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1M"' IS 
1. IJ!tSl M ! ,c: M So IPQM'l4f114 """''• fM lft-tu lu duo 18:M llu akllehe4 \he prlY11 ... of f llllll .,.,_ 

aoll4ato4 ooTrdo "'""'•• IJ:OIJ)' wltb roferonoo to rall ro .. 
ooPpOl'aUona. 

ploagl pp It eoeaa to M pneral'-7 a-pto4 soo4 
ao001111ti.JIS tbd tbl aooounta of attlllato4 oor poraUona abould 'be 
oollpUto4 on a oonoo114a to4 bu1a. Separate oorporato "'""'• 
often ••an IIUl.Uplo tautlon of tbe ••• earnlnca, and put an 
lrrwaletlble pr .. lua upon artlflolal lnteroo-pa"' tP&ftlaot l ono 

• 

• 

to ro«uoo the t u burden. .Uao, I ntll"t'lal lllnnaolureall •dlc!lnt~1t l\t 1on 
lnortiOUI'-7 ooepUoatu the J)POble• of ..UUng unOOIII0114a\o4 
returne. What 11 Plal l )' a 11ft8l• baelneea unit ehould proper\)' 
M tuo« aa auoh. .U thoush tba older pro•111ono on thla 
point nro pro4uot1•e or oona14arabll 11t1gat1on u to the 
IJ:l lt&noe or afflll&tlon and the pr10111 troat• ent Of YAriOUI 
1nteroo•pan)' lte• a, tbe u .. ot oonaol14a\e4 rotUPna wald 'be 
praotioal and teu1ble, eapeo1a117 lft tbo llel>t of pr.,.10U8 

1. leo Internal llennuo Code, llo. ltl. 



L ,. 
expe1'lOIIMo 1.1ttlo OJ' 110 1MI of -~~- 1101114 be 1-1..&, 11-
U 11 Wpol01b1o to llllalalltor II•Uoa te wltll tllo..apaeal. 

111 c ps,uaa AttU1de4 u p u1.. lbnll o1t•r 
bo roqulreol or pe_.1Uol (lt not roqull' .. ) to tllo -aouta•od 
roturno wdor the ,..ral 111tllol appUoulo to ,..,.. Jll'lel' to 
u~. It tho ldtor altol'IIAUYI h 114oph4, a ll!.pw rate of 
tax an4 oonunt to Yarlo\11 rocvlatlono lll&tlt be roquli'OI u a prlao 
tar the prlYllqo ot tlllna a OOftlolllatod roturn1 ~ a 
41ttorent1al wu proY1dod la till 11132 Act. 

2. b1attng tp y to Ildtngrppret• p1y14•nl• ror 
nearl7 tnntJ ,. ..... tho 1n1oao tax 1tatllto1, unt11 11131, ozwaptod 
lnteroorporato llYldonlo. IOolplont oorporatlolll WII'O roqulrol 
tor lntor•tlon purpoooo to l'tport 41Y14on~• ti'OII do1111t1o 
oorporatl~no, but WII'O all~wod to doduot auoh 41Y14ondo to tholr 
tull extent 1n doto .. lnln& tuablo not lno.,.o. lleotlon 26 (b) 
or the Internal llitYOnuo Coc!o now Ilea t ho ottoot or rolloYlft& 
lnttraorporato ll•ldtnda r.oa double tuatlon onl7 to tho 1 
extent o r ~. whllo tu h 1"JJIOo4 upon ouoh 41Y14onh to 
tho extent or the ~lnlna 1~. 'l'hle aoano a no~ t u ' . o r 2. ?f. on lntoroorporato 41Y1dtado wdor tho 11140 ratoo 
( 1e,c ot lii:C) . 

1. thlo poreent.,. wu to .. orl.J DOJ', 
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pl on&pl the purpo• of Ull ltClllaU,. tbMie 
of poll• ln 11:11 renlUns ln pan1a1 tuaUon of 1~er_,orate 

1 
4h14endt wu pan17 a reftnlll ~"'• &114 wae 11 .. 4erl'l'l4 
troe a ue&re to 4leoourace OOIJ)lloat.a ne\ftrtta of bolUIII 
ooepanlea. 'lbt. pw,~oae baa, ot oour .. , been par\17 uble'1'14 
ln the .... ot _. ... nt ... bo14l!IC ..,.,.u .. "' .,., lhelllr'­
lla)'barn Law. A Oonrreu&onal purp011 to a&too..,..._ poreonal 
hola&ng -pan! .. hu alao been aoh11Yed 'IIJ a ,..1'7 aruuo 
epoolal PN>Ylelon appllot.ble to poraonal llola&n« 001pan1u 
t1ret lnter\ed ln th• 1137 Aet ana now par\ ot !1\l e I A 
ana 8uppll•nt P. Kowo,..r, thore et111 re•1no & noouai\r 
ot 41eoouraclng o••r-oompl1oato4 oorporato atruotUI'II, partloular17 
atruoturee lwrolYlng tho uee ot a trlple tler or oorpora\lona. 
On the other han4, thoro are undoubtodlT many e1tuat1ono 1n 
•hloh aubo1d1ar111 are a legal neoeuar, u t or ll<lllple where 
a rallro&d 11 ooapelled to lnoorporato 1n a number or atateo 

2 
11 the pr1oo or doln« bualnua. 

1. Aoparentlr anoth.,. parpoee ln 11~ ••• to pre,..nt uo14anoe o r taz liJ d1wll1n& U.e 1no.,., ot a oorporatlon uo111 ... ,,.11 aublld11J7 oorporate anua. llul ell Twentieth Oentu1'7 runa, rao1!'f; the !u Probl11, p. 1711 I 11137)t •HoW?er, aub­etant1al awo1danoe would be uaoraet1oa1 tor a l&rll eorporatlon dnoo 1t1 bu11M11 woul4 ha,.. to be d1Yldl4 •one -ro•• nall 11Ublld1•l11. ""'th-•, llloh awoldanoe oou14 be pre­wonted br taalng aubeldl&rlll at the h1Sheet rat• ot tuat1on appl1oabll to tho whole att111ated «roup.• 

2. Tarlo,.. .,.,till and neOIII&r7 parpoeea ot boldine and euba1d1a1'7 oorporatlone - 11t tot'th ln lorlt l .. ana, llodlrn Oorporatlon ana Pr1wate Propll'\7 (11~2). 
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•• 
n wo'ldl 'be a l:ulpJllr 10lutloa lr " 101&11 

leYlll ooeo .. tho4 or taslac 1atoroorporato 41'1'llon4o .atlb, 
la aolanplllhla« lo1lrabl1 objootl, 411 not poalllll oaao1 
whoro a alnor «ecroo or oo1'110rato CDIIPllaaUoa 11 _..14a'll1o. 
u alcM 1110 'be 14Ylaa'lllo '- olllllnato troa thlo actable 
hatloa 1ntor001'110rah 4lY14ea41 wboro tbo rooolY1JW 
oo.,..,rauoa hu aorol7 roaoonabl.7 ln'1'11tol a ourplul ln tho 
1todt or othn oorporatlono an4 bu a llllllll 1atoro1t wh1ab 
hao no real oontroll1ng power ln tho oorporatlon whooo atook 
11 own.4. 

Rt-tn'•tlog "-oouend.atlona ban to be YAI\It 
on thil pol nt , but oorta1nl.7 oortaln a1poote ot tbo problu 
IOIQ' bt O&n'I'Uiol &I t ollOWII 

(a) The pool1b111V ot tho olliii.Jiatlon ot t hl1 
tJpo ot double taxation nboro a eubi141GT oorporaUon 11 a 
M ttor of neondtJ or roC~Vlr•ent , u 1n tho ra1lroa4 O&IOI 
aenUonod. 

(b) !be pon1b111tJ ot tho o11111nat1on of th11 
type ot 4oublo tuation 1n oaoo1 1n lb 1oh a oorporaUon hu 
aorolJ aoro or loll t•porar11J lii'I'Oitol IJ1IJ'I)l uo aa abo'l'n. 

(a) !bo poeoiblllV ot at1ttanlnc tho taa ln oaooo 
of 1noxouaab1J -p11oatol oorporato atruoturoo nh11b b&Yo no 
rouonablo buaine11 purpo&o or t oun4atlon. 

w 
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'· "'"'• ... ,, ''''"''" ., .. 1Selp$t ., 

l,lelteSlene 11 Otrttla qwe IMtlon 110 wu 8Me4 •• tbe 
1no- \as otat"'" t.r u.o -.,,. Alit or 1131 to -t 
tho pou1b1lltT or .. 811 -Uou or -blo \uoo 'buo4 
..,... tho - 1t-. llll4or •u loot1oa lf thoro h a ao,o,.1 ... 
Uon UD4or tlw 1- tu laoo oPoo-at to....,.., 17, lNI, 
rol'llti.D& 111 aa lnaonohtont troataont or a prlor U• - oltllor 
u to U.. lbatlfleaUoa or tba taap""r or obon aa n• lo 
tuablo - thon ltlo 1toa aan bo oorrooto4 ~ tu1111 tho _, 
oorrootlT t.n4 allonlll a 4or1ololnoT uooo-nt or rotuna, 
oxoop~ thot no e4,JuotaODt oan bo 11041 tor Toaro pi'IYlouo to 
11132. 

ptew etg ao.. ot tbt wont Cirl>•• or lnoonellten., 
aro not oo ... ...a ~ ltlll lootlon. rho etatutt troato ot tho 
4ouble •llnyg of a 4et.tlon, but cloee not atteot the 4oubll 

rho olllot oaa.ploo ot tblo 
oatecor.r are 4e4uotlone tor eortbl••• 11ouritlea or b.4 4ebte. 
llolthor taxpiiQ'oro nor F"r-at oft1o1a1o t.r1 ontlrolT 
1nnooont ot 1noonohtont toott-.1 11111 roiU'41111 ouab 1toao. !ho 
conrnaont otton olalloo, aa4 froquontlT •Uh ouooo11, tll&t 
tho oto'* or bll4 41bt ol&l•4 ao a 4o4uot1on 'I>T the taap111or 

1. Ill pnort.llT IIIICillro -NT 1114 fl'll1nor, IOetlon 810 of tlw "-"""" ""' ot lillie, a l'alo L.J. -· '1111 (1115). 



•• 
utullr -.- -'lllell la a ,.ar prior to the taullla ,.ar 
anll alao prlor to the perlo4 wUhln wbleh retun4 olal• are 
poulble. 

file new atatute tllul 1a lnoondatent 1JI lta oon4-Uoa 
of lnoonala hnolaa. Ito«* loaua •ar not bl olal...S bJ tiM 
taxp•r bloauae of reuonabla 4cnabt u to tbe taoU, rdher 
than IUI1 oulpable necllpnoe on the tupqer•a ~~ aa4 lf 
the 4ebt or atos 11 tlnallJ haloS to ha•• beoolie worthlall ln 
an outla .. .s rear, then the ai'I'Or le lrretr1aYablr perpetuata4. 
!be •8Planat1ona offare4 1nforaa11r for thla lnooapletaneaa of 
S.oUon 820 are not llhollJ aaUafaotoi'J. It 11 atate4 that lf 
an a4Juataent ,." bare peraltta4, the atatuta of lla1tat1ona 
wou14 be YlrtuallJ abolllhe4. lilt at leut •••• pertalulYe 
11aoblna1'1 114':ht bl .. t up to pertalt the eo-1u1oner to 4o 
Juatloa ln th••• axolude4 ouaa. 

Ru tp1aUon saotlon 820 ahou14 be nten4e4 ao aa 
to gl•• 4laoratlon to t he Oom~~laaloner to allow a4J ua tllanta 
baolt to aoae appropriate date f or u ounta 'lhloh would other­
dee be ooapletelJ loat aa 4e4uotlona. Alao, the requlre11ent 
ln a.otlon 2:S ( It) that a 4ebt aaoertalned t o be worthlau 
11uat be 0 oharge4 off wlthln the pu.t>loular rear• ahoul4 be 
reiiiOYad froa the atatuta , anll tb la ellalnatlon lhovl4 bl M4a 
retronotlYe to the extant outllne4 abon. 
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• · b1•tl• 1M M tp le•'P" trp ytlne A pea' 
nu.ber of oppor\un1o Uo 4t oielono aa4o loT a bew1ld81'iJII YAr1at7 
ot •tnlotJ'aUn anA Ju41olal oftloialo !lao oo!lp1ttal7 oonf\lotd 
tbt *•1• t1al4 of tHMaoUona lmolYlJII aortsace4 propoi'\J . 
lblo ooatuo1oa lnY01na q•oU ono both u to tho raoopiaa'ble 
4ato of tho loao outfored 'b1 U.. aortppr or aortppo 0114 tbt 

1 nature of oudl loooeo (wllotllor oap1tal or oi'CI1nary). 
111upellen .,.,.. the aorti'III"M l-14• 1a aort!118e4 pro­

portr at a pr1ot *iab haQPtno to inolu4t 1nteraot aoor.-4 on 
tho IIOJ'\gago , tilt Iapre .. Court !lao 4to14a4 that tbt 1 1ntoraot• 
io oonetruoti•417 raoo1•ed an4 oonotit utoo taxable 1nooao to 
the mortf!~ee, ann though the fai r ll&l'ltet •alue of t he propertJ 
at the tiM of the oalt M1 ba•o 'been far leee than tht 'bi4 

2 prioe an4 the oortgll/l'te therefore bad &n aotual looo. on the 
other han4, 11 the propol'tJ 11 "od.untaril71 aon .. ytd b7 
the c:tortgaaor t o tho mortcareo in eat1otaot1on of the 4ebt 

• without the fO~&litJ Of A fOTOOlOtUI't, th! llorts~ee 10 not 
treated ,.. h&Ti~ raot1Ttd taxable 1nteroot unltu the fair 
sark• t •Alue of tht pr operty tranoferred it equal to t he prln-

~ 
o1pal dt'bt pluo lnteroot. 

1. lee ronorallJ Paul, Federal Inoo110 !u Probl .. t of Mortsanore and Mortgaaeeo, 48 Tale ~. 1~6 (19~). 
2. Ht1Hr1ng •· 1114111114 IIUtual Lift Ineur-• Oo., 300 o. a. 218 ( 19~?). 

~. llanbattOD llllt ual L1h Int. Co. , a'7 ftA 1061, 
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•• 
1M IO&r4 ,ot ~ Ap~ala baa hal4 that the .ncapr•a 

1oa1 on toreolOIIOI'& 11 realhe4 only when the re4upUon ~rlo4 1 
e:rpll'&l llllller loolll 1••· In Yin or the -roaraun lntl'&-
~•nar ot re&.aptlone, auoh a rulo le 4eo14e4lr arbltrarr. 
lloraoftr, 1t •-•e oollplloata4 q"' et1on1 obel'& the perlo4 
ot 1'&4Mptlon 11 dltterent wlth re1peot t o 4ltterent parU" 
ln tmore1t. It ooul4 be tar 80ra oo-lent, an4 .. rtalnlr 
80re ret.l.htlo, t o prcYlde that the l ou 11 re&llaad at laut u 
oo?n aa the toNolowre aale 000111'1· 

The natura or an:r l o .. aut tared b)" the part lea ( a1 to 
•nether an ol"dlii&JT or oapl tal loaa tor 1no001e t az purpo111) 
hae &lao ~en & tertlle t 1ald of dllagre ... nt. The Treaaurr 2 . 
regul&t lone pe,.lt the mortgagee to 4e4uot aa an crd lnar:r bad 
debt the uno~llectlble det1o1enoy upon a tol'&oloeure, to the 
extent t~t the -.rtgaga notea ha•e not been applied on the bld 
prloe. But the regulatlone &O on to prc•ide that whllre the 
oortga ·u bl da ln the pro~rl, he re&llnl a oaplhl gain or 
loa1 IMUured b7 the dltftran~ between the bld prloa and thl 
f&lr P'erket YUUe Of the property, U \1 &110 ruled b)' t h e 
Bureau Md the Board of TaxAppeall th& t uoapt •• to de-

1. J. O. Hanlna, M ITA IllS atf 'd Ill F( 24 ) ae• (OOA lith, lll37)1 Derby fta&ltr Co., ~II ITA ~~6. d1ao1aaa4 olthout opl nlon 1:2 r( ~d) 9911 ( OOA ath , 11137). 

2. Rag. 101, Art. 23 ( k)-~. 

.. 
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•• 
preolable PJ'Opertr a aelttl l oN oa-• ( &e " both ..nracor 
an4 .,rtcqee ) wbll'l pJ"Opertr 11 oon ... rl4 1n 11Uataonon ot 
the 4eM w1 ttlout a ttl'loloalll'l br 

1 
liable t or the • ortsll'l 4ebt, .. 

fllere ahowl4 outalnlJ be no tua!>ll pln m. the 
purobaae ot pJ"Opertr b1 the 10rt1-cee. Jor uou14 the 1011 

o t the IOI'tSISH upon I t oi'IOlOIVe, or the lOll ot eUher 
partr upon a 0 Yoluntll'1• oonY.,anoe ot the aort sas•d propert7 , 
be treatl4 ae a a.,ltal 1011. luoll a OOI,ftJ&nOe la not a 
• aale or excha~•· exoept 1n tllft •oot hahn1oal aenu ot the 
tar~; the part ies are ln the poe1t1on ot 4ebtor an4 01'141tor 
rather than f1t eeller an4 purahaaer. It lo a ae41nal Pll1 wlth 
wor4s to ,., that a t oreclo...,.e ella 11 1nYoluntiJ'7 but that a 
oonYfl7&noe un4er threat of t oreo1,.ul'l 11 • o1untuy, The 
•ortgagor 1a aqu1t7 11 ueuallr wboll7 worthl18o ln eltber oaee. 

OAl.ou~tlono ot gain or lou upon toreclooure rlllu 
further prob1e•- aa t o t h e •or t1as•e'e ocat baeta t or saln or 
lou upon I 1'1-oAl.e. The resulatlone now proYlde that the 
~ortsase•'• baa1a le the talr aarket •alue at the t1 .. ot t ore­
" looure (whlch h taken to be the b1d prl oe 1n the aboonoe ot ' . ol ear cont~IJ'7 ••ldenoe). Howe••r, oona14erable 4oubt baa been 

1. See t or all&lllple Bettr Bogera, et u ., ;,7 MA 11117, atf'd 10;, F(l!d) ?90 (CCI. ttb , lt;,t) , eert . 4en. Oot. '1. ltl!QI but eel 81n~h.- •· Ooam. , F(2d) (COA 2nd, Ju y 281 lt3D), 
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... , on tbe •&1141V ot .... repl•l•• • •• ''fl•pf WM1 
4Hlt1on. ftllt •pc•• Oowt•e retlleal lll that .... to •ee14er 
ra1r •Jbt Yal.. .. * quo\lOD or lllt .... ot 11100 .. .., •u 
tbat tba •ortl.,..'l 'bath 1o tba prloo 'llllob bo 'b14 at tba 

fOftOlOI\IJ"e, N..,..UIII Of aat.al "Y&l •• 

11 zn'tSlen 1'hllre ibo\114 at leu~ be .... 4 to 
lootlon 11? (ao wao 4ono 1n tbo oaoo or ...a.pUono o r oorporato 
bond.e) a J>I"O"r1a1on thAt neither a toreolo1ur1, nor a oon••1anoe 

ln lieu thereof, 11 to bt 4e9ae4 a eale or exohans• t or 

lnooeo t u ~"· 

Sueb • proY111on D1gllt .... •ro17 part or • pnoral 

reY1a1on ot leot1oD 117, 1n 10 tar ~• 1t r.latea t o tran.tert 
which are ••••ntlallr 1n•oluntary, euoh •• lo•••• on oorporate 
l1qu1datlona. 

6. bletlrw 'M M to Taptlgp pf M1Mftt the l up,-• 

1 
alimony dot e not oonetltute t&Xable 1noo• • to the 41•oroed wlte. 
!hie pr1nolple .bae been turther exten4e4 to ex••Pt tf'OII Lnoo• 

tax 111 tM hMh or tho Wlrt '"""' _ .. ,, proY14o4 ln U ou o r 
41root al1"117 -lltlf Uto ln- ,_ ,..., trua t o Nllalno 

tiJI&b1t to ltlo huot!an4 on * sroun4 that bo 1o reoo1Y1ng 1 ta 
ooono•1o bonot1t tbrouBb tho 41oobargo ot h1o l1Sal ob11gat1on 

2 
or olll)port. 

1. Oo\&14 ,., Oou14, 2-&0 U. S. 161 (1111?). 

2. Douslao ,., 'Ullouto, eee 11. 1. 1 ( 11136), 



11. 

Pt.t••'•a n liMo not ••• oo11oUhUonall7 ...... .., 

to oo nUn• vuu• U'l'oraeA wl'l'oo thb tNAklall o~Uoa troa 

1110- tu oUher ..,.a 411'o-' alS..OIU' JNIIIIOIItl Ill' - 418blbot­

U oao troa aa &1S..0117 tr'Qit 1ot ap b1 the h11Paft4, tho thoorr 

ot tho laproH Oourt la tho i!z111A ouo wu that &11110117 wu not 

lll~oao, but ratbor a tr0111t1r to hor ot 11plSal to t&ko tho pl100 

ot t'- 1vpport 'lbloh tho huaball4 woll14 lla'l'o rl '1'011 her 111 tiiS'IlJ'O 

,._ 1t tho parUo1 ~ oont111•d lhlns totothor. Bat llh1lo 

1t 11 truo Sbat tho 'l'aluo ot the npport r1n11 b7 a buaban4 so 

hl1 wlto 11 not tuablo to bar whllo tho partlo1 aro l1Ylnc 

together, thoro 10001 no ooncludu 11'0&1011 w!17 tho 1- •-ptlo11 

oboul4 bl granted to tho po011111&r7 nb1tltuto llhlob tho law vante 
t o the wlto upon her d1Yorco, an4 wblob llho 11 tNe to uao tor 

&117 purpou ohe duiru. 

Tho 1x11t1ne- trea-nt load1 to o11dl111 ooapllcat1ono 

and ocntrOYerllOI al to 'tlllo ehall be t&Ud 011 tho truot lnCOIM 

under Yarylns 10t1 of taota, u 11here tho huoband d1o1 botoro 

tho ox-nte but tho allOOIU' trust t rr bor bonotlt oont1nuoo, or 

wbore th• wlto wa1 t ho guilty party ln t ho dl'l'oroe proooodlns 

and ••1 not loga117 entitled to allaony, or llhore tho Y01'7 oroatlon 

ot tho al1•o111 tl'UOt ooaplotolr rellOYOI the hu1l!and undor local 

lao troa any further obllratlon to b1o ox-IPQUIO· A trploal ouo 
1 

in th lo tlold 11 now J)On41ng botoro tho luproao Court but lo 

1. Fltoh y, eo.., 103 F(24) '102 (004 tth, li5) oort. 
granted Oot. 11, lll3l. 
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11. 

111111kel7 U atfHI a eoapletl IOlUUAIII. tiM 11811lt1 .. If 
.,_ preeent .,It•, in tho fora ot unoertain~ IIIII of the heaY)' 
'bur4oll ot lUigaUon 11bioll U t11roe1 •- the oourt1, -• 
thall outeelsb itl u1eh, 11no1 taxllll t ho elf• rather than 
the hueb&n4 eoll14 •••• Ucth lf &117 bo1111o of ,.. .. n,., 

''MW:4'11op the 1Doo•• tu etatlJte aboul4 be uen4e4 
to tu t ho •1t• upon a11ao111 PQMntl or truet PQMnta ln Ueu of 
al1Joo111, an4 th~ huband ahoul4 be a11oeo4 to 414uot noll uoanta 
tro• h11 own tuable lno001o. 'l'ho r .. enuee ooul4 be 0001plotol7 
protoott4 b:r 1-11111 e. g1tt tu upon the creation of a11ao111 
truatll th la coul4 be e.oooapl1aho4 bJ 1naort1ng into tho gltt 
tax oootlono a proY1o1on the.t rolo&~o ot a&r1te.l rlghto to 
&l11110nJ ohoul4 not be oo no14orod e.n adoqu&te o onei4erat1on 1n 
aone:r or aoney'o worth tor a trane ter ot propertJ. 

The alimony o1tuat1on 11, ot oouroe, onl:r a oosaont ot tho 
ttlolo tleld ot ti'Uito oet up 'b:r e. huob&n4 tor eoabere ot hh taat]J . 
'llhoro ouch a truot 11 oot up tor a ch114 01' •1t• l1T1ft1 b&r­
aon1oul7 e1 til tho hueb&n4, tho oxla tlftl ouu ..,.. oo oontuoe4 
that one no •or ltno•• when the grantor e1ll be tuablo upon tho 
1nco=o AA4 ...,. n tho benot1o1arJ 'lho roee1Yol t ho 1nooae. Tbe 
aodol ot t ho &nglllh lno '~o tu law oortainl:r 4ololr'Yoo careful 
cone14orat1on hero; tho grantor alght be tuo4 b7 uprou 
etatutor:r pi'OY111Dn on tho 1nc0111 fro• &117 truet .. t uP tor a 
w1te 11Y1n;; •1 tb hla, or tor a a lnor ohU4, unlue a tull lito 
utato in tho 1noo,.. 11 ghon ln truat tor thl child rather than 



• 

a...,. to .. of,_.. It ••••• 4odrulo, •to ..., otaht077 
oobooo ooull 'bo ao4o a ppll.Ulo olllJ tor tho tlaturo, IIIII tho olA 
••- oollll roaa111 t or ouoo 111 wllloh albloiiJ' arronc-mo 

e. "''''• Lt• u '' aentw'at ,, rnM"-'' '' Qprpgrd• Rt•mn''"'PD' ftw Cllanller Ad, reoentl.1 pule4 
to olarU'7 aal •onl oorlalll por\lono ot a. NaUonal llanltrui'U'7 
Aot, oontalna a -lo lon that no 1110•• tas llulll bo 10Y1o4 
upon &117 releuo ot 1n4obto4nooo ooourrlng wllon a ... .....,. lo 
roorpnlaol ani rot11.,_4 w blloi.Mol un4or loet1on 77 8. A 
la!'£'1 roluoUon of fl&o4 1nlobto4nooo uual \7 oooura, llnoe that 
1a tho Yo1'7 purpoao of a oorporato roors&nlaaUon. !1\o Aot, 
however, goeo on to proY14o 1n lootlon 2?0 that tho ooat 'boola 
ot tho a .. ota ln tho bAnda ot the roorganllo4 c•panr ohall bo 
re4uco4 b7 t he tull 1111011nt ot tho 1n4obtlo4nou oanoallod or 
ro4uoo4. 'fhlo aw .. plns lnoo• tas proYlalon eropt 1n alaoot 
1n tho ot111 ot tllo n1gbt, tllrouflh the .Ju41clAI'J' Oo-lttoo 
rather than tho 11&7• ani lloano Oooamlttot. 

Dlenetlop 

talr 011 lto taoe, loauo tho o1hatlon wor .. than lt ••• betcro 
tho attHptod ,..._.,, In40)101111entl7 ot Ullo otatuto, tho oor­
porauon ...,ull 'bo tasod ao haYing rooo1Ye4 lnooao oftl7 ln tho 

1. Pub. No. 808, 7Bth Oonr., 3r4 loao., o.l7& (ltll). 



, 

u. 
l ...,..,.t • etc u 11 lett ""., .., .rtlr•U•• • ...,.lao. "'• 

ClbaiiCer Aat, b-, -- to ba•• tM ottoot ot !Jopeolq 
a 4eror1'M 1- tu (thJ"OIIIIII a bao1o ..euotlon) oa tM 'lllolo 
__ , ot 1 .... 1>\ ....... •-Ue4, ••• -· oll17 a part or 
tho oonoellatlon would Mn bMn tuablo to the oorporatlon 
un4or pnor&l 1- tu pr1ft01ploo. 

Thuo, a oorporatlon with a debt or tl,OOO,ooo an4 uooto 
or eeoo.ooo whldl ........ a • 11100,000 reduotlon of lto 411>\, 
would, Wl4or gonor&l 1nooao taa prlnolploo, not 1>1 tlllll>lo upon 
tho t1rot 8200,000 ot tho o""oollatlon, olnoo tbat would ••rol7 
loaYO tho aoooto and 4obto o:u.otl7 equal. Oftl7 tho NBainlng 
$~,000 would bo taxable. Un4or tho Chandler Aot, how ... or, 
the whole t600,000 sou to re4uoo tho ooot bAOll of tho 
oocpan,'a ••••t• tor dtpreotatlon purpoaes ~nd to~ ooeputlng saln 
or 1011 upon oubooquont 41opoo1t1on. 

Rtpopaep4&t1gn The J)I'OY111on• ot the CJ\andler Act 
~ ' rolat1~ to Inc- ta.x IH::l cut or l)laeo, M4 alfll\t 1>1 t,.,o-

torre4 to the lleYonue Oodo, with a ol .. r proY1o1on that ooot 
baelo ehoul4 bo .,.....,e4 •1117 to tho extent th&t tho ocrpor atlon 
would h""' I'IOOl•ed taxable lnoOM exoopt tor tho otatutorr 
oDl!lJ)tlon. Section ll3(b)(J) or tho Oodo atrordo a pl'loe4ont 

1. Lakolanl Grocorr Oc., :1& II! A 2811. i'Yon thlo rulo hao ito qualltloatlono. a ... eral to""o of roleuo fro8 1114o*<!nooo do not oonetltuto taxable lnooo• rogar41uo or oobenoJ. 7h1lo the oanooll&­Uon or a debt owed • a ...-poratloa to ono or lte otoolitl014ero lo or41nar117 t .... ated not &I ln-•b but u a oontrtbuUon to tho oapltal. of the oorporatlon. !log. 1 1, Art. U(a)-14. 
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11. 

beN, &lU.0\11111 ..... t h "' leoUoa 1a -•• u'btpcn• la Uo 
pb-loG'· 

... 

fber. -• no reaeon lb7 a etaU.r t.-.a-at ..,.,.14 ne\ 
'be o>r\enclo4 11o tn41•14u&lo. la\ondon or ro-a4J•taoat -aonte 
oUh ~tore, o t tbe Vpo hiN 1Jnool1'04, .... r.&ll7 114JU-a\l 
ot "'''11 N\twr than U. o"atloD o t 1noo.e 1n the or41R&JT 
ooneo o t the '""· 

'1. gteslw La• y tp AtP•rte.l•as ot iern'•• qr 
Prptlt e Ayellablt tgr Cprpprttt ptetrl)vllope The tnooat Sax 
otatuto 4ot1ooe a 41•14on4 ao &IU' 41otr 11:NUon out ot 'oamlnso o r 
prot ltt. • 'l"bt t•~ •ea.rn1nge or protlt•• lnolud11 •ant 1t••• 
ot nof\-taxablt tnco&t, tueh .., interttt on IOYtrNMnS bon48. 
an4 ct1•il1enda ot doatt S1o oorporatlona. lulaeroa que ttlone baTt 
ar1aon ao to who thor port1oular reooipto ohiOh would othoTwioo 
M taxable 1noore , but whlob haYt bttn acoardt4 a ttAtus~..,. 

••••ptton, ~ •earnln,e or protlta• 10 ~t d1ttr1but1on t here­
f ro• to tho oh&r.holdoro oou14 bo tax&'bh to tho•. 

For oxuplo, proport7 .., 'be acqui.-.d b7 a oor­
poraUon 1n the cour1t ot a tu·tre• reol"ganisat1on. Ooa­
P&tll' A, havirc prooort7 tor ohioh it paid 81, 000, but 

ohloll hao rhon ln nluo to n,ooo,ooo, ""7 tranotor , .. 
proport7 to 00t11WQ' I in rot\.IJ'JI tor tha lattor ' o otoot. 
A t1a11 ar gain a.tr, ot oour .. , kr1ee on an eaob~ ot lltoek 
tor otoolt. n hao boon bol4 b7 tbe Board an4 tho oourte 
that ooch a pin, tho~ it 1o not roool!ftloo4 ao tax&'blo 
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111. 

to tM e•PIUU' 4ue to tllo NOJ'IIIII'Ila&Uoa prow111oae, n..,.~ 

tMl .. e, lnoreuoo tho oamlll&e or protUo ot U111 traae-
1 

torrlft! eaiNUQ' aYallabla tfll' taxable 411trlln1Uon. 

J'vth-ro, at lout ono oourt hoe ln4loata4 
• that a MN rl .. lll YOlue ot proport7 bol d 'b7 the •-

1 
oaePAft7 • AT o~notltato oarntngo or protlto, altbougb un-
reallaoc!. lnore•nt hu 110'101' ~on oonl14oN4 taablo lnooH. 

Plt••lpp c •••• llke r. l. XOWB gpmorallgg 

lgnore the baole thOOI'J' und.orl7lng tho non-rooosnlt1on ot 

galn ln roorganlaatlon tranoaotlono. lootlon 111( <>) 

pro•l4ur 1 ln tbo ouo ot a aalo or oxo~~an«e, the extent 

to wblah tho galn or loee 4etorm1no4 und.or thlo oootlon 

ohall be rooognl&oc!. t or the purpoooo ot thlo ti tle, ohall 

be 4oterml noc!. under tho proYlelono ot oootlon 112.• 

The worc!.o •tor tho purpoooo ot thlo t1tlo1 ooea t o coapel 

the conoluolon that the ex.eptl on troa non-recognition tor 

lnooae tax,ourpoooo appl l oo oquall7 to the 4otormlnatlon ot 

oarnldgo or protlto. A oorrolation bot,.en theoe two oon­

cepte is esoentlal lt we are to aohi eYe tho obJootlYO ot tho 

roorgani&ation .. otlone, and it we are to aYo14 extrea~~l7 

r • 
• 1. r. J. roung Oorpo ... u , n, ~ lirA eeo, atr•a lOll 

f(l!4) lll? ICCA ll!'c!., llllliiJ; lulan T. rroolaan, llll BU ~. 
cl loa1aoa4 wl thout opinion CCA 2n4, ll!'c!., 111~. 

2. Blnael •· eo-., 15 f (l!4) 11811 (OOA 2n4, 111~) oort . c!.on . 2118 u.s. 8711 (lell8). 
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1? • 

• 
41ttloult pro'bl•• or ~lDl•tratl oa &1111 or 'boolllteeplq 

' tor tu: J>III"POI... !'be 4ee11lon• ,..feM'M to .,.. &110 •n-
1 

ti'U'7 to Uw h'IU•I'J' ' • own our,..!!& lMoae tu 1'1CU1at1o111. 

•• srt·tt•P 
DUe U perfHtlT 111&1' ~t 111U'111JIIII 01' J)I'Oflt1 1 .,.. 

not lnoreu.C dtlwr 'b7 appreolaUon, or deo,..a•l4 '117 
4eJ)"'ola tlon ln •alue, or lnoreue4 '117 &n7 reoelpt1 ren4e,..4 

tu-fl'ee '117 the reorganlaatlon pro•1•1onl. 

a. lltettw Ltr y to ,,,,tlon ot Rn4letr1tpptt4 

Protlte Dtepltt Ilahwnt 9( Cap11&1 tbo\llh eJrp1rlnc 

at ths en4 o f the ourrent ,...,., the un411tl'1'bu te4 protlte 

tu etl ll 1eaYel a large nua'ber or oontroure1e • arlllftl 

wi th reapeot to 1ar111r 71ara elnoe 1~38. Reller f rom 

th1e tax ••• aocol'ded to 1noolnnt ooapanl11 an4 

to OOIIJ>&n1e• 1n reoe1Yereh1p. Howner, -panlee whloh . 
ha4 tUt l.llpalred oa .,ttal etruot~re, 'but 'lllloh ha4 eoaellow 

!i...,..ged to etq out ot 'bankruptt17 or ,..oelureh l p, ..,.. 

g1Yen no elmllar relief, eYen thousl> thi7WI'I e qual\7 

unable under loo&l law to dletrl'bute &n7 d1Ylden4e. Tbe 

charter or euoh a oorporatlon ••• held not to b e a oontraot 

1. Rec. 101, Art. 116-3. Por a 1101'1 - pllh ar1Uo1n 
ot 1heee ... ea - Paul Aaoertal•ant of • larnlnce or Pro­tlta' for the l'lll'po1e o~ lletftll1nlng fu:ab111tl' of Corporate 
Db tr1'buU oneL inolude4 1n le1aote4 ltu41u in F14eral f u:a­
t1on, Second seriel, P• lt~ (1838). 



.. 

pyweltp !beN h oU11 no authorUoUft 4aol.8lon 
upbol4lns tbo ,.~,., , or OofWNOI \o tu u 11114lotrlbuto4 piDtUo 
omlJICo tho 4latl'lbuUOII or whlob l.o rorbW.n bJ o\oto 
law. !be r~t to tu lD ouoll ..... will - 'Da l>l.T be uphold, 
but ovoh a oonnt ot betwoon national 1114 looal otatutoo 11 
oortalnl.T 1nn;po4lolrt. It woo otton not toull>lo, 4ue t o 
llllltaUono or t~ o,_t'D t la umrll ll.nsnooo or PNfor.-4 

o1'141toro, t or -l>&n1•• w11tl 18J11l1'14 oapltol to wrlto 
down tholr oqltol ot .... otu.. ln ol'4or to 4latrl'Duto tbo 
o"""nt ovnl nco. fllerotcro, oud> OOI'pOraUono 11'1 praatlaoll.7 
1n the , ... poeltlon •• oorporatl one in r-eot 1Ytrth.lp or 
l><lnlmtpta7, - oboulcl be SiYOn tho ._. rtl1or. Oth-loo, 
tla YOI'J oorporaUono l out able to pq 41Y14ondt aro roroo4 
to pq tho sroatut un41a trlbutod prot1 to t u. 

B1oqaetp4atlqn I t lt 11 4eeaed 1na4v1a&ble re~ro­
a ot1••17 to r.oeapt derlolt oorporoll ono f ro• t ho uncl1ttr1buto4 
protlte evr tax to the •1tent ot tht1r oaplt&l 1apa1zaent, 
then th.r oho\lld bo l ou t bo SlYOII Ulo fanro4 troa-nt or • 
flAt tax at A rate 1Ubttant 1&ll7 below the •••raa• etteot1•• 
undlttrlbutod protlto tax rato. 

1. Rog. 84, Art . 2a-e. 
2. Orano-.lohnoan Oo, y, 0.... , 106 J'(N) 740 (COA 8th, 18:!11). 
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10. 

8. h!etly LMr M " r•••Ml BolllM CP'R'P! te 

hae ~..a - .,..,...,.&1 hol41• - p•loo • a tu """ 
oaounttns to $t,f on tho tlPOt ts,ooo ot un41otr1-.tt4 tn .... , 

&114 a tu of ~ on tho r oll&lnlnc uft41o t71bute4 11\10111. ..,_ 

tton 400(a) &llowo ouch -panloo tho 4o4uet1on ot 4h14oft4o 

pa14. !'he current act, bown-er, 4enlee to evob eo.,..nlte 

tho benotlt ct tbe capital lou proY1t1ono whlob Will 

be a•alla.blt to oth.tro oorpor-at1one btR1nn1ng next. year, 

and alto purport• to deny thea the btnetlt or the oarrr-o•er 

of •t lo••••· 

D1tCUII1on Ae a reeult ot the abo•e pro•lelona, 
many pereonal holding oompanl ee art being epanked muoh more 
oer1ouol1 tban Congrooo pro~abl7 1ntoft4o4. Thlo to oopoo1al17 

tru• in the oue ot oorporatione which ha•• ournnt taxable in­

coat but tblctl han no tuntnge or protlte •••llablt tor 41T1-

dtn4 41etrlbut1on, d thtr t1'0• the ourrtnt rear or tr'~ paat 

yeara. Th1e e1tuAt1on it poealbl• whe~ the oo ~orAtion 
hae non-·dtduatlblt oaplt&l lo.eet, or other non-allowable 

tZJ>tN•a or lo.•••• ,whloh •lalnate •earnlnr• or pNtlte• 
within tho toobnloal •oanlnt; ot that pb,....o but loan 

1 
ourzoent tAXAble 1noo11e. 

1. SOl Fo1o7 lloourltloo Co. •· Coe., F(Hl 
(CCA 8U. 19~9). l!o,.. tho .,.,...n&l hol41ftlf oo•- ho4 a 10~ profit of )49,000. HoooYO~, lt h&4 a 4ot1o1t ot a.••t t23,000 

(oont1nu.4 o n t olloo1nr paco) 



10. 

llllder tile tlllllliiC 1a noll a .. .,....auoa IIIIF 'lie 
,...,11 at &IOIII'talaa"~ .,... ot U• "" 111-•· n -
.. t - thlll tu, 111111 - lt 1t &lotrl'IIOIIhl U -

1 11et 'lie a tua'ble 4lYl4e114 "'••• 110t out et •eanl ... or protl\11, u4 tb.,..tore -..14 •t enU\11 tile MPPOPatloll \0 a 41Yl4eft4.­
pa14 ...alt. ... - tlt.e tu"' •• ..,.. ti>JoonP tbe ....... ,. 2 ot a ooueat 41Y14ell41 ore4UJ the 111tentlon of ~·•· 
ao .... &let 1n tile 11111111U .. ..,.,n, u4 111 ta.. -..at 
reCU].aUon1, wu that aulll a -41t oolll4 'be obtallle4 onlT to 
til• 1xt111t tbat a 4b.l4t114e ~~&14 o...Ut '00111.4 .... , 'Non 
pooolb1e 1t t he Mtual ouh luo4 'beta 411trl'bute4, whllll •au 
that th e MOuat ot tlla ore41t 11 11111te4 br the -unt ot 

(o•nUnw4 tree p.,..lou -~ at tho bog1nn1ns of tho •- rear. It 41otr1butl4 &p""'ltl-te~ t112,000 to 110- till poraonal. hol.UJII -117 aartu. !No to thl prior 41tlo1t, lt waa hl14 lho.t thll t1r1t t23l 000 11&4 to bo uae4 to ael<o up that ... Wit, aa4 the 411tr1but on to thh utent wu a reture o f oapUal, 11ot Uabll t o tho ohare­llo141rt an4 •t ••llablo tor •• '" a 41•141nh ort41t. Tille probloa 4ou not 111lot .-r the ao" 111111 103&, o1noe lootloa lla(a) now 4et1noe '41•14ta4• to aean a 41atr1but1on out ot eit her earn1nro or prot1ta aooualllat14 o1noe 11113 o r eur?ent earnlql or protlta et the t..obll 7a&r w1 thoat ......,.. \0 till lllletea11 et ._late& aarn1nr• · ftlat 11, o1110e 1113& " 41•14- r ... ,,.... .. , prot u, '011114 bo taab1o 'llle 411trll>att4, IYift _..., thlro 11 a 4et1olt,_ a .a o\Mih a 41•14- •00114 bo 4...,ot1't>le '111 till eorporaUon. The pro~1•• t rp1t1e4 b1 tho Fo1ar .... ot111 a&1 arloe, booeYir, wllort tlw •- hao ,_.,.,. tuable 111- 'ht ao a&rn11lP or prot1to olthlr tro1 the _,..."' Tl&r or prior 11&1'1 o1a11 11113. 

1. lee Inhmal Ill•.,.,. Ge4e, lee. 111(&) 4tt1nlll« a 41Y14en4. 

2. 111 Internal .... ,.. Co41 , llo. •· 



11· 
1 

o.rnl-so or proflto .roll&blo. eron ..-ploto 1lqwl4atloa -..1& • 
pooo1~17 not oorn to ... ..,. tho otralt Jaoii:U J IYift horo tho 

I 
d1n4on4a ,..u ...at\ •lcb' 'Ill uauo&. 

lep ''llp If 1t 1.1 &Mae& l8&4Yle&bl1 to 

IDIOI>t r..... ... poroonal loo.14111C .. ,..., ••tu OOI'!>OraUou oUII 
"" cn&PI'IIIt ~· puJ -~-s• .., protno, tllon aa alt-u .. 
• ,..,..,, ... wold« bo to oz\on4 tllo oo11oont 41•14n4o 01'141\ 

to ouell poroonal loo141-s --111 for -to wht• tho ollaro­
ho14oro lno1u4o 1a tllolr 1n41YldD&l retorno, •••a \holllll ouell 
·••u.ato wol>l.O not bno boon tau.blo u dbtoon4o 1t ootu117 
41otrlbuto4. 

10. £I1•t1p Ltt M tp , •• lM4J.MSI tlw sen•Nl 
J•41olal dootrlno of DJ h41Mh, ,..,17 tb prlDolplo 
that 1uuoo or taot or of lop]. r1~h 4otoro1no4 in ono 
oun oaMOt thoroaf\or bo ,.._Utlgato4, 1o a opllo4 bJ tho 3 
co~t• 1n taz oont~tralea. ~ 4ootr1n~ ln~olTe• aptolal 

1. Y&To and l:oano Co:aU too Report So. taeo
1 

?tltll Onq., 3r4 ...... pp.24-2& (1~38); ~~- 101, Art. 2~(0)- • 
2. Slo Oaoton ol Oo., 3D lit A 840, 1nY01•1n& Bootlon :161 or tho 10~ Aot an& bol4111C that a Uquldatlon 41otrlbutlon, not bolns tuab1o to tho •rollol4oro UOOJ>t to thl '"''"' that it ozooo4o<l tboir bull, oould not bo do<luotod bJ tho oorporat1on in ... 9ut1ng tho poroonal bol4\ng ooopany tax. Un4tr prtaent law, how ... r, 1t 11 po11lblt to •bta1n a 41Y10on4a paid o...Ut tor ... , llqu14aUon 41otrlbutlono : bf. 101, Art. 2'7(C)-l, 

3. hit •· •••torn ll...,.lall4 IIJ. Oo. lit u. a. 110 ( 1~33) 41oouuo4 ln Paul, Bolooto<l lt•41oo ln r~oral fuatlon .... ;.& lerloo, pp. 10., toe ( 1~38); Orlo•o14, ~~ Jlllloata ln h4;ra1 fas Ouoo, 4e lalo L.J. 1~1!1) (lU?). 
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... 
qiiiiUODo wUII N\&UoD to tho 1no- tu fop t .. NUOn 

tl>at t~ 1100oao tu 1'"'o1Yoo u- ovob •• ,,..., 1-, de­

PN01aUon ... IIAJI7 ot~N obloll NOir anmaal.l7 7KJ' al'tor 

7t1&r1 oauetnc eaob Te&r'e tax U&bl U t7 to oonetltute a 

411feNill oav11 fit anton. 

Ao appl1e4 to tu ouoo t h o 4ootr1no 11 tllrtber eo­

pl1 .. te4 b7 tho tut tl>at tu oulto • 11 tO!Ittluo bo brought 

&«&ina \ tht Oalltptgr g r Internal BIJfOUI a.n4 eo•t,Utte &!Unet 

t he Qpllletlpper or ~alnet the Dnltt4 ltttte. On th la polnt 

tho law ••1 be ouo~1&o4 b7 otatlnr t~t 4oo1t1ont 1n tho 

oaeta lnYol•lnr the Onltt4 ltatte or the Opotleelpp•r •• a 

part:r a., be ~ 1u41stta u t o later aotlona 1nxolY1ng t he 

Oolltft gr. tlbtrtaa \ be oonYer •e or thl e propoal t1on 1e not 

trut. 

plegueelpn !he &pplloatlon Ot 4JJ 1u41 cata CAUIII 

eoae at artl&ns l natanoes or Eart7T4oa ae taz law progreaaea 

an4 ohanpo. Cena14or t he pli ght ot tbt unbopp7 lluoband 1n l!!l-
2 

xerlot= r. Brooke. The 81oond 01rou1t C~urt ot Appeale in th1e 

oaat held that a oertaln hu aband Who h.a4 created a.n &llDIOn7 

truet ln bthalt or hle 41Yoroe4 wlte ••• taxabl4 on the truat 

lnoo•o upon tho ground tilt tho lno omo operate« t o 41oo~ 

hit let"al Ol'li«atlon to•ar41 tht IX-Ipo\lte. leYtral 7'l&rl 

later ( lon1r Attor tho u .. tor anr 41reot a~peal 1n tlw JE2gU 

1. Ot. ll&nkoro Pooohontu 0.1 Co. "• 
aoe ! 11132) an4 rau Y ... ,,,..., •IP71an4 l'lr· 
ItO 11~). 

2. 81 P( 24) 1?3 (CCA tn4, ltlal). 

lurnt!._287 u.a. 
c •.• ~ o.a. 

• 



u. 

- bat u,snt) the •- Cll'e••U Oow\ o t Appoala ln a 4lttol'-1 
ont ouo, l n't'OlYlllfl' a aubetantlall:r l4onUoal all•n:r truat 

hol4 that tho h•ban& wu not tual>l o ani •-ual;r "'""" 
rulo4 lla prlOI" 4oolalon 1n U. llaW ouo. .....'"'he-
1•••• 'beoau11 ot the oper-atlon ot a.a hfllete, Wr. Brooke 
auat apparontl;r aont1nua to pa:r lnoo .. ta.oa upon tbe tru.t 
lnoo. 10 lo,_ u the tru.t en4urea. M .-rt"Ol" haa been per­
petuated which neither tbl Court, nor the tu~r, nor the 
s orornment oan do antth1ng to allo¥1ata. 

!he 4ootrlne baa t\lrtblr ooapl1oat1one ln tax oae•• 
duo to tho e:rot• ot lupreae C~urt oort1orarl. Tho United 
IStHtee ISupr••• Court rarelr granta aerttorarl ln tu oae11 un-
1••• the lower oourta ar-e lo o ontll.o \ ; bu.t:"'--oont11ot aq 4•­
•olop on}T otter It 1o too l.Ato t or tho orlii.Jial t_.r to 
pet1t1on tor oortlorarl. n.. purpoaoa or tho 4ootr1no or 1:11 
tp;4lp&t•, na .. l.J", t-o l•••• n 11t:tcat1on 11, ot oourae, a •OJ"tb.r 
obl.ctt•e, but aa applied to tu oa••• \ltwler our 17 1ta ot 
oourtw, the obJeot1••• ot the 4ootr1na are defeated 1netea4 
ot aohleYed. In oaaae deo~ed a4•eraalr to the ~tloUlar 
lltlrJ&nt, whether r.»• ernaeftt or t &S'I)qer, "en annue ot &.,peal 

~ auat be • Xh•uet ed, howe•er .. all th• ..aunt 1ftYol•e4, atnoe 
•'honrioo tho orlg1nal doololon W1 11 rooult I n a b1n41n& ad­

Jud1caU.on •hlob ca.r be oonoluet•• u to al' f"utu:re tu U­
abllltloo rolat1rus t o tho •- lt ... 

.. 

"" - -~ 



• 

• 

•a •"''' fte eal1tlnc 41et1notloa Mtwen 
ouUo la'ftllYlllr tile lht1te4 Ita, .. , tho o-loo1oMr &114 tllo 

Oollootor lo 11~17 U'tlt1o1al, - tboro lo DO ,..._ 

'0111 all tu ooUo &114 pro•e41oco abolllt aot " re<~ulro4 to 
M broupt acal,.t tllo OnUo4 ltatoo, tbo real part7 ln 1n· 

I' &1.10 n.-4 not be too loo•• a re•cl7 to authorl&t 
tho oourto ar4 tho Boar4 of Tu Appe&lo to rolu tho rule ot 

II& ty41gatt ln •erltorl~ue 01111 upon a ahowtng ot a441ttonal 
or 41ttlrent taota ln the eube.equent 71&1" or upon a ahowtns 
that tbo rulot ot law •• announoo4 b7 tho oourto b.uo al\&nge4 
oinu tho prior dottminaUon. 'fh1o can be ,.ooowpl1obo4 

prooo4urall1 'b7 poJWlttlng .. uono to o trllto out ploo41nco on 
the SJ"'lmd that 1U 1u41gata ApJ)ll&l An4 P*,_1 ttlns noh DO­

tiona to bo 4otor4o4 on tho lfi'OWIIS ot lld41t1on&l or 41ttoront 
f~ote or & ntw'.ult of law. 

11. hlftlnr 1M •• tq emu tor l>eptp4tnt•· !ht 

oxlat~llfl law I:'I'Alltlnt! a $400 -lilt tor 4o"ndonto bao Mon 
stAted ln t he aoooe.pan.rtn& NC!Ort\l'Jdu::. Thla credit tor de­
pendente now pro.-14td b7 the at~ttute oe•••• whe11 the 4tpenden.t 

roaoh•o t h• act of 18 roaro, unlooo tho 4opon4o:'lt 1t !'b1tioaUT 
lncap&blo ot oolt oupport. 

papueelon Tbe aoooapanrtn« ••~rcn4u. •UC~Itt 
an tllo1nation •t th o 4ioori~1nation inYOlYOd in tho tao\ that 

tuparoro 1n tho hl&b t-rll<lkote roooln .. ,.. tu: ~a•illl than 



•• 
tl'o .. 1D U.o 1e .. r -ll:oto. oe \be otMr haa4, ~ ..Ut 

t(lf' 4opell4onh 1o 11la4eqllAh in U.o& 1t otopo, &o 1n418ate4 

abO"• at tho ..,. ot 11 r u N . tbh 1a lllout tba eo1J..ce 

ontulns ac• eon ln aan:r t•Uha 4opon4onta beooeo 110at u­

pona1Yo an4 U. o...Ut tor 4oponhnto h IDOot nee4o4.. 

R•oo••!!4etl on AaoUDlng tho 41aor1m1nat1on in-

volvltd in the orod1t 1e el1alnl\ttd, it 1o worth oerloua oon­

oidorntlon whet her the maxl muc ago ot 18 ahould not be Uttod 

to 21 yoaro, the etandard age or attalnlnc maJoritr. 

12. Matins Lo• U to Pereontl Mt41~&1 im'MII 

'l'bt pruent etatute exproaol1 dlo&llowe all peraonal U n ng 
l 

uponeu an4 title dtoallowanot 1nolll4u an:t aaount expon4od 

tar ae41o&l aol"'f'1ou. 

p1aguee1on It would be wholl1 logical and t&lr to 

allow taxpayers some deduot l on tor expeneoa 1nourrod 1n proteot­

lng th•lr own honlth - their ohlot inoomo-produo1ng oapital 

a otot. It 11 plainly l neonoletont to permit & r armor to 

dltduot tho exponoo ot Yeterlnar.\an otrvlct t o hlo oat tle, but 

not t o deduot medioal exponeoo BAde to proteot tho heRlt h ot 

hlneolr And hlo t~117. ~ doduotlon bore would onoour aae t ho 

obtaln\n(; ot aderuato •dlo&l attonUon b)' taxpiQ'ore l n the 

lowor•<>iddlo lncoco braoltote. M experlaont ln porslttln£ tiUoh 

a deduction hae Yorll:od ouoouetullr un4or eon ot the otAto in-• 

1. Internal ftO Yonuo Oodo, Soo. 24(a )(l). 



' 

H. 

tu \&We. 

8 ! J4tt1pn • aazi.ua 4e4uet1on or perbapa 

tlOO a )'OU' obCN14 be allowed tor •ed1pal or dontal oxpenooo 

pald b)' Ulo tUJ>&7or on beb.U ot b l .. ol t or A D)' •-• .. ot 

blo tall)'. 

om :y 

13. Cz1ot1DQ LA• oa to Q1ttt lp Tru•t Saett on 60&( a) 

ot tho 1938 law -ndod Sootlon D04 (b) or Ulo 1932 law b7 

pro•141ng that tbe $4 ,000 annual •~oluolon allowed sonorallT 

tor Sift taK purpoooo shall no t appl7 to Slfto ln truot. 

p1a aute1on Tbia ..andAent waa 1naerte4 to reae¢1 

ttM tYll ot oreatlng s n\JI:ber ot truttll t or the • •• bent­

t 1o1Af'7 ln o rder to aeoure the bftn,.t1t of •ort than one ex ... 

oluelon. The oal.eulat!on ot t!le es:olua1on ln thle e1tuat1on 

hat b4tn t he eubjeot of a 41tferenoe ot oplnton bet .. en the 

Board ot fAx Apoeals And the courts; tho oourta have t1na.l..l7 
1 

hold un4or tho J.A•• prior to 1932 that tha benot lolarloo 

are the true donee~ rather t han the truat111, an4 therefore 

the tu a•Ot4NIC8 11h1oh the 19~ uend.cent waa aealgned to 

pronnt hao proYin 1Uueorr. At aey J'at~ the remedy o4opto4 

In the a ot ••unto to bUJOnlns do on tho houoe to dootro7 

the rate. trueta tor clnor Cb1ld~•n an4 other •••b•~• or the 

t&aUJ' &rl A Ullt'Ul IOCb.l 4 .1Y10it and 1t l l t•l unw111 t o 

C1Yo ~~ .. a virtual doath blow ~ o.-plotel)' ro•OY1ng the 

uapUon. 

1. Wel~ Y, DaYldeon 102 1 (24) 100 (OOA 1at, 18~)1 
llholnetro• y , eo-., 106 riM! a.e (COA lth, lt~8), 

.. 



27. 

Ita !!ld19D ft.t t4,000 ptt tu ne1aloa 
lboul4 be rutore4 to slth .... bJ' ..., ot t""'t, with the 
l1JoUaUo11 t'hat 01111 oae trwt ellou14 be t'I001ftlao4 tor eub 
benet1o111'J' 111 •-Uns t'ha tu. !he exo1uelon, ln other 
wor<le, lboul4 be 111 &11 ouee 4Pte,..1no4 -1'41111 to t'ha 
,.ber ot beMtlol&l'lll l'lt'har than the n•ber ot tru.te. It 
Oftl III01UI1011 11 Olal•P4 W1tll l'llpPOt to A 11ft 111 trupt 
tor a oertaln beMt10111'J', no a441 Uonal nolue1on eboul4 be 
allowed 1n tile IMP J'O&I' tor a gltt aa4P 41reot1J' to tile ••• 
benot1o111'J'. 

14. IJ1•t1DC Lf! '' to tltt Ttl op Ttnanolta bz the 
IQUrtlT. 'rhl eldoUIIg rtiJUla t1 ODP unde r the 11ft tax pro­
Y14P that it a llueban4 purohaePP property an4 oaaeo title to 
be oonftJ'I4 to hl .. elt an4 h1o wit• 11 tenante b7 the enUr1t7, 
t b•n the t ranoaot1on ...,Illite to a tuable gln to the wife, 

oondetlng of the ""'"' ot bar 1nterppt 111 the propert7. 
1 

Thle poe1t1on hae been upheld by the oourte. ROWiftr, the 
11tat1 tax law prcw14ee that • pon the death ot the hulban4 1n 
ouoh a o1tuat1on, the whole YalUI 

olu41b1o 1n h lP eetat1 tor eetate 

ot the propert7 
2 

tU J)UI'J)OIII, 

11 111-

D1•ft!•1pp The abon trtat .. nt .. an. that tho 
lftYim .. nt 1noono1otlnt11 trtate eu ctl a oonn7ano1 11 a --

1. 1.1117 "· S&111!1 116 )'( 24) ~l (CCI. ?til, 111:11) oert. den. 30& 0.1. 606 (11131). 

a. s ... 302 (e). 



ea. 

l'1~e4 ,....,,,.,. 111 •• otto hr stn tu I'Wl'IOoo, wt Uo-
' ,..pre. t~ tNMfll' tn oototo tu: ,..._oo. !bot trlft \u: 

ru1o, .. ,..nor, lllorolwo oonol4oN)1o cSlttllul tloo or .,al,._ 
1111 ~ w1to • 1 f1«1lt to \111 Jolnt •o of tbl l'l'll'lr\7 tor llfo 
an4 hor -tlapat rlcllt to )1...,.. oolo owner of tho ,...,.r\7 
ln ouo oho ,..,..,lwo tho ~obtulcl; &n4 1t II l'OIIlble that ,.._ 
t11104 41otlnotloao aq ho" to bo 4J'awn -41118 t o tho 
uaot l egal ,.l~to 11hlab tho 1•• or tho 'ji&J'tloular looallt7 
1 1n1 t o tho wlto II 0 .. of tbl Joint OWIIIJ'I• 

11noo tho ootato tax an4 s ltt tu • • ,.. 011&1'17 clo-
1 ol&no4 u ouppl-nt&r7 to orw anothwr, tho sttt tu oboul4 

not bo l ntorpHto4 aa oonrtnc t....,,,,,.. 11111oh .,.. •J~Pl1o1tl7 
ooftro4 b7 tho ootate tu:. 'l'bo .. ,., olsnUloant ohltt of 
ooono•lo lnt ol"loh ooouro at tho huob&n4 'o « oath; .. 4 boN, 
ao eloowhoro, tho l~oltlon ot tnx oboul4 bo la14 ~~~ 
eoonom1o roal lt1oo rather t han art1tlo1al l osnl toohn1oa11t1oo. 
'fho gltt t ax upon the tTPI of tranofor ln q1111tlon woul4, of 
oouroo, bo an allowable 4o4uot1on 1.; ooapuUns tllo ootato tu; 
but 4uo to the ootho4o ot ooaoutln~ ouoh a erodl t, thlo la an 
1ne44QII&h pzootootlon. llorooftr , tho hoobul4 a Q not oon­
ao1ouol7 ha" o l ntonde4 t o • .-. a gift to tho wlto ln tho oort 
Of tJ'&n i&OtlOII bi ro lDY01Yo4, and 10poll"8 I glft tax t rape tbl 
llftiUIPIOtliiC t UJ)QII". 

1. '1'111 proalo 1 utont to wbloh thlo lo truo wlll bo t vrthor lllualnnto4 b7 tho 4oo1olon ln ll&ntor4 letato "· c-., u. 1. (lSI;,;) aft'S 103 F(M) 11 (CCA 31'4, ISIS). 
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"' •"''' Ue•lnc, •• " apparent17 •et, that 

Ll.lll "' .. 1 .. Ill a eo,.,..ot lah.._uuon ot the etat•te, the 

wtn \u law -• lie_,. .. \e pron .. Vlat no,..,., ... ( u ­
eopt cltte -.ttl•telJ' .. __ to lla ... lleen .... Ia .,.,._ 

olaUon of ..... , oloev14 lie '""'"' .. 110 cUt tuaUoe -..e tile 

•- -PII't7 W'l14 1>1 lftol .... Ia Ulo tl'&l\otlror• • tual>le 

oo tate -n llh 4eav.. 

!IPPt! 

l&. Srl•tly 1M y tg Iptsnet tp perteteetee yl 

11Qm4•· 

ot ..:1 4etlo1enolea, an4 alto allo•• 1he ,_. rate ot letereat 

upoll 111fT rotun4o toun4 to be duo the tupqor. 

ple!plllon !be•• peroantagea .re out or llftl with 

praeent lnt ero.at rate a and. Jhou14 be roe4•"-· luah a r.duotlon 

wou14 benotlt taxpororo olnoo t~o .. aunt ot 4ot1o1ono1oo oollooto4 

~1 the goYernaent a-uat oone14arablf aaoaed the •oW'It ot r.t\m41 

o•llooto4 b7 taoporore. 

Rtswz'etlgn ~ latareat rate on both 4etlo1ano1aa 

Jl8ll• lootlon nualler ... ,. ....... Ullller the rtn an4 ootato 
taxea are to the , .. ,Pal aot a .n4 not to the new Internal 
ftoYonuo Oo4o wlt~ ~lob lattor oootlon ,. .. .,.,.. ... , poreono 
are not 7ot t•lllar. 
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MWCISAIJIII 1:::1 

AD•1
• M zo n• mwc 01 "' ""'IIIII 

or D1 PQIIPI !'" II !PQ''PW I 

Rotoll'l'lng to II!'. Paal'• ao~l!JC -rani• 

.afte4 •a 1 , quoatlon aria.. aa to bow IIUeb lou ot 

roYonue wlll roau1 t 1'roll the &UI!li'I&Uona aa4o aa tollowu 

l (a) . A provlalon requlrlns attll1ate4 oorpor&­

tlonoo (4etln1ng u.o .. tel'lla ae the;r wero 4et1ne4 111 the 

ln- tax aoto amo41atol1 pJ'lor to 11136) t<> tlle oon..,ll4ate4 

return•, the rat .. ot taxatl<> n to reeal n unob&!JCI4. 

(b). A provlolon granting pol'lllaelon to ttle 

oonaol1dAte4 return• (1) upon oon41t1on that under a ooneol14a­

te4 return there ahoulcl be a4de4 an .sell tlon&l !"ate ot l,S 

to the tax gener&lli prov14e4 w1th roopeot .to oorporat1ona, 

and ( 2 ) without ouah a l,S 41tteronUal. 

2. A rrov111on mc~c11tr1ng tht preoont tU&tlon on 

1~-" ot the AIIOUI\t reoet•ltd ae 1nteroorpol"&te 41v14en4o 1n 

the tollowlng reepeot11 

(a). An el1111natlon of thll tax where the c11v1don4a 

were re<>olYid tro• a 1Ub1ldlary oompanr the tol"ll&tlon ot 

which waa neoeeoary to O&rr7 on buelneee aatlvltleo 1n a 

particular etate. 

(b). Ql•lnatlre the tax oo11pletol7 where tho .,_ 

pol"atlon bao roaaonablT lnYeotltd eurplua 1n an<>tbor aorpol"&-

~~ ., 



'r 

I 

tiaa wUbollt & .. 111J'iae a taaUolliAI lntenat. 

(e). laUlDc the tu (bf 1apoe1AI 1t. llpaa 

2~ 1uha4 <4 1~ ot the 41 Y14tll4e reoel ?e4) SA tile aaae 

ot oa.pUeated .... ponte atnotuna SAwhllls a n'b-r •• hS..f:u7, 

) (a). A prorteioa &atll41q 8eoUoa 820 &44e4 

br tbe a.,._ Aet ot 19)1 ua4 s1ftal the Coaaluloaer dla-

entioa to allow a4~'-t• bu,k to 19)2 tor wol'thleu , 

ateek or bad debta wbell there baa 'bHil a deteraSA&ttoa re-

aul tlnl 1A a daable dlaalloW&Aee ot neb a deduotlaa, 

(b). A JII'O'fialaa ol1alnet1Jll troa the atatllto 

(retrouttnlr to 19)2) t .lle r equlnaent tbet bed deb\a ea­

oertelaed to be wortblua diU'lq tb& tuable rear ... at be 

ob&l'led ott oa the booka or the tupayer, 

4. A pro'fielar~ -n41as 8eotl<m 117 or tbe In­

tenwl Re•enue Code to pro'fide the\ Del ther a IIOJ'tl.,.e 

tor .. loave Dor &117 con,..ranoe i n lleu or a forool oa\ll'e 

aboald be nca.rded •• a sale or exchaqe w1 thin the •&lllnl 

ot Seottaa 117 end \bet the lou or e1 tber part,' upOD neb 

tranaact.loaa ahould be Ol'dlnary, nthar thu capital, loaaea, 

' (a), A pronaloa Wlllllh would proa)>Mtlnlr 

-• tha llle•e tu atatllte b7 ro~eotSAc the lupre• COlli'\ 

o•••• ot Qw14 y. Opt]4 aDd Desly y. Willgpte and wtd.ob 

..al4 lapoae SA•- tu Qoa a 41 wned wife w1 th roa)>Mt to 

-'• b&reatter ncel•ed br war or &11110D7 or truat par-



• 

, 

••• Sa 11ft ot alt="Q'1 111MI1AC tbe IIU'-4 to Cedaet 
ntb _,, t'Jooa bll 11'011 Sal-. 

('b), A pN91IlOD tbllb wou14 n'b~Mt \o Gll'-
iJII 11tt \U rat11 \be UNUOD 'IIIJ a ......... of 1D llt liT 
tl'll8t wbllla eo.ple\117 4111bal' ... tbe ... ..._.,, oUl1at1ca 
ot npport towud1 hll 41 901'114 wife. 

6. A pronlloa UMUDI the CIIU4ler Aot to pro­
wide tba\ tba oo1t 'billa or a11et1 Ia the bt.Dda of a oorpora­
tlca reorl&aUI4 Wider S.OUea 77 B lbol&ll 'be redaHd ca:b' 
'bJ •• _, or the 4e'b\ • -111\lca wbioh •uld baft oo­
lt1tutel tua'ble lAo- ezoept tar the lhtlltoi'J' e-,Uca 
Ia tbe- "'· 

7 . A prowillOD \Ia at taae eai'B1q1 ar Jretlh ot 
oorparat1ou aftll&'ble tor 41914ea4 411\rl'butlOil aba.ll ,aot 'be 
atfiOWd 'b:r an:r i DOreall OJ' 4111'Mie Ia the 911 .. of 111et11 
er .. &101\mt of a tall-tHe I'-IID1UUOD1 wbilb are not 
1'10011'1114 tor in•- ta ,..,...,, 

8, A prowillca retr-Un:b' reloallal tba UD­
dllt:r1'buted prot1h tax 1n tba eue ot .. ..,_auoaa wbllla 
.,.... uaa'ble to .u. 1e111 411t:r1wu .. or 41wil_.a uade 10111 
la 'beo-e or oapltll detldtl, t o a nat tax ot '"· 

9 (a) . A pi'Owlllca ....n., the "" w "" \U aa tba aa4U\:r111al4 ~ or por1caal llolliJII ,_, ., .. ,.. ... 
tM e•MT hal ao eana11111 or protlu aftllaUe tor tba 411-
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-
unaua of • 41n4 .... 

(~). A )IJ'ft111oa t.pellq tale perm llal bol.t­

t,q ,..,_,. nrtu ••• tua'ble "- wt tbolat Hlar4 to till 

alat-• of e&rDlq~ er prottU, llat ezt&41111 tale 00-' 
41w14 ... 1 e..Ut JIH"14e4 1A IMUOII H to peni\ •~~are­

lle14erl to •--• to toll• tauUoa of uad11tr1'11ute4 1D­

nu tllaqb wah -tl -u eot lla" 'been tu..S to t11111 

•• a 41 w14a4 t f Mtua117 411tr1llllte4. 

10. A proeedlaftl prondoa nquirtq all tu 

ft1 ta or PI'OMe41AI8 to 'be 1.ut1 tut..S qi1Ait tile UnJ.te4 

lute• retber t11aa the Coueotor or C:~uloaer ..,4 «>aferr-

1AI Upoll tile Board of 'fu .lppeal1 aAd the COVtl a 'broe4 411-

0HtiOD 1D tu eeau to 41ereaar4 the pr1DI1ple of .u1 lp4tuy, 

wbere the faotl or the law aa lllDOIIIUI..S 'by tbe oourw 1a 

ob&DI..S 1D tile eubaequ eut Tear, 

11. A prOY111on a110W1DJ tbo t400 c redit for 4e­

pea4eatl to 'be o1a1M4 111 til rupeai to elllldren of till tu­

pqer uat11 tile oll114r• rea.h tbo ace of 21, iutead ot 18, 

12, A proYilioa allowial a ..... _ d..SU.tioa of 

tlOO fer .Ueal or 4-.tll npeaae1 per TaU pa14 <111 'bellalt 

of tile tu,IJU or _,. of 1111 de,.....,tl. 

l), A prowiiJ.• -· MH IMDUDI tile t4,000 JJ.ft 
tu ue11111oa to 11tt1 1D trut, llat wttll • lialtltloa tbot 

oaly oae 111111 enluloa lboal4 'be HOOpiHd 1D uq TIU' wtla 

. ' 

'· . 





QIOBAI!WJ C 

prpury Of WORAlfWM A smgo lORTB PO§Slltl 

lj!ll! QBS !!! t!IB 'l.U !.All WCH !!OllLD I!!CREAS!! 

Mm1UJ BX m ELIJPUttOlf or r&&CBIMJ!ATIOJfS 

1. Ptr sonfl Bxepptiopo To a married per :son w1 th 

• net !nco~• 1n tho neighborhood or 14,000, tho t 2, 500 personal 

exeaption •eans a tax saving or t lOO. fo a 11arried person 

!1 th a net incO!IIe between tlGO,OOO and t l50,000, this exe~t1on 

mean.s a ta.x ae.ving 15 tic:~es areater, or 11500. The exeap t1on 

io t beretore a patent d1scr1a1nat1on in f avor ot bigh-bracket 

taxpayer a , and the statute .should be changed so that a.o one 

class ot taxpayers der1Yea a crea ter bonettt man other cJ.as1es. 

2. Stoek DirtdoMa 4t the pre,eut tl•e eoaoD 

stock 41v1d8Dds upon c:~n atock WS.th DO other class or stoek 

outst anding, tbe type ,1nvolve4 1n the tMoua Maooabet- ease, are 

not taxed. 'this type' ot stock d1•1deod mould be taxed &lo118 

!1 tb other taxed eyp .. , aucb • • (a) proterrod on colllliOn and 

(b) common upon praterred. 

a. ~ A peraoo may under existing law reduce 

t1xea by the obYious de•ice ot short-terM trusts, Tiz . , he may 

traoater property iu tr ust tor a very 1bort period ot years , 



... 

... .. .. 
.. 

with proYtaton thot the property shall retun> to him at the 

and o! this period. Such trusts do not iavobe real irrnocable 

transter .s ot proportT, &.lld reduction of tb.l c:rantor•a surtaxes 

should b 8 pravcted by taxing the iDQ)U tberefroa to tbe srantor. 

• · CorporAte Surplus Aeeugylatiopa Tbe provisions 

ot e~1st1a& law penal1ztng unreasonable corporate accumulations 

or surplus are a conspicuous ra1lura. ror instance, they 

per:ni t tho atockbolders of a corporation to oacape tax it the 

corporation i s building up surplus tor the purpose o! gotng 

~ m into aoae nebulous new venture . Thll is hardly 1ess 

absurd than the plea :ucle bT <be Illite ltntcllt, mo csrrled a 

beehive around with b1at because :.o~::~e dAy he ai1ht want to 

l<eep hoes . The st-.te should be stren&thened 1n this and 1n 

ethel' respects sot forth to the enc:bs &d. llltiiOrtutdum. 

5 . CbAr1toblt Con tri btrttgp§ A-5 tbo law noW stands 

tbe taxp~yer atcurea e. doc1uct1on on account or contributions 

1n tbe rona ot property to the e.xte.:"lt of tbe ~alue at the date 

ot gift ot the property transferred:. For euaple, a taxpayer 

bu 1W'C!lased secur1 ties 1n 19ll2 r or .1,000 cash, OD1 their 

Talue 1n 1939 1a $51 000. This to.xpoyer would have o t "uble 

protit or t41000 it be sold the secur1 ties, and 014de a £1ft 

or $5,000 1n cash; however, 1! bo 11 well adVised tho t!lX]layer 

will donate tho BICW'i tioa themselves witbout any !Sale tbcr eot; 
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the donee 1Dstitl1t1on 11&7 tbon lUke the aale ea it pleases 

without """ tax UabilJ.ty, While charitable end educational 

1Dst1tut1ono UT ,obJect, contributions 1D tilt toN of propert7 

should be allowe4 a o de4uct1olls onl7 1D \he uount of the 

cost to the donor or Yalue at the date ot tbe ait't, chic::b­

ever 1S lower. An elternati,.e posoibil1t7 would be to allow 

no greater deduction than would be allowed 1t tho donor sold 

tho property and contributed the proceeda less the capita~ 

gains t u. 

6. C!aualty "'osses the pro-r1s1ons now l.n tbe 

statute ror loaaea ari sing trom tlre, •~ora, shipwreck or 

otller casualty or fro• theft are ;>articulerly .. oiled ot b7 

taxpayers wbo have larae country esta.teo 4l2d o.re ot no sub­

stantial bonofit to snll taxpeY,rs 'libo cannot afford tile high 

cost of provtng s ucb losses . Thoy should bo eliminated or 

treated only as capital rather than ordinary losses . 

7. J9n-bu•1poaa Interest Qtduettopa Taxpayers 

are now pel"'llitted to deduct 1nteres~ on non-bu.atness b:>rrowings . 

'l:'bo principal Ju.stlticotion is tbot ,..ell o de4uct1on pro:oteo 

tmoll ho,..,...o.,.ertblp ud building . But tiiU obJective could 

be achieved w i til a aubatontial gain in r evmuo it tile deduction 



were l1dted to a. tU:ed &IIOUIIt INcb. u $500, 011tt1c1ent to 

co ... r llltereat on 110rtgagea upon p arsenal homes or 11101 ted 

Yalue. 

a. Corooratg Interest Qe4uct1opl !here is a serioua 

dlacr1Jd.nation 111 uistlllg law bet ... m corporations which secure 

capital by eq\11 ty tlllanclllg and eorporati ons which finance by 

borrowing. Tho latter t ype of corperntion secures rediiOtion tor 

interest ps.id, while the t or01er type oecures no deduction tor 

dividends paid. tbis d!scr1alnatlon against the eq\11 tr t1nenc1ng 

corporation 1S a substantial 1to10, - approxlmately l~ ot the 

interest paid. It £ba elldnation of the eatire intere•t da­

duotton would be too drastic a ruedy, at l eaat corporation• 

should b e dm.ied tht' benefit ot tu-tree recap! talizationo 

w111c11 replace con tr1 buted eq\11 t:y eepltal w1 th borrowed capital 

merol:y for the p urpese of a ecllrlng this advantage. 

9 . Bad P.bts Tba allowance ot bad debts as a 

deduction results 111 aore 11t1sotion than m:r other proW1s1on 

ot the statute. tile deduction or non- busira .. ~ sho·Jld be 

coordl.hnted with the deduction or losses, and 111111ted to debts 

incurred in trade or business, except bad debts not exceedins 

$1000 ln the case ot each debtor, 



• 
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10. lfon-bufipesa · Tax Deduptiopa The al.low~ce 

in existing law of a deduction for various types of non­

business taxes, like the interest deduction on non-business 

borrowings, may accomplish its pr1.ncipal justifiable object -

the encouragement of smaJ.l ho .. -ownersb1p - 1t it is 11nd.ted 

to taxes on small homes not exceeding $10,000 in cost or value. 

11. BaSis Where Estate Tax valuation a Year After 

Death is Used, There is a plain error ib the s tatute in its 

failure to compel taxpayers, who elect for estate tax purposes 

a valuation date one year leter than the date of death, to 

take the value so chosen as a basis for taxable gain or deductible 

loss. A decedent may leave assets w1 th a value of tl,OOO,OOO 

at the date of death, which drastic market fluctuations reduce 

to a value a year after death of $100,000. If the executors 

of such an estate exercise the option to use the lower $100,000 

for purposes of estate tax liability, they shonld be prevented 

from using the higher basis, upon which they refused to pay 

estate tax, for the determination ?f incomo tax liability. 

12. Husb&nds and Wives A minimum recommendation 

in regard to husband and wife living together is that they should 

not be given the privilege of filing joint returns. A larger 
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question, which should be canvassed, involves the extent to 'lilicb 

hwsband and w;tfe should be taxed on a joint basis , or at least 

on ,801118 basis. which recognizes t be family economic unit. 

13.· Interest upon State Ob11sat1ons The loss of . 

Federal revenue and the unfortunate economic effect of exempting 

this class of income and other t11pl1cations of this point are 

well lmom to you. 

14. Cap1ta1 Gains You have stated your opinion 

that Congress went too far in the l938 Act in reducing tile 

tax burden upon capital gains . Your views in this connection 

are emphasized in an inflationary period. The shopworn alticism 

that taxation of capital gains impedes the mobility of capital, 

and discourages venture capital, is in my opinion grossly exaggerated. 

The existing provisions discriminate seriously against 

earned income. Ab individual with an earned income of $1001 000 

(disregarding credits for earned inocme and dependents, but 

allowing a $1000 exemption) would be taxed $33,354, whereas an 

i ndividual realidng $1001 000 from long-term capita.l gains would 

be taxed only $9, 334. 

15. Corporate D1 stributions from March. 1. 1913. Suj:ptua 

Corporate distributions from p re-March 1 , 1913, earnings have had 

.. 



• 

-7-

2S yean or exemption. Reasonable opportunity haa bee a.ttordad 

to aoooaplilh their d1atribution, and you aa7 wish to consider 

whether distribution~ tr011 this 1ouroa 1boald now be ll&da taxable. 

16. Lite IPIUJ!PCI f!14 in Ipatallaents AI the 

income tax statute has been interpreted, the 8X8111pt101l Of life 

inautame proceeds paid by reason or the death or the insured 

is not limited to the .. aunt payable at d~ath, but in the ease 
ot inauraoce paid in installments it inCludes an exemption tor 

amounts which are r eferable to the l apse or t ime after the death 

ot t he insured, and are thus in substance interest upon what 
is payable at death. There is no valid reason tor such exemption. 

17. Double Loss Peduetioos Double loss deductions 

should be forbidden under all circumstances. Their possibility 
is countenanced by the mechanism suggested under this poi nt, and 

the statute should be corrected so as to allow but a single loss 

deduction for each loss sustained. 'r 

18. BaSis for rroperty Tronsaitted at Death It B 
acqui res property transmitted at death by A, andthe property 

cost A $100,000 in his life time and is worth $500 1000 at the 

date of death, B is entitled to use $5001 000 as his basis 

upon a sale ot the property. This mans tJ:a t $4001000 ot ap­

preciation in value has never been, and will never be, subjected 

' 
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' to income tax. Tremendous l oas ot revenue 111\lSt be involved in 

this atatutocy rule, and it 1111st have a freezinB market effect 

by discouraging sales by persons lete in life , A remedy for 

this situation seems to me to be to adopt for property transmitted 

at death substantial l y the same rule as to basis as is now i n the 

statute in respect to gifts ~r ~. 

19, Buildipg a nd Loan Associations The exemption 

now granted to domestic building and loan associations is not 

limited to associations the activities of which are related t o 

financing home-ownership, but go much further in the direction 

of exempting associations~ which own and operate office buildings, 

whiCh make loans to building pont ractors, and which a ccept savings 

deposits, thus ,competing "1.th banks. Th1 s exemption should 

somehow be confined to building and loan associations of a genuine 

cooperative character. 

20 . !lutua1 Casyalty Companie s !futyal casualty and 

!ire insurance companies, as distinguished from~ companies 

of a l ike character, almost entirely escape t axation under exist­

ing law. Thi's exemption should be limited to companies of a 

purely local Character, 

21, Pension Tri1StS You dealt with the subject of 

pension trusts 1n the 1937 Tax Avoidance Investigation, and 

considerable evidence regard1ng this matter was presented before 
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aDd r .. 14cta or the Uute4 Btatea. l"oreirn oorporationa 

are rivm tbe bane!it o! a tlat rate o! 1!1 ~ on their taxable 
1Dcou (lo ~ 1D the cue or dividends - 'lbiob may be reduced 
by treaty to ~) . 'Ebere ia. no capital cain tax upon non­
resident alica. I sea no. reuon "hf bon-resid81lt aliena 
and foreign corporations should be given this distinct ad­

vantaca over American citizens. 

25. Batatt tv bnptiops The esta.te tax 

exemptions - tbe $40, 000 general exemption and t.be $40,000 

insurance exearption - con!er an undue benefit upon high-bracket 

eatatu. l'be ko,ooo general exe~tion means $400 to 111 

estate or between $40,000 and t so,ooo. In tbe case or a net 
estate 1D exceu o! $4, ooo, ooo, but not 1D excess or 

$4,500,000, the exemption means t 20,ooo in tax. In t.be case of 

an estate 1D excess o! •so·,ooo,ooo tbe exemption meana t es,ooo 
in tax. 'l'he sue rigW>ea III&J be applied to t.be e4cl1tionel. 
insurance exemption or another $40,000 !or the proceeds or 

policies payable to third persons. It is "ell known in insurance 
circles that many persons with bigb brackets estates take out 
insurance pol1ciee or $40,000 not because they are inter .. ted 1D 

insurance, but merely to secure a $40,000 · exellj)tion. Tbaaa 

exemptions should be modified ao that they are of equal bene!it 

to large and small estates. -
.. 

... 
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26. Lt tt Ipsurpet '"" tht BttJtf fU It 1a 

111p0ssibl"! brien:r to deal w1 th tile reco-ndatioos aa to the 

taxation of lite insurance. Tile • tatute, as now ioterpretad, 

opens tile door to t ax avoidance OD a wide scale. Larse 

amounts of lite insurance proceeds now altoget ller escape tax. 

Insurance ia sold to large customers on the basi s of a hi&h­

pressure tax &Voidance selling appeal. Tile thought h that 

the iosured avoids lla'rl.ng any incidents ot ownersllip at the time 

ot deatll, ei tiler b:r transferrin& the incidents of ownerallip to 

the other spouse, or by taking out cross policies - the llusbaod 

on the life ot the wife and tile wife on tile life of' the husband. 

I t should cert ainly be made inescape bly clear t11a t the i ntention 

of Congress is to su~t to estate tax the proceeds of all 

lite insurance pol1c1e's on the U te of any decedent to the extent 

that the decedent has paid premiums thereon, as well as '111\en lie 

possesses some incidents of ownership at the time of his death. 

P:7 . Powers of Appointment and the .Estate Tax It is 

now possible uod er the l aw a s to tile estate taxation of property 

over wntch the decedent has a power of appoinbuent almost com­

pletely to &901d t ax . In Delaware it is possible to aYoi d all 

estate tax b:r tile simple eXpedient of leaviiiS a life estate in 

a child with power ot appointment to iSsue ot that Child , and the 



... 

inue then repeat~ the same process through his aaneration, 

and so on. In Maryland rtrtually no power of appo111tment can be 

reached by the statute. Thia absurd s ituation plainly delllfl!ld s 

statutory amend!lleut. 

28. Reyert er Inter ests and the Estate Tax Under the 

existing statut e , if the decedent provides that the benefit of 

the property should pass to A for l ife with a reserYation of the 

fee to the grantor, but td.th a remainder in fee to A contingent 

upon A•s survival of the grantor , then the property is includible 

in the grantor's estate. However, if a technically vested fee 

title to the property is given to A but l'iith a further prortaion 

that the property should revert to the arantor if A predeceases 

him, no estate t ax is imposed, although the net effect of the 

disposition is exactly the same lls in tho preceding case . This 

perfectly artificiel diScrimination should be remedied by a 

statutory provisioh along the lines of a recent dissenting opinion 

by llr. Justice Stone 111 which he thought that the existing estate 

tax imposed tax 111 all caaes in which the decedent 1n lllaking 

distribution of his proJ)erty retaiDJJ any valuable interest in the 

property such as a reverter interest ~which be postpones t1$l 

diSpoSiti on of the property until his death . 
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81. Qift tax II•'Pt'PRJ fbe existing 14,000 gift 
tax exaption is IIUCll abu .. d . 1111117 taxpayers apread large 
amounts of valuable gifts aaong several persons, and acco•pliah 
substant i al transfer s of property ~1tbout any sift tax. 
Further~re, a donor who sufficiently anticipates the future 
uy over a span of years s1ve •ay a consider able 11111ount of 
property tree from tax. The stat'llt~ should here b e a. and ed 
ao as to restriCt exempted gifts at least to gifts to melllbers of 
the dooor 1 s immediate family. 

f , 
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