etock will be 

ita Telue at tha ti.lle of diatr1but1on. However, diatrlbutione 

of coaoon atock to oo=on atockholdere are at1ll i=e fro• 

taxation aa dividendi under the Sixteenth .t.aendaent. !here are 

certain 1nt1mat1ona in the ltoahland can that the rule of ella­

cation applicable to ~oh 41etributione aay not be Talid without 

expreea etatutory authority. It, therefore, aeema wiae to pro­

vide .uch authorit;r in the next revenue legielation. 
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ltoclt rlEte · 

It baa cnerall;r been u-ecl that the uae prorlelone 

ot law .ad the ...,e eonatitut1oDal lnhibltiona which appl;r 

to atoalc dlrldnda alao apply to dhtrlbu.tione ot etock 

rlt;hh· While there haTe been no deohiona comparable to 

t he Xoehlnd nd Oowr- ca .. a direot17 ln't'Olrlac diatribu.­

t i ona ot atoclt righta, 1t •••• probable that tbeae caaea 

ma;t goTern the probl• and that the a .. e contuaion will be 

produced with reapect to atock rlghte aa alre~ exiata with 

reapect to atock 41 rldenda. The lee! alation which h recom­

mended to cure the etock dirldend aituation should, there­

fore , p robably aleo appl)' to atock rl&hh· 

If 

• 
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Rnhioa of MCUoa 22(4), which pro­
'li4ee for \u ue ot \be lut-ia, firet­
out -tho4 of YilluiDc b••wrlee. 

!he tra41Uoul aethod for 4etera1Aiac tbe uount of in-

•en\orlee on baD4 for incoae tax purpoeu in \be c•ue of wb-

otantiall7 all taxp&Ter• baa been the firot-in, firot-out method. 

Vnder that aethod goode oold are 4e•e4 to be froa the earlleot 

coodo purohued. .t.ccor41D&].y, coodo on baD4 at the tlae 1n­

nn\ory h t81ten are de•ed \o be thooe a oot r.centlT purcbaaed. 

!he e!!ect of thh aethod of &eCOUiltlDC h that 1A COIIplltiDC 

cooto in connection with tha goodo oold, the purcbaoe priceo 

of web goodo are often baaed on purcbueo ll&de at a coneider-

able tiae before the oaleo are ll&de; in the oaoe of bueineooeo 

where the oale priceo are fixed aore in relation to current 

market prioeo of the raw aeteriale than 1n ralatlon to original 

purchale pricee, thlo reeulto in 41otortion of operatiDC income 

b.cauoe, for l.Acome tax purpooeo, the operatiDC 1nooae h coa-

puted on a baeie different froa that upon which the price policy 

of the coap~ h baaed. !hie produceo t he followiac reaul.ta: 

(l) In period• of rhiDC pricee, net i1100ae h Ulldul7 eu&gerated, 

(2) in periodo of 4ecl1n1nc prioee, exoeee1Ye lo•••• are allowed 

and net incoao h Ulldul7 deor ... ed. 

Di!fioulUu of the kind aent1oned occur pr1no1pallJ 1n 

bueluoou where raw .. terial prioeo are oubJeot to oonei4erable 

fiuotu&Uon and 'lhere aalu priou are fixed aore on the baeio 

of OllJTent aariL:et price of raw -hriale than on coot pricee. 
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IDOlude4 -IIC ...oh lnuua .. aa are aatel reflnera, aa=fac­

turera of copper and braaa product., leather tannera .M 

probabl7 the oil bualnaaa. !baaa enhrprhu ha•a eouct>t the 

uu of a different aathod of acoountlJIC for tu purpoaea; 

naaal7, the laat-ln, tlrat-out aethod. Under thla aethod, 

aalea are de•e4 to be aada froa goode aoat recent17 pur­

chaaed and the C<lat in co"'Pilting tha p rofit h wch nearer 

currant aarlcet pri ce. at the Uae of the aala . !hla aatbod 

thua ellai natea auch of the dlatorti on in lnC<~ae which, aa 

... atated , arhea under firat-in, tlrat-out froa the nuotu.­

ationa in market price of t he inYentoried goode. !he.r efore, 

in periode of rising prlcea, net i ncomea of concerna uaing the 

method will ba leaa and in perl oda of decl i nin& prlcea, their 

nat incoaaa will ba more. 

Section 22(d) of the l!eYeoue .lot of 1938 permitted the 

uu of thla aethod t o a 111111 ted extant in t he cue of .peci ­

tled t )'pu of buaheaa; naaal)', Del tara and ret1nera of DOD­

farroua oraa and aet&la , producer • of C<~pper and braaa produoh 

and tannera of hldea or tldna. Dhaathfactlon axiah with re­

.pact to the lla1tat1ona placed on t he 1938 pronaion. lor 

thla raaaon, the Treaaur)' waa requeeted b7 Senator l!arriaon 

and Ch&lraan Dou&bton to c&ratull.7 conalder tha ~~aiter. !hla 

waa dona with t he help of ouhide el<J)erh and the atatf of the 

Joint Co..t ttee. It ia DOW propoaed to h .. an the reatrictlona 

and aAI<e the pronaion applicable aore bro..U7 without -.­

tlon of .pacific linu of buainua. 
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Merten tanAAomn• 

!here are DO e:zpreaa pro'ri aiona in the l!aftllue .let deali D« 

epecitieall.T with the queetSon of 110rtga&e foreeloeur... .le a 

coneequenee , t he edminhtrath e and Judicial treo.tment of the t &% 

eoneequenoee of a 110rtgage foreeloiUl'e have eilol16ed trom time to 

time, thereby prodnci~ ineonailtent o.nd oontueing rellllh. .lt 

the pruent time under the regulation• when a 110rtgagee bide i .n 

!)roperty at a p rice lower than the emount of the debt he obtaine 

o. bo.d debt dednetion for the difference between the bid price and 

tbe amount of the debt. .lt the 181:1e ti.Cie if the actual ..Uue of the 

p ro'Oerty 11 more t ho.n the emount of the bid he realisee a e.q>ital 

go.in to the extent of the difference betweon euch value and the 

MWunt o:f the bid. In view of the arbitro.ey figure at which the 

bid 11 made in J:IDII)' co.see , a mortg06'1 foreeloeure reeulte in a 

to.xp&)'lr getting a bad debt dednction and a oa.pi tal gain on the 

a~~~:e troneaction. Obviouaq thia leadl to ridiculoue reeulta be­

cauaa by reaaon of the ta>:pqer' a control of tba bid price he co.n 

create bo.d debt dednctiona and ~tal gnina nlmoet at will. l'or 

t heae and other reaaone the preeant treatment of 110rtgage fore­

cloeurea 11 unaatisfactoey and abould be recedied by adoption of 

elqlreee etatutoey provh i ona governing the to.x eon11quencea of a 

foreoloaure. 
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BeTialoa of \be Prgyialoae for tazatloa 

ot -.hal llfe la!!!l'aao• OO!peal&a other 

"'!" lift. 

!hera h aow a larc• &:rOQp ot autu.al OOIIPeal•• oparatlllc 

1D tile field ot tlra 11&4 ouualt7 laiiiU'aaoa 'l'hl.oll pq praot1oall7 

ao laooaa tu. Stock eo~~>ealea 4o1Dc -tl7 U.. .... tn• ot 

'bu.alneae, OOIIP&tlJoc wltll U..aa COIIPaalU PaT ... bataatlal aow>h 

of lnooaa tu. !he r-n• tor the prueat 110n-tuatlon ot the 

wtual ooapealu are, aa tollowa: 

(l) Saot1oa 101(11) craah aa ou.tricbt uaaption troa in-

coae tax to "faraea, or other atual bail, cyclone, aa.ual\7, 

or fl.re iniiiU'aaoe coi!Paalu or uaoclaUona.• J.a tlli a prortoion 

hu been 1aterprete4 b7 the COUJ'h, JOOat ot theoa wtual 0011-

th• opeah on a nation-w14e, COIIprahanoln ocala. 

(2) ban t.houch thq 4o not receha the ex~tion, there 

1o a opeoial prortaion in aaotlon '2IJ7 wblcll prortdeo tllaoa co• 

pealao with apacial dadllotloae for raaarna for p~ant ot looaaa, 

wblcll are eo 11\ual that U..7 nnar report net lacoaa la ucau 

ot a ••rT t ... dollara. !hh h true nan thouch their financial 

In tha llnaaoa oo-utea hearinca in 1938, S&Dator l!errlac 

requ.eoh4 a atudT of thla -ttar b7 tile !r&UOUT aa4 tllh •toad¥ 

haa ban oo.platad, aaccaatlac a -bar of wqa 1a 'l'hl.oll the tu 
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pqabl• b7 ih••• ool!palliu aq be auba,antlall7 lnoreul4 w 

UIOWlh co.parable w ihoae P&Table b7 awok COIII)aDha 11'1ih 

which ihq oo~~peh . 
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Segt i gn 820 gt the BennUI 49t of 1938 

Prior to tM a&>ption of Section 820 of the BeT&nue .let of 

1938, (Section 3801, I nternal Bennue Code) taxp~ero nre in eome 

caaea required to pq tax twice on the aaae i t ea of i ncome, 7or 

eX301Ple, a taxp~er who included en it.,. of incooe i n hie return 

for 1935, although web action waa erroneoua, ~ later be re-

quired by t he courta to p~ tax on the aome item for the year 1938, 

If the s t atute of limitations bad run eo that the t~er waa unable 

to file a claill for refUnd for the firet tax paid, be would thua be 

forced to p~ twice. In other inatancea tcu:p~era unteJ.r l7 obtained 

the benef1 t or the aome deduction t wice by tald~ it i n t wo 7eara 

and the Comminioner waa prevented by t he atatuto of 11m1tat1ona 

froo correcting t he erroneouo allowenee of t he deducti on in one of 

t he years. Section 820 remedies moot 11 tuAt1ona of thia nature. I t 

1a a section which oper a tes equallJr aa attecta t he taxpayer end the 

goverm:~ent end it will haT& the effect of eliminating a large ODOunt 

of l itigation and bardahip. 

~e aeetion abould be extended, wherever poaoible , to other 

claoaea of caeea not preaentl7 covered in which t he &llllle problem 

e:data, In add1 tion aaveral clarifYl.og 11111enc!menta abould be made 

in thio section to eliminate ainor queationa that ban arleen aince 

ita enactment, 
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Prpylaiop for agee fgra ot do;(igit cuahion to 
o}lgW A Qf14it opt nat up4iatribu.tt4 p!EIQpol 

Ml41Pe oompop,y pet inooM where corporation 
hg• no eorpipq or profita. 

Under the yreaent law a );)8r110nal holdin& company h liable 

!or a w.rtax upon auch part o! ita atatutoey inco:oe aa ia not 

distributed in taxable dirtdanda, '1'8%1\ble dividends of courae can 

onq be made where the corporation haa aarninga or yrofi h , '!'her._ 

fore if a paraonal boldine compaJV ahould b:r aJV circu:natance have 

a atatutoey income but have no earn!~>&• or profit a , it will have to 

pa;r the aurtax ann tho~ it io impoaeible ! or it t o pq any dirt-

denda to avoid the w.rtaz. Such a ai tUAtion can happen and haa hap­

pened in the :Poley case, In that case a peraonal holdin& coopany 

sustained a large capital loss which in ita entiret:r reduced earn-

inga and pro:f'i h but reduced ita atatutor:r income onq to the extent 

of $2,000, 'l'be reault waa that the corporation had a large etatu.-

t or:y income which it waa completeq unable to diotribute to avoid 

the undistributed profits tax becauae it hnd no earniD&B or pro!ite, 

I t seeca i"'''8ra.tive that thia aituation be r""'edied by aome 

t:rpe of provioion which would reduce t he income upon which peraonnl 

holding companiee w.rtax 1a imposed b:r the 81Dount of any de:f'iel t 

in the earninga or pro!i ta account. 
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I p ' t ta tllt fgnip tg grt4!t prpritlPP 

to cin wpptr grt41t fgr ip,ttrgprpgrat• 4i'li­

Aep41 n cal'!tA e4 lt4fral bgp4 lpttnat .. 

l1ncln U.. prwet law t~ra aN pemiUecl. a CMdit 

againat Jacl.arel 1Dooae tu for 1Doolll& tuaa pale!. t o foraip 

countr1ea, \'JUa creclit ia wbJeot, howner, t o certain lial t .. 

tiona, One of the .. 11111tationa 1a that t he Jacl.aral income til% 

cannot 'be reclnoecl. 110re than an 11110unt ba .. cl. 1lpOll the ratio between 

cloneat1o income aJ14 foreip income, '!'he llllal.ler the doaeatic tn.-

coae the greater the foreip tu crecli t, tinder the law prior to 

1936 in cl.etendniqg U.. clomeetic incoae, intercorporate cl.hidencl.a 

and hcl.aral bone!. intereat were excludecl.. In 1936, beceuae of cer-

te.in other technical challge1 in the law, intercorporate clindencl.a 

and auch intereat were includecl. in net income, 

al.l,y increa .. cl. the clo .. atic incoae and cl.acreaaecl. the foreip tu 

crecli t, '!!he International Cbamber of Collllll8rce ancl. other foreip 

trade sroupa are erlrll:lel.¥ an:.dou.a for ua to return to the pre-1936 

ayate.a and determine clomeatic income b7 excludiqg eli rtdencl.a o.nd 

Federal bond intereat , J"roa our ez.dnation of the probl• 1t ...,uld 

aeem deai rable to amend the pronaiona of aection 131 to ao proncl.a, 
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:87 an t2;1)rtU atatutoJT proT1a1on pae .. d 1ll 1913. Deput7 

Collector• of Internal Re?e~Lue ~e .v.po1nted b7 the Collectora 

w1 thout refere110e t o the Ci Til SerTice lain. !hare are onr 

8,000 of theu deputi .. and. the adaiu1atratin people of the 

Departaent feel that the a41du1atration of the reTenue 1 ... 

would be aa4e 110re efficient it the political character of 

theta Jobt were eliaillated and. the7 were aa4e full7 eubjeot to 

the CiTil SerTice 1 .... and the benefits of the Retiraaent Act 

were extended to thaa, 

It 1a propoae4. therefore, to repeal the 1913 Act which 

exempta Deput7 Collector. froa the CiTil SerTiee 1 ... , and pro-

Tide expr .. el7 that they thall be eubject to the CiTil SerTioa 

l••· !he preunt peraollllBl 11&7 continue in the urTica if the7 

paee aui table non-co~~peti U n azaailllltiona. !hie ia t he procedure 

be i ng ~plied in the eaee of the new eaplo:reea being blanketed 

into the CiTil StrTica purauant to the Pruldentiel Order of 

1938. !hie change will require ao .. reTiaion in the relatione 

of tht collector• to the freaeur:r aince heretofore the:r haTt 

batn held d1rectl7 reaponeible for all tht acta of their dtpu­

u... If the;r are to han no power of ~polntaent or raoTal 

of their deputiea, it ••- neceuar:r to proTide that auch depu­

tiea ahall be retponaible direoil;r to the UDited Stat•• ae i n 

the caee of nearl;r all other Gonnuoent e~~plo;re ... 
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Dpeolation of proper!z !9quired 'bz @f\ 

Ulldu the preoent 1• the 'baah for ~Uoc p1D. 

upon the oale of proper\7 eaqui.red 'b7 &itt 1a the coot of 

the property t o the doaor. !he 'baoh for COIIPUtiDC lou, 

howenr, 11 the coot of the propert;v to the doaor or the 

fair ~~arket ...:Lue of the propert7 at the ta. of the gift 

wh1ohner h lower. 

!he ech•• of the bn=e .Act 11'1 th reapeot to 4eprec1 .. 

Uon h to pro'l1.4e the .... 'baeio for the COIOplltaUon of 4.­

preolation ae ie pro'11.de4 in the OO!Iplltation of cain or lou. 

HbweTer, eeotlon 114 aerel7 pro'l1.dee tbet the 'buie for depr.­

ch.tion ehalJ. 'be the eaae u the buh for deterslniDC gain. 

!'huo ill the oue of propert7 acquired b7 gift where the fair 

aerket Talue at the Uae of the gift h leu than the coot of 

the propert7 to the doaor, the donee h penoi thd to reconr 

tax-free 'b7 •e:r of earn••' deduction• for depreciation the 

eaoW>t of the donor ' • coat, alt~ he 11 onl7 allowed to r.­

conr a lllaller eaoW>t of aarlcet Talue at the tiae of the &itt 

1n the eTct of a eale of the property. !hio oltuaUon eeca 

unreaeonable. It therefore o-• deeirable thet in the cue ot 

propert y acquired 'b7 gift the 'baah for depreo1aUon ohould be 

the .... ae the baela for the caaputatlon of looo. 
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Publicitr ot re\ura8 , 

Section liiS(f) of U!.e preae~~\ 1• prortdea \bat 

U!.e Sacre\arT ahall publhh a lid contailli~~t; U!.e -

ot, all4 \be .-oWl\ paid to, enry corporate officer r ... 

cehinc a •alSZT in -=••• of $75,000. !hie prortaion 

f'irat ~eared in the a .... anue Act of 1934 &lid \ben ap­

plied to all ealari" in nee .. of $15, 000. ~e pre .. nt 

liaited effect of tbie prorteion aakea it worthwhile t o 

conalder llhe\ber \be prortaion ebould not be elial.Aahd 

ell tirel;r. I\ I.e 110 t in e3J:I sense a reTe DUll .. arare aJ14 

do .. not etr1ctl;r belonc in raYSDUe lepalaUon. 
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In the Re~e Aot ot 1932 (eeotion 60l(c)(7)) , a 

4-cente per pound taz wu bpoeecl. upon bporhd copper. 

It hae been aaeertecl. b7 the ..aller doceetio proceeeore 

and t&bricatore ot copper producte that the United Statee 

1e now on e:xport baelt w1 th re~ect to oopper, end that 

4omeet1c pricee tor dom .. tlc coppar are fixed on an artl-

t1cial17 hlgb price lenl baaed upon the price char&ed to 

!ore.ign purch&aere. !h.,- clall:> that 1t th11 tax on lllportecl. 

copper were re.oTecl. the7 would be better able to protect 

themaelTee againat thie arti!iciall7 hich price leTel, which 

depende on !actorc other than tarlt! protection. l.lr. Blouch 

dll report to :.rou on thh ID&t ter. 

!he cuetoae author1tleo haTe etated that there 1a a 

ainor adainletratiTe dlt!icult7, due to a preoent detect 1n 

thio texiag prorielon, Which ohould be r•ecl.hd unleoo thia 

tax io to be repealed· 

.. , 
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lli~nation or clarification of eatate tax Talua­
tion option (a.ation 8ll(J)) with partiOUl&r refer­
ence to intereat, rente and diTidanda r.aeind b7 
the utah betvH!I t.ba date of dacedant' a death 

&lid the ;al:uauon date. 

Section 8ll(J) of the preaent law proT1cl.ea that an exeau-

tor .DAJ, a t h1a option, Talue the estate for t he purpoaee of 

J'ecl.eral eat ate tax a• of one year after the date of decedent' 1 

death rather than ae of t he date of decedent's cl.eath. The pur­

pose of thia proT1aion ia apparent~ to ineure that an eata te 

vh1ch creatq d epreciates in Talue before te.x h pqable will 

not be entire~ eaten up by the J'ecl.eral tax. 

However, the )!iacellaneoua ~ax 11n1 t baa encountered con-

a iderable diffi culty in the acl.mlnlotration of section 8ll(J). 

Problema arise vith respect to the valuation of d1atr1butiona 

lll&cl.e bT the eatate before t he expiration of the one year period 

and vith respect to the valuation of itemo includible in the 

gross estate but not forming a phyaical part ot the eatate for 

t he purpose a of edninlotr...tion ( au.eh ae g1fh made in contem-

plation of death). 

Conaideration ~ght t herefore be g1 ven to the el1~nat1on 

of th11 proT1aion if other eafeguarcl.e vh1ch are in the .Aot tor 

the benefi t of executor• are deellecl. autt1c1ent. In &aT nant 

it ie eeaential that 8ll(J) be clarified with raepect to ite 

moat nxing prcbl811. ~· problem 1e that of the prope r treat-

.. nt to be accorded ilu:OJM earud 'to' the eotate during the ODe 

year period. Little help in ita eolutlon 11 afforded bT the 

etatute. It is i~:~portant thet au.eh inoOM be i11clud.ed in the 

croae utate if the utate h Talued a• of one year after death , 
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aiDCe o\berwl.M \be eata\e ldp\ reoel ... enreor41Ul'7 

41 Yid.e114• which vCIII14 •••n&ll;t' recluce \be wbaequu\ 

Telw.tl01> of atock CIIIUd b,r \be dececleDt at the U• of 

hla dea\1!., 

' 
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In 1938, a\ the requeet ot repr .. entat1Tee ot oerta1n banke 

and ot Senator Brown, a wl>e\an\ill ••nc!JMn\ wae 11141 to en old 

.Aoot ot l879, which proT141d that where banb beo- 1neohut encl. 

were l1qui4ai14, no tu ebould be collected =t1l 41poe1tore nre 

pa1d 1D tull, !be aa,lor pa.rpoee ot the 1938 -nc!JMnt - to pro­

ride a 11a1lar uupi1o11 '~here, 1u\ee4 ot liqn14aUnc the 'IIAJib, 

the 110cllrn proclclnre 1.e ~lied ll.ll4lr which the bank~ are reorcaa­

hed end cont1Jme4 1n 'IN.Ii-e. U wae, twetore, proT141d that 

in euch caeee where aeoeta .re oecrecated to pq· old 41pol1 tore 

or are held eubJect to a l1111 tor ouoh cllpcoi tore , no reurel tu 

ehould be collected out ot euch ae .. te uatU clapcoi tore are pa1d 

111 tull, In order to protect the '!reaev.r7, bowenr, 1\ waa pro­

T1414 that atter tull pa;r-ent ot the depco1toro, the tu which had 

bee11 euapen414 a1f;bt than be collected, ainoe no raaeon I!PPI&rld 

wb7 thia TarT apeciel uuptio:a abould be allowed to operate in 

taTor ot the atockholclare. •ow, howeTer, it hal been anerted that 

the ettect ..,. be that aa aoon ae the 'bank bepno to get on ita 

teet b7 p&finc ott 1ta 41poo1tora, the '!reeaury will knock 1t clown 

b7 the collection ot theee ecCUJIUlatl4 tane. !hia aeeert1o11 11&7 

be ezacrerated, boweyer, and the aatter require• turther etuc17 i11 

conJunction with the ott1ce ot the Co.ptroller ot the OurreDC7, 
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!l!tinitign gf QQntrpl !!l.th n= 
!p&ct to taz:tree reor cppisationa 

T.Jnder exhtinc law, one of the prerequiai tea to certain t.,... 

free reorganisation• h t he oontrpl of one oorporation by another, 

'l'he teat of QQptrpl in theae ai tnationa waa , prior to the Bevenue 

.let of 1936, the ownerahip of (1) at l eaat 80 percent of the wt­

ing atock and (2) at least 80 percent of the total number of oh&reo 

of all other claoeee of stock of another corporation, In on atte"1llt 

to remove the ambiguity respecting 80 percent of the wting stock, 

that portion of the hot waa in one provhion of the llevenue .let 

of 1936 expressed i n te:rma of the ownerahip of at least 80 percent 

of the voting power, ThroU&h i .nadvertence , thh chan8" waa not lll4de 

in another proviaion preacribln& the aome teat, In both proviaiona 

the requirement repreeenting the non-wting atock, if taken 11 terally, 

ia satisfied by the aequiaition of 80 percent of the total number of 

aharea of non-wtinc claasea of stock. However, it haa been pointed 

ont that 80 percent of t he total number of aho.rea of the non-wting 

stock may not correepond !!l.th 80 perce.nt of the total value of the 

non- voting atock, It baa been felt that a teat of 80 percent of the 

value would more eloael:y reflect control than 80 percent of t he num­

ber of ah&reo , '1'o elarif:r the entire 11 tWltion an &~~~endment 1a IU4r" 

geated to 1:18ke the teat of oontrol in all eaaea depen~nt ttpen the 

acquisition of both (1) 80 per cent of the voting power, and ( 2) 80 

percent in value of all ahare•· Under tbil teat it would not be nec .. -

aary to acquire 80 percent of each clall of atock bnt rather 80 pe,... 

cent of all the abarea both from the atanc!;point of voting power and 

of value, 
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TREASURY DEPARTMENT 

INTER OI"I"'CE COMMUNICATION 

DATK llarcb 25, 1939 

llr. Banu 

llr. farle~ 
Re1 L!cielatiTe Propoeal fe5 

ll&terenee h aade to fe5 in your liat of leghl&the propoaala, 

'lhicb refera to the dea1rab111t;y of aaending the atatutu to proTide 

agei11at the United Statu. I ban DOW bee11 &d.Tiaed that b;y a reTeraal 

of tbe dec1oion of t.be Co~~ptroller General on thia aatter t.be eo-ia-

dollar 1a lllllldng final aettl•ent in tbeae caaaa and the probl• no 

longer e:dota. !l!herefore thia propoaal aa;y be elilli11ated t'ro111 :fl>.rt.ber 

couideratlon. 

' 

JWII aelcad that thh propoaal 
be t&lcen out of l1at -

Regraded Unclassified



.lntbprity of the OgpJ ltlontr to •eln! fipeJ 
aettl~pent ot 1pd«p•nta fgr oytrp§Yifpt of 

hal. / 
J.t the pr .. ent tl&e when a court deohlon uto.bll 

the ta:rpqer baa oftrpald hh tax, the Coa:miaalone 11q 111a1te tlnal 

aettl ... ent ot the 81110UDt owing to the t~er Dly 1t the auH 

was bro~t O«alnat a Collector ot lnte It the ault 

waa brought e&alnet the United Stat.. which 11 often the ca .. , 

the Commiaeloner may not make ti aettlecent of the matter but 

cus t refer it to the Comptro er Gcleral tor final action. 

~ere h no aound r on for a different method ot treatment 

General in the ee nd sl tuntion 1a 

policy thnt t~reBeury has final 

inconsistent wlth the ~nerel 

authority to aettle all tax 

mnttera. Xt 1a desirable t hat the II!'Pl'OPri«>te at ntutea be uan@d 

to ~vide that the Com:~lssioner lla.Y lllllke tlnol aettle:.ent ln oll 

/these inatancea. 

/ 
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nestps;tlgp of •bt••l•nt Lo•••• 

Under the preaent law, loeaea hoe •beulement are usually 

deductible only in the year in which the embenleaent actually oo­

curred. Howe"r, u a practical me.t ter in many caaea the embezzle­

ment ia diaeo"red ;yeara after it actUAlly occurred. u a con~ 

oequence, the ta%p11;'8r h often unable to obtnl.n a deduction tor 

t he loaa reault1ng troa the embeuleaent becauae the statute of 

11101 te.t1ona aq ha" run w1 th reapect t o refUnd clai:Da tor the 

year in wh1 ch the embenlement actually occurred. In ord&r to 

oermit deduction of loaaea trom embeszlement , 1t 1a therefore 

dea1rabl e to emend the statute to provide s enerall,y that such 

loaeeo are deductible 1n the year of their discovery. 
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lt \be ,...,.,al M ••• all Ml'pel'atleM \belz -.pi \Ill 

lo••• la Nl la ........_ We ~- ll -••~~rT· •"• 
lwweow, ...aa. ~a ~peallll )l'n111• la hoUea ll7(4) Ill• 

lowiJIC Ul.- \belz Nl .. 1\111 1•••• (whiall- .. , .u..­

o\UI' eorperaUaM) la _. - of \be •Ill• of OW'taia eorpora\e 

olllicaUOM. BIIJ' MIW't \!Ia\ elailar '"•'-•' 11 u1414 wbW'e, 

1M\ea4 of ..Uiac \bele o1111pUo•, _.,. er• re\lzd liT \be 

4111\or oarpu"dloa. .. "- qpeal'l - \be ·- Vee'-' 
ebnU .. , 1la .u ... -.ULW" \bell o1111pUou 1ft eoU. re-

\lzH. or _..aM. aa4 U 11 \beratare )l'lpoee4 \o -'- \'M 

e\a\u\e \o uoo~lab \bia reaul\. 
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!!te',: !!.1/C!1!!Rl tr::t.h:. ., ..... 
~ tho PI'M•t lllr a W1o1&BOT loUar aq 'be aaUo4 

to tho laet kaowa 11441'"• ot tho t&~Pe~W 1t tho W1o1•BOT 

lo\tar ooao.,... tho 1ao- '-z or tho citt tax. !hero 1e ao 

oorr .. poll41ac prorloioa 1a tho oetah 'az 1• to perait aall-

1DC of the WlohBOT letter to tho lut lalon 1144reeo ot tho 

o:acutor, wbo 1e tho per- rMpoul\le tor ~' ot \1M 

••tah tax. hr ..... ,.a:aUft roaeou lt b 4M1r&Uo that 

loUar to nell 11441'Me, SI&Oil -u.nt would. &leo 'be ..,_ 

pe~~1o4 b)' a prorldoa that 1t aoUoo 1o rooohe4 ho• a pereoa 

to tho otteot that he 1e ao loD«<r ..ouac • o:acutor, 1t woul.4 

'be proper tor the »>lrellll to oaad. a 110Uoo of d.ot1o1eJ>07 to tho 

laet kaowa 11441'••• ot the d.eood.oat. 
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meet qt retum pman4 br Oolltgtor pr Oo•mf••1oper 
!!b,ere tnmaytr b e e t eilt4 to (ilt a rttutp 

there tha tupa;ru falb to fib a raturn there 1a no limit .. 

tion on the tiaa in which the Commuioner ~~q att1111pt to auau 

and oollect a tax f or that year, there the taxpqer cloea t ile a 

return, there 1a a t hree-year limitation, I n a cue where a tU>­

pqer fail• to file hie return, the Collector or the CollDil.uioner 

1a authorized to file a return for auch to.xp'*'er, Thia action on 

the part of the Comoiaaioner or Collector ia neceaaory to a t art 

the regular procecmre of a .. aa~ment and oollection, S.,,.e oourh 

have atated that i f a taxp&Jer fails t o file a return, but the 

Co=iesioner or Collactor filea one for hi.,, auch return makea 

applicable the three-year at atute of limitntione, Inasmuch aa t he 

return filed by tha Co111miuioner or Collector 1a neceaearily in-

oomplete becauae of hie lade of knowlecl&e of the actual facta and 

h a purely procecmral -tter, it 1a underatandD.ble that ouch re­

turn ahould han thia effect . Conaequently, the appropriate atatute 

may han to be MUmded to provide that in theae ai tuatione the til~ 

i n;: of a return by the Commiuioner or Collector ehall not reeult i n 

~aking applicable t he three-year etatute of l imitation•. 

Regraded Unclassified



I 30 I 

Regraded Unclassified



Jlnioloa of \lie le oouenly; tp•Uoa 
of oUhOilO lll \U Pblllppllloo. 

!here •• a n8er of propoooh wbioll haft 'beea wc­

aeeteA iatena-4 to t.pro.- \he etatua of oltlseae of tho UDito4 

State• roal4ln& ill tbo Pblllpplaee, In ae~>oral U oaa be oal4 

that thooe ponoao •• now treated ill a - ooMWhat ol.Jd-

1&1' to tbo tr•a-at of cith.eao of tbo t1D1h4 Stat .. rea14lq 

&D4 derh'i n& illcoM ill foreicn co'CIIltrieo. !he ar£QMat ill 

'behau of tho oitheao ill the Pbll1pp1aoo h that tho7 obcul4 

be treate4 ..,r• like cithOilO real4lft& ea4 earalq lac ... ill 

polio7 repr4ln& the relaUoaohlp of the Uai te4 Stat .. to the 

Pb.ilippln .. whloll auat bo si"rOD turther oonoideration in order 

to oohe tho "r&riou probl- which oxiet with respect to tb.h 

matter. 
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!1M penoaal llol.41Jic ooap8JI7 hz h illpoa~ at a 'nlrT 

bleb rata (75 parent) 1lpOD the a411trlbv.t~ lao- of oo~t­

p&lll .. which - w1 Uda the bflai Uoa of p&I'IOD&l bol.41Jic 

coap&lliaa. !be ufiai Uoa Up&ab la part oa the aatura of 

boo.. uri n4 '117 nob ao8p&Aiaa &ll4 1aol114Joa ooll}l&llill oloee­

l;r bald Which 4aJ'ift all their iDO- fro. iDTII~t 10111'0 .. , 

web &I I'IDh, ro;ralUH, Ul4 OI!Plial piu, 4ttaaUOII hal 

'baeA 41reot~ to a 'ftl'1 fft IC>-Call~ paten\ Unlo:s-at COit­

p&lllll which are firM of 1DC111eera •~~PP• 111 .t.nlopiJic ....., 

pataai proo• .. •• Ul4 .t.noaa &ll4 which time parfora a nr:r ue-

1'1:11 11n1oa 111 our ecoao.,.. !be ooapauaUo11 of tbaaa oo~~paaiae 

11 url n4 a1 \bar fro• 1'07&1 Uaa or froa oapi tal p.i11a 011 tha 

aala of atook which tba7 raoa1n for their 11nicaa. 41 a re-

ault, who oloaal;r owua. tba7 ara aubJaot t o the iaz 011 paraoll&l 

bol41DC .-pallia• which 11 aa ud'u har.t.hip, a i11oa tbq are 

oparaUac OOAOei'U aa4 aot of the t7PI 1Dt•4Jo4 to 'ba caa&bt '117 

that taz. 411 -"dM11t - 1110111&1'7 to &r&llt •- fora of 

a:w:.pt1o11 to tbaaa ooap&llill which will rr .. tba fi'Oa the 'b11Na11 

of tbia taz. 
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t1aUr ~. pre_, l..w a apeollll bz 1a le'l'ie4 1lpOil ~ 

UD4idr1)v.te4 1- of peraoll&l llol4iac 0011pulea 1a orUI' to 

praftllt taz uo14uoe ~oup ~ ue of a'DOil co~~pulee. 0u 

of the tub ill ucRtallliac 'lbe~ a a~ 1a a pereoll&l 

bold.iJlC CoapeJIT 1a whe~ 110 percent of i b £ Oaa iac- 0 0 -

f roa 41'1'14.u4.a, lllter .. t, re711l\lee, or uaUlee, !be ere•• 
lDCOIM of ,__ collpaCi .. , o\har ~ llfe or &Tcael, 1a 

ex,preul7 Wllla4 b7 the l..w to cou l d of lllnetaeat ~. 

ac4 Ull4era'1Uac boo•, 'lbich couiate of the preai- earu4 

l ue louee ac4 expecMe 11lccne4. .M a cocaequ cce of ~. 

epecl lll Willi Uon of llf'O•• illcc.e, 1t euoh an luuruce co ... 

PUT baa 110 'llll4el'wl'lt111C lllc- 'beo-• ib l ouee u4 ·~·" 

eaee4 1\e pr• l-. 'lltl.t baa inftet•nt illco .. , 110 percent of 

1 h cro.. lllo- -• troa ~. t;vpe of 1D.COM uc•••ai'T to 

lieD U a pereoll&l bol4iliiC collpaiiT 1184 U 1a taze4 u auch. U 

waa UTV 11lten4M ~t a 'bona fide operatiiiC luur- c011pa117 

eboul4 'be taze4 aa a peraoll&l boltiiiC OOIIpall7 ill 8'IICh a a1 tutln 

a~~d t he d.ifflcuU7 erl .. • •r•l 7 froa ~e techll1clll defilliU on 

of croaa iD.Oo.. ill thia pertlculer aituatlon. U h , ~afore, 

deelrabl e that the IIPPI'opl'late etatute 'be -cde4 to preftd 

tu:aUon of euoh lllRruc• c011puiaa aa pereoll&l hold.iliiC co ... 

peale• ill t he el ,,.uoa 4eacr1'be4 abc"• 
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.lt the preeent t~ a tu;pqer who cla1 .. that he baa 

overpaid hie tax mq file llllit aaatnet the United State• 

or agal.net the 11ppropriate Collector ot Internal llenme aa 

en indhidual. It the tu;pqer wine ouch IUit aga1net the 

collector, proTialon h made tor p~ent b)' the Un1 ted Stat .. 

ot the .aunt ..W.ed. Likewiee, proTieion h ll8de tor the 

United Statee Dhtriot .lttomq to defend the collector ill 

auch ca••• .U a conaequence, the IUit aaatnat the collector, 

althoucb in tona a pert10nal IUit aaatnat him, 1a in reality 

a lUi t aaatnat the United States. The preaent exiotence ot 

thie penonal auit 01;ainet the Collector 1a an anachroniu and 

haa 'been cri t1c1sed 'b)' the S~Wreme Court becau .. ot i h anti-

quated nature. Ita exietence oreatea d1t1'1cult:y and contulion 

in tax 11 t1gation. '!!here 1a no reaaon tor the continuation ot 

auch lUi te i,......ch aa the opportuni t:y to eue the Un1 ted Statea 

in a Ilhtrict Court or t he Court ot Cla1ma h thoro~ adequate. 

Coneequeutly 'he ~~ppropriate etatut•• ehould be eaended to ell.,.. 

inate ouch lUi h 8681U•t collector•• It ahould be noted that aa 

a Jur:y trial in tax aattero aq 'be obtained only ill a llllit agal.net 

the collector, el1ainat1on ot ouch llllih would aean the ellllination 

ot Jur:y trial• ill tax cu••· Bowenr, there are only two or three 

auch JUZ'7 trial• each year lllld it 1a recophed that the uee ot a 

Jnr:y 1u tu aatten 11 outaodad -.d umri••· 

• 
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.llnhion of the J!!OYhiou of Mctio; 11'1(h) ( reQ!!itlu 
t•'*'y of bolc11¥ l!!rlo4! for 90!pUtat19D ot gpital 
n'a p4 lp!HI ip 9M!I Jhtrt mbat1tutt4 byie IPPl ite) 
t.p pnnat srb t•'*'r' 1p strtaip w•• when th! byia 
pt tht prpptiD !QlA i a Mt rtell.y that !hish wy epplio­
able to tht prgptrt:r ''nhpft4 pr trepatama. 

Under \he capital pln lllld lola proYi d ono the length of time 

p roperty io h8ld he:- an effect upon the determination of the BI:IOunt 

of &Bin o r lo81 reeognhed to the oeller upon the oale of !)roper t;y. 

there p roperty h tranaferred in a non-taxable tranaaction 1111d the 

tranaferee t~a the !>ropert.r o~r at t he 111111 co• t baah as 1t bed 

in the handl of the transferor, the l!.nenue .le t proYidea &enero.lly 

t hat when the transferee oelb the propert;y he aho.ll be deeaed to 

hnve held it not onl;y for the period of hi a own ownerahip , but abo 

f~r the period during which the trantferor owned 1 t. 

There are certain caau, however, where this provision 1a too 

broo4 in thnt it appliea to ai tuationo where the baais of the p rop­

erty aold 11 not reall;y the ••e aa 1 ta baaia waa in t he handl of 

the peraon whoae holdillg period 1a 1 t acked1 • l or exaaple, fo r the 

yurpoae of C:O:!J!IIltl.Dg lou on a oale of property acqo.l.red b;y'gift , the 

baoio 11 the donor' a baah or fair ~~arlc:et •alue at the date of the 

gift , Whichever 1a lower. If fair marlclt Y&lue 1a lower, the baah 

hao no reference to the baah in the banda of the donor and there 

1a no reason wh;y the donor' 1 holding period ohould be tacked. In 

the example juot g1 ven, if the holding period of the donor 1a taclced 

t o the holdl.Dg period of the donee the reoult will be that th8 111110unt 

of loaa allowed to the donee aq be 1111 than 1 t would be 1t no 

tacldDC took place. 

Regraded Unclassified



- a -

'!'here are othllr 1utano .. where hol41DC per1ocl.a are tacltecl 

ancl nch ta.cldDC •••• =Jv,at1f1ellle. A •tuA:r h be1DC ~ 111 t h 

a new to oorrect tDC the•• euuauou. 

l 
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,g,thprltx of Oowittiontr tp •W rttlm4t OUrtnc 
pep4engz pt progtt41yt btfprt the Bev4 pf Tg 

4PP•el• 

At the preaent U.e 1! the t~r 1a claiming before the 

Board of Tax Appeal• that be IID.a onrpaid bh tax, the Coii!Dhdoner 

may not make any re:f'und of llllch tax.ea until the Board of Tax .ap.. 

peels haa rtndered a final dechion 1n the matter. It often bappena 

that the Collllini oner c!llring the pendency of the proeeed1nga before 

the Board 1a 'llilling to concede that the t axpayer h . correct w1 th 

respect to part of hie claim and would be 111111ng, consequent]¥, 

to re:f'und to hUI a portion of the &*lunt claimed. However, the 

Co=inioner ia unable to mal<• auch re:f'und under the present pro-

viaiona but muat wa1 t until the decision of the Board on the other 

mattera be com• final. AI a re1111lt the Couinioner must pay 1ntereot 

on the ~Dount of 1111ch re:f'und for th1a i ntervening period, whereaa 

if the re:f'und could han bee.n made c!llring the pendency of the p ro-

ceed11J&8, the ~=t of interut could han been oaTed. Moreonr, 

in a caoe where the Commiaaioner contest• the entire ela1m of the 

taxpayer and the Board decidu in taTer of a tupayer and the Go,.._ 

ernoent decidu not to appeal, ao & deehion of t.be Board doea not 

becooe final until three montba thereafter, the Com.-.iaoioner cannot 

mo.ke the re:f'und until t he three month• haa expired. 

In order to enable t he Comndoa1oner promptl7 to make refund when 

he concedeo the e1a1a of the tax;>qer prior to deci don or where the 

Board decidu 1n f &TOr of the ta.xpqer, and to oan the Oon1'1111811t t he 
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nquir••t of ~ 1Ja\vea\ tor u:r fUrther Uae 1ll -* caaea, 

the ~roprlate atatuha llboul4 'be -~ to -'bl• the Colalaaloaer 

to ulr:a retuD4a 4ur1DC ~ P~eDOT of Joal'4 of !ez .&ppaala procee4-

1DC•• 
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Croai='J)!ti tiona fro• Bov4 of ! y AtzReol• 

At the p reaent time the tu:p~er and the Colllllliaaioner are each 

s:1 vt~n three 100ntha w1 thin which to file a petition nppealing from 

the deciaion of the Board of Tax ~ala, In many cases the Bonrd 

decide• aome of the iasuea in fnvor of the taxp~er and aome in 

favor of the Commissi oner, ao t hot both parties would be aatiafied 

if nei ther appealed. However, if one party dcea not ~eal and the 

other party does S!'!'eal , the latter naturally 1e in an advante«80u• 

poai tion, Re cannot be depri ..ed of thot part of the de cia ion below 

which wea in hia favor, and he 1a in a poaition to question that part 

of the decieion which he lost, !l'o prevt~nt the other party from ob­

teinina wch an advantageous position by fllin& his petition just 

bofore the three months period expirea, both parties are forced t o 

np•>eal , nl though each would be aetiefied with the decision of the 

lloo.rd if the other party baa not apnenled. !l'o avoid these unneceaaeey 

ll!lneala , the II!'Propriate statutes abould be aoended to provide that 

i f one party f iles a petition for op;>eal , the other party h given 

15 extra daya after the expiration of t he nomal period in which he 

cay file his peti t ion. !l'hia would elicinote the necessit;r of fililljj 

a petition merely for protection in caoe the other part;r decide• to 

appenl, I t will thWI reduce the number of appenla from the Board of 

Tox -'P!>eala. 
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In ca .. • where property of tu;p.,ere h 111 the cuatoo~T 

ot repreeentatiTea of State courte, euch ae executor• ot 08-

tatee or receiTara in court proceedi~, the collector• cannot 

41atra1n on tho property which h eo held and tbu in ettect are 

precl wlad froa •eldn& collection of tax. !he etatute of luita­

tione on collection uadar federal 1 ... , howeT&r, contiauee to 

run eTen thoa&b collection ie thue aade iapoeeible, r or e~e, 

a tax aq be duo froa an executor of an .. tate and due to the 

pendency of probate proceedin~ the collector h prohibited fro• 

collecting the tax but neTertheleee the three-year statute of 

liaitatione .., run eo that the tax cannot be collected when the 

probate proceeding& are termi nated. '!hh eaae t hin& .., happen 

in the caee of a receiTerahip, therefore it ie propooed that the 

a tatute of 11&1 tationo be euepended, or extended. in theoe cu .. , 

ao that 1t the etatute ot 11&1 taU one requlreo collection w1 thin 

three yeare, tor e~le, the thr" yean will be added to the 

t111e 1D which the taxp8J&r 1 • proputy ie in the cuatod1 cf a 

State court. 
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l:al" of h1.4.noe of the Jov4 of !ax Appeala. 

llben the :aoer4 of !ax Appeal a wu 01'eated 1 t wu prorlclad 

that the rule• of erlcluoe IIPP11cal>la ln equity cuea ln the 

cour\a of the Diairlct of Col~la ahould be the ru.lea of erl-

clence eppllcallle l .a proceediJI&e before the Board of !ax jppeala. 

j,t that Uae cllffernt ruJ. .. of eTicluoe were appllcallle in 1• 

cue• end in equity cu .. in the court• of the ])htrict of ColUMbia. 

M a reauli of the ll.ulea ot Procedure tor the lederel Ccurta re­

cently pro.W.~:ated by the Supr- Court, the rule• of erlclence 

applicable 111 the Court• of the ])1atr1ct of Coluab1a are no• the 

.... whether the cue h one that wu fonaer1y tenoed a 1• cue 

or en equity ca... In rlew of the chan«e thu.a effected. contuaion 

~~q result 1t the reference to equity cuee 1e retained in the 

prorlaion fhilll: the rulea ot erlclenc• t or the Board of Tax .Ap­

peale. It ia, therefore, deairable that the epproprlate etatute 

be ... ncled t o olerlty thia aituaUon, t he chan«e be1~ purel7 

a teelmloal one. Before thla cl1a:D,p la aacle t he Board of fax 

~eala will be oonanltecl. 
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U ao .. \t..ea llqpeu that &.. ~ p illo'lUitallh 

dtuaUoa 0oiiCI'"" pronuo tor tile retwl4 of ,_ wllioh 

....... 'lUi•• properq oolloo\M. U4er tlla ctborU7 of a 

atatuto iapodac tllaa. !he otatuto ot l1a1tat1o"" aow 

applio• oal7 nth reapeot ~ claiM tor H1'aa4 ot ,_ 

illproperq oollootecl. Couoq-oeatq thare 1e .., pural 

l iaitaUoll prondoa applicallle to tbe t:rpe of caa" r .. 

tano4 to ia tbe tint aeatellee. so .. tt..e• theoe opecitio 

retua41~~g pronoioao •tate tbe1r on por1o4 of ll.Jt.i tatiolla 

oa claiae. J. atudT 1e bol D£ aa4e boW'Onr to uoertaia 

whothar &OM ratwl4 etatuteo han Moll paeao4 wbero thio 

waa aot 4ou. It it appear• that thoro ar• ouch e\atuho, 

a cuoral o\atute of liaitatioae olloul4 be iapooo4 nth 

reopeo\ to ouch olat..e. 
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m.rtncatlon of aectlgp ll§(h) to vlr! 
prpnalpp for pEOp!r 14.1ytMpta of •am­
tpg sA pmnte Ma;nmt ip the O'M ot 
gtrtrtp tg-tne •~nbe=• pd llguidotione. 

Ill.'r148n~ are DOt taxable u 4h1~n~ to the oharehol~ra 

of a corporation unleao nch dhidc~ an out o! the earning• or 

pro!i to o! the corporation. Conaequently the earnl.nga or profi to 

account becooea o! great iaportance both to the corporation and to 

the TreUU27. 'l'o the extent that the eU'I11nge ad profi ta account 

11 esller 1 t 11 to the adT&Dt~ o! the taxp..-er, aince that meana 

leu taxable diatrl butiona, '1'o the eztent that 1 t 1a larger the 

'l'reaoury naturally bene!ih, Stoc:k diridenda and reorganization 

diatributiona are non-taxable end are regarded a.e not rel!ucing 

earning• o.nd :\)ro!ita, but are regar~d aa capital tranaactiono, and 

the purpoae o! ae•tlon llS(h) 1a ac to pro'ride, Howeftr under the 

1~ o! enating law, aection llS(h) 1a embiguoua and,.... raoult 

in the DOn.-recblction of earning• and profi ta in certain ca.eu in 

which the taxp..,er ,.... fairly claia that they abould be recblced. 

Coneequently the aection require• clarlt1cat1on to aecompliah th11 

reoult, 
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J11Npet1op pt t b! ta:Op WJ1tiv MrJ.qA tpr 41t­

t ra1-M * " PAllfcti gp gt t•u• · l• 1tgptr41aA 

Under pre .. nt law if it bu b .. n eateblilhed that a tax 1a 

owiD& fro• the tupqer ba h ctnn ten dqa witbi.n 'lhl.ch to ~ 

nch tax after not1~ and a-and fr<la tba collector. It the tax 

1a not paid. within wch ten ~· the collector 11 authorised to 

diatre.ln upon the property of the taxp~r. Thh mthorisatlon 

to diatrain meana that the collector mq attach the property of 

the taxpqer, publiah a notice that anch property bu been .. ised 

ond will be sold at a atated time, and then offer such pr operty 

for tale , the proceeds of the tale being uaed to pq the tu, In 

socae cases the requirement that the collector ll'.lat walt ten dqa 

before attaching the property of the delinquent taxpqer hal par-

mi tted the taxp&¥er to avoid Pti¥Cient by eo diopoling of hit property 

that the collector 1a u.nable to obtain 1 t when the ten dqa hat ex-

pired. In order to prevent such evasion of collection, the Bureau 

atatu that it h deeirable to amend the law to that in eaaea where 

the Commhaioner beltavet that collection of the tax would be Jeop­

ardised if the collector waite until the ten-dq period expiret, 

the collector h authorised to attach the property at once upon r&­

tuaal of the taxpqer to ~ the tlllt. It ahould be noted that thia 

authority could onl,y be uerci .. d 1n eaaeo where it hal become 

clear!¥ eatabllthed that the taxpayer on e the tax in queatioo.. 

lloreover, after the property hal been attached the collector would 

then have to ctve t!W requlaite notice of sal• and proceed at 1n 

• 
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the or41Jial7 - !lie .U. _, lie IMI14 •'11 .n .. tM ,_ 

• p«riocl h up. !lie •rD-.rDt wnlcl, thereto"• airlplT •tbol'­

he the oolleotor to teep the pi"'ptrt7 1D hh IIQ8tocl7 azaruc tld.a 

t•~~o-• pertocl, u wll u thel'e8fter, 1D ouM 1D 'IIIIich tt h 

'belie.,.cl that UD.leaa nell PI"'ptrV h eo telt& it 11111 DOt be 

aYailable ~or ...,wt o~ tUlia '!Ibn tiMI tee.-• periocl •2Pi"a. 
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Qrt4lt ppA•r '''''' tv tgr dft 
t g WA AP PPQP'r\Y PJVievly 
tt'n•ftm4 br dft bp,t nqutn4 
to b• tpqlM•« " em•• ,,,,,, 
M4• · ••tat• '* 

Ol.th IIB4e 111 cont-.platlon of death are eubJect to a 

gift tax when aa4e and are aleo required t o be included 1n 

the SJ'CII eote.te tor eatate tu purpoaea when the donor diu, 

I!owe,..r, to pr.wnt double taxation a credit ogainat the ea­

tate tu h allowed tor the gift tax prev1oue4' paid. .t.a the 

gift tax h a graduated and aumulathe tax, IUlf gift mnde will 

not on~ bear a tax but will alao o.ttect the rate !>8¥11l>le on 

IUlf other gifta cac!e during that :rear or ouccaedinc :years, Con­

sequent~, it h nece ne.r:y to ascertain what amount ot gift tu: 

1a traceable to the gift made in contemplation ot death. !he 

pr eaent atatute aohea thia problea bl' providinc that the credit be 

detenoined b:y tlllcin& the anr a«e rate ot gift taz paid tor the :year 

in queation and sppl:ying thnt rate to the amount ot the gift in 

contemplation of death. 

It hu been ougg<~ated that the credit ahould be the di!ter­

ence between the gift tu actuall:y paid on all t;ifh IIJld the 

amount of gift tu that would have bean paid it the gift in co,.. 

templation of death ha4 not been aa4e, !hh would han the at­

feet ot prondine a credi t baaed upon the hieheat rates of gift 

tax paid b:y the donor, If the ~~UW•ted method h found to be 

without objection attar ezaaination, the appropriate atatute 

ahould be -nded to aubetltute that .. thod tor the preaent anne-
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I4m1 teA trltpa1pp of th• H.QQQ e v Juatgn 
in the gift. t v lAw tg rltta ip t rnat . 

Prior to the Rnenue .let of 1938, under the gift tax law the 

firat $5 ,000 of c1fta to a penon c!uri~ a el.ngle year were ex-­

eluded. lt • a.e found that thh excluaion w .. being abn .. d bJ eome 

taxp~rs. Sometime• one t rust is created 1f1 th a n1111ber of bene-

fielarlee and the grantor urges that t he number of benefielariee 

and not the number of truata are t o determine the DWOber of axel~ 

aiona to wbieh he is entitled. In another eaae, however, the ta:r>-

pqer forma a nlllllber of truata for one beneficiary nnd urgea that 

the number of the trusta and not the number of the benetieiariea is 

to determine the number of exeluai ona to which be 1a anti tledo !'be 

courts have bad great difficulty nth theae aituetiona and t he lnw 

on thie point wee i n oon:f'uaion nth the result that mora exoluaione 

wore bel~ obtained thnn were proper. 'l'o eliminnte theae obTioue 

po11ibili tiel of tax a.-oiclanee, the gift tax ,. .. •ended to de­

prive gifh in truat o! en:y eX~~t~ption whatsoever. (At the • .,... 

time the figure for (;1ft. in general wae reduced to $4,000. ) While 

this amendment effectively eliminate• such tax e.-oidance, it prob­

ably operate• 1f1 t h undue hardlhip in the case of bona fide 61ft• 1n 

truat . I t lillY be desir el>le to amend the etatute to allow aome ex-­

eorotion 1n the cea• of giftl 1n truat it that can be done n thout 

a t the aeme ti.,e penittlDg the tax a.-oidance tlhleh a-dated prior 

• 
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ll"'ctlgp of rate of t l tgtrisol aerq 
tp (me 3 P'rgtpt tg 2 P'EQ'P\ epd p 
gtayigp of ,,, applicatiap to n•rn 
yt4 tor &pdzz•trtel pwpo•••· 

The tax on electrical energ 11 l11p0aed at t he rate of 

3 percent upon aalea of 1111ch ener g tor domeotle and eo-•,.. 

elal uaea. Great dl!tlcult;y 11 experi'eneed b;y the Bureau l n 

drawl!lf; the line 'b41twean eo-er eial u .. a, which are t&Dd, end 

indu.atrial usee which are not taxed. ll>r ezaople, the qu .. uon 

baa ari aen aa te whether uae b)' a lalmdr;y b a eo~~:~ereial use 

or an lndu.atrial use. 'l'he burden 11 pri.llllll'il;y upon the power 

eonrpanlea which IIIWit detel'lline whether or not te collect thb 

tax with reapeet to each of thelr coneumera. In order to 

elimi nate thh severe burden on both the power companies and 

t he Bureau, 1 t h propoaed that the rate o! tax be lowered !rem 

3 percent to 2 percent and that the tax be illpOaed n th respect 

t o all uaee of electrical enera which would of course include 

energ used tor all indu.atrial purpoau. 

• 
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LMhlatlon clw!ci!!C the etructure o! 
the ratle o! the cabaret tax. 

'Dle tax on cabaret. baa prond uceed1nclr dlftieul t tc 

e4miDiater clue entlrely tc i ta preaent et ructure. It ""''t be 

r .. • bered that thia tax h collected trom relat1Tely mall 

taxparere, ~~AllY o! whom ue relatinlr uneducated persona , 

and it is almoat impoeeible to ine truct theoe per eone in t he 

proper method of wi thbolding and Pari"& thh tax. 'l'o aid i n 

understanding the diffieul t r which exioto with reap&ct to it 

the taxing prortalon i e quoted: 

"A tax of l-l/2 cants for each 10 centa or 
f rac tion t hereof of the amount paid for adn1eaion 
to aQ1 public performance for profit a t an)' roof 
garden, cabaret, or other eimilar entertainment , 
to which the charge for admieaion ie wholl r or in 
part included i n t he price paid tor re!reebment, 
aerTice , or merchandioe ; the amount paid !or aucb 
admi uion to be deem&d to be 20 per con tum of the 
amount paid !or refreebcent, eer Tice,and merchan­
dise. Where the amount paid for adn1ooion h 
50 canto or leu, no tax shall be i:pooed.• 

'l'o el i minate these unneceaaarr difficulties it ~~pro­

posed that the tax be changed to a grooo receipto tax a t the 

rate of 3 percent which could be eaail )' computed and would 

produce about t he o8J!l8 rennue ao t he preoent tax . 

• 
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:lenaloa o~ the tl! wa club 4aH to 
1!poee a t¥ !!J!O• hee ~or ~artaia ear­
Tic .. which are - be1Dc billed. !!z 
clu'oe u ~- rather th•a d.u .. to f!!>14 
!!!.!· 

!be tr..Uoaal .. tbod. ot tiaaaoiac co1111tr;r club opara­

iioae hu beea throuF tile cbarsee tor ~Sue leTied. upon club 

.. a bare. !!Ieee d.uee eaU tle ... bare to the uee c~ all o~ U.e 

atllletic tacilitiee of the clube, In ord.ar to aYoid. pe;raent 

o~ the t¥ on club d.uee, bowenr, certa1D clube hU Qpoll the 

d.eTice o~ charei~~t; onl;r a Tar7 e..U ...,llllt u d.uee and bill­

ill& -be'• fer the belaDCe of the Deceuer;r tuade ae .-.mal 

~eee charsed, tor exaaple, tor the uee of «<lf teoUitiu, 

1'he priTihsee and ri~h of . .. bere are the eaae ae the;r were 

before and all .. IIbera are e:a;pected to pq the «<lt fee, 'out 

the courh haTe held that eucb te .. are Dot duee and there~ore 

not t¥able. It thie derlce 1e allowed to continue ill uee the 

tax on duae 1e Tirtuell;r nullified. aince clube are rapidl;r 

chaaCiD& onr their .. u.od of operation to aYoid the tu. !o 

el1a1nah the uee o~ thie d.eTice, it 1e propoeed to includ.e 1D 

t'oe 4e~1n1Uon ot d.uee, te .. cbarsed on an annual, quartarl;r, 

or aontlll;r baeie tor the uee of colt, tennie, and eiailar atb­

letic tac111t1••· Thie ehould tarldnate the aajor weakneeeee in 

the tax which han denloped and cain penoit ita proper en!orce-
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liMe 19)2 Ulera • -.a a taz at Ula rda of 2 par­

out "PP• U1a aala of VWib )J the -raohrar. Ia 1931 

1 t ~~PP&ara4 tb.at Ulara wara 'ba1J1C aol4 a hrp -bar of .,.._ 

hiolaa lr:aoa .. traoton, oouhUac of a ator aa4 fovr or 

aiz wbeala , Ula hacUoa of which - to 81q)I!Ort aa4 pall a 

f o111"'1haala4 trailer or two 11hMla4 a.-1- trallar. !!lee• 

uaih wara 1a 41raet oo.paUUoa with ti"GCka, llllt prior to 

1931 ware aot .ubJaot to taz. La Ula llneaue .Act of 1931, a 

prorlaioa - aaaota4 to t.poaa a taz 'llpOD traotore of thie 

t;,pa uea4 f or hipq traaeportaUoa 1a coa'biaaUoa rlth 

trailara or e.-1-trailere. J:c taz wae t.poea4 at Ulat u ... 
howanr, oa Ula trailer or aaai-trailar portion of the ai t. 

!o a~h• the bar4aa "GpOD all ,.ehiclea uae4 tor hipq 

trauport&Uaa 1 t 1a aow propoee4 to t.poee the taz 'alee upoa 

thue vaUen or aam-vallara. 

• 
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!tim qt t1w etat;st• ot 11e1 tattgpa )z t•mmn 
Jitla D!plq\ tp wltptl l eP"M tepe 

Under tlwl preeent iDeo•• tu: l ear, pron eion 1a 10a4e for 

the t~_,..r to WalTII the etatute of lbi tatlone and tbu.e pre­

TIIn t ncb statute fro• runnlllf: with rnpect to the auea .. ent 

and colleotion of the taz. It auch wa1TIIra could not be Blade 

the Comd .. ioner would be forced to ae•••• the tax which 1w1 

the correct IIDOUilt, aince t o delq ...... cent would pendt the 

s t atute of U.i tationa to run and t hus preTIInt ~ auea ... ent 

whataoeTIIr, The provision for wai ... r of t he statute of limita-

tiona thus •ek•• it pouible tor the taxpqer and the Commheioner 

to reach an agreement on the correct amount of tax <lue by provid--

inc 0111ple time w1 thin which all the aspects of the ease ma;y be 

oonaidered. 'Dlere h no similar provision permtting waiver of 

the statute of lilli tationa .. recarda the miacellaneoua tuea. 

It has therefore been auu;eoted that the ll!)proprlate statutes be 

acended to pend t the t&:a:p&¥8r to wa1 ... t he statute of lic1 tationa 

wbene ... r he so de aires, It met be noted tbc.t auch waiver on t .b.e 

part of the taxpayer h purely wluntary and entirely witbi.n hie 

control. 

• 
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m.~bdioa of '5 :;i•' 'f!!t!A!.for 
tjiive W pv ld.aoe lauoU t a . 

.l\ ou t!.M ~ "- act. lHhd a 5 percent peaalt7 

tor fallun W pq ~ .....,., ot tax 4u w1 t.h1a tan a.,. attar 

110Uoe D4 4eau4, !bh peaal\7 llaa 1leeD r-.Te4 nth raapect 

W iDeo .. , ee tate aad cUt \aDa, iaaa•ob .. t}M preaaat 6 

percent iatereat on 4eliaqmeat p.,._ata ia eatirel7 a4eqaate 

to 1aaure pro..,t p.,._at 1A ..,., c..... llo .. nr, tlM 5 per-

coat peaalt7 atill aziate with raapeot to aiaoalleaeoua taxea, 

eo U..t a tu:pqer who falla W pq a aiaoellaaeoua tax onac 

h7 h1a 11 nbJect to both a peaalt7 of 5 peroct of tbe uout 

ot tax onac and to 6 percent 1Dhreat oa 8UCh uout troa the 

4ah it ahould han bean paid. Ii llaa been eU««eahd b7 the 

B-are an that tlM 5 percent pew t7 1D the c .. e of aiot:~ellaneoua 

taaa ahould be al1a1DatM. ia accord&Dt:la with the prarloua action 

w1 th reapeot W 1Dco .. , aatata and citt taxee, iaeawneh .. the 

ra .. oa tor ncb pea.l\7 110 loacer exhh in rln o! tbe iater .. t 

that aut \a paid "b7 4el1aqmeat taxpqera. !hh aatter 1a heine 

atudied "bnt before a fiDel deciaioa ia reached 1t 1a neceeaerr 

to eacertala whether there 1a obJection !roa the Alcohol !ax 

UD1 t which oaoe T01oed oppoa1t1oa to th1a propoael. 

• 
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Traneter ot certain houee under un­
.1uat enr1c.hment tax from Board ot Tax 
.Appeale and Dht r1ct Courh to Beard 
ot 11...,1., • 

.lfter the procealiD& t&l<ea in the .&gricul tural Ad.juetment 

Act were held unconetitutional the probleg aroae 8s to what to 

do lf1 th proceuora who bed not pa1d the tax which waa icpoaed 

on the first domeatic processors but had included the amount 

of eueh tax i n the purchase price chnraed and collected from 

their customers. To meet these proble=e. the "un.Juat enrichment• 

ta:: was en&Cted which imposed an incoee tax on incoce derived 

from the aalea of articles nth r eepect to which a precesain(; 

t ax was owins which the taxpayer had not pa1d, to the e:tsnt 

that the burden of the tax had been previouoly shifted by him 

to othera. The Board of !!!a: Appea.la ~ .... juri a<llction over de-

ficienciee ariai D& under thia unjust enricl-..::~ent tex. At the 

same tice, proviaiona were adopted where't::r o.ey tax;>a;-er l:l'>.o !".ad 

actuall:r pa1d 8 procuaiD& ta: could obta1n 8 refUnd ~nl:r i: ho 

could prove t hat he had not shifted the burden of the tax to 

others. The Board of Revi ew i n the !l'reaeury Department has 

jurisdiction over qu~stione r elating to refUnds of such procee­

sl~ ~axes . Th1a cyec1al ~oard ot aeview waa created beeau.ae 

it was thoucbt that t he legal and econocic problems i nvolved in 

81certa1ning whether the tax bur~en o! the pr ocesaing tax had 

been shifted to other persona were ao cov.plicated aa to require 

handling by a apeoblized tribunal· All these aame cocple.x legal 
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u4 MOIIIIII10 hiUI 111'1 1a'I'Olft4 lUider tMI 1UIJ'IIIt ell%1cbe11t 

tu, 1 t h -ueatel \bat t» Ja,rh41otloll ot tile Board ot !u 

Jppeala 1lll4er tMI uJ'IIat eDriclaeat tu 111tb. reaped te tlleae 

quatiou be truetane4 to tile Board ot llntn. It thh .,., 

do11e, all of t.b.e 41tt1ov.lt qa.atio11a OOIIOerlliiiiC proce .. I.Jic tax•• 
would be 4ec14e4 b)' Olle tr1baaal. 

'l'b.ere a taxpqer PIITI u uJuot IDricbeat tu IID4 lata" 

nea tor a retlaD4 t.b.e Diatriot Cov.rta of tu Ull1te4 Sta\ea 11114 

tMI Oovt of Clalaa b.an Ja,rle41otioll onr I'IICil au1 ta tor retlaD4. 

It the abon naeatloa tb.at all queatlou lllYObliiiC the hl'llea 

ulai.Jic 111 th reapect to tu prooeii1111C tuu be lb.lfte4 to tile 

Boll1'4 of Bewin 1a topproYed, 1t would therefore be DICUIIlli'T 

to pro'fide \bat w.ob. retwad au1 ta lhould al10 be heard b7 the 

Boll1'4 of .b'fin . 

!hi a -u ... 11111 ba takea 11p '1'1 th tile Boll1'4 ot !u .app.ala 

aD4 the lloall'4 ot Jlew1ew. 
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SecUon 212('o) aD4 231.(4) of the lateraal lneau Co4e 

110'11 crut u ex.pUon froa 1-• tax ill the au• of ...-..1~~&• 

4eriTe4 fro• the operation ot ehipe 4ocuaen\e4 under the ~· 

of foreip countr1 .. if such forei gn countri .. craDt dailar 

pr1T1le& .. to ehipe re,letered under the l awe of \he lhlih4 

Stat••· Theee proTiaiona haTe been tbou&ht to be d.eeirable 

to encourage utarnaUonal trade , thoucb einoe .. r• ehipp iDC 

h done ri th the Oni ted Statee b7 fore.ign Yeellle thaD b)' 

d.oaeatlc Teaeele, the ~tlon hae operated t o the 41ea4YaD· 

tace of the United. Statee. It now appear• that lntarnatlonal 

operation of aircraft on a ON.batantlal aeale will be co-uu:ed. 

ln the near future and lt tharefore ··-· d.uiral>le to craDt ... 

exe.ptlon alailar to that now proTid.ed. for ahipe to apply in 

the cue of aircraft , $1eh a proTiaion h no• proTide<\ for b)' 

a treat)' with J'rance, and. a nuaber of other COWltri .. hen u ­

pre11e4 a d.11ire tor alallar reciprocal ue.ptlone. Sl nce U1e 

operation• of .Aaeriean aircraft will probabl;y exceed. \llo11 of 

forelp aircraft , the extana1on of thh ue.ptlon to aircraft 

ahov.ld. rnvJ.t in a net ed.TaDta&• to the Uni ted. Ita\ ... 
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