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pgoGggrig) mmmmps TO far, FSOPOSSP TAX OH qroismiBaTiq) OOÊ OEATB

la the President* s me@Mf# to the Congress containing the

of a tax on ^^distributed earnings three of the objectives laid down

were the raiding of |6£'Gf 000 ,000 additional r@?enue» attaining equality of

tax feartai on a i l corjjior&ts iaco»e» wbethftr ^istrlbutsd or lilthlisid froa

%h® beneflcl&l «^n©rs> &ad effecting ^iaplificfetion la tax procedure. la

the form ia whi^h th« T̂DpowOU war© phased tosy HM Ionise there i s

of tiies© alas will b* fe«?M.wed# Thts followirag

stigge^ted for the pur^ae of ©tt&iaing tk*9« ob

la

certaia that r«rrenxie will b© rniK@d# after a&kiag neeesfwry exemptions,

that th« form &a4 adatiaietrfctioa of th« propo««d t&x nrlll b«; kept

0#«ntl6l to 3*4?t&ia th« pNNMMl e0rporation u

for i t s rfcaorol N l U oa two ground®, both of whioh

b« qu#8ti©aiNi* la the fip&t plae€<| i t i s said tfcftt the present cor-

ineoma \MX i s iaeaE@i»t«nt with the priaei|da th&t t&x»ti<Ht should

ia accordance with abi l i ty to p&y beoAiuie I t ta ;̂«e rich snd poor stock*

sllke» This utBttmaaX dleregerd^ the fact t m t llM j.,rei>t a&jority

of atoekhold#r®» a l l those who have acqui re Net stock einoe the

sent of th^ eorpor«t« laeo®*? t&x, h^^e purehased UM stock at &

oa th# pro&^cts of diTio«nds t f la i th» tax has keea paid* The

practice Is to look upon Iht oorporstlon iacoae t&K as an

exp»ao« i f prod action «^c to o&lealet^ ©•; raing & piff ehare afte

If tfc» corporation iaooai« t^x w^re raised 100 percent thia wô .dd be
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discounted in the price of atacke, wii-h a consequent

loss for preoent holder®. In the future, however, purehaaer* would

bfgr stocks cm the basis of expeeted earnings pMP Stare nfttV the

additional iMi eat would suffer TO loss* Similarly, a r s o m l of

Hn tax, in the ifcMMM of other

same tlm^, iroiild constitute an uaesqj^cted grnlja for

of jsioefcg* la ea»--:S w&gr̂  th« eon^aay would distrlb^t« l t

aad sot pay the iiwir t&sc oa retained laeosa®, per ®tm.c% mmln^® would

be ia©r©ase4 iaxyvih®r® from IB percent 1& the MMM of ops:rEi!ng

cc*p&aies with no pr®fGTr*4 stock ootsi&ndiag to 100 p«reent or aor©

in tiie CJ&««- of holding coa;j&ale& tbst eould, beafeflt from the

factor.

la th* S€#uomi pliso«t i t i f ©ai^ that the aorpdr&tion lacoat*

b^rtien oa corporations %« coatrasted ^ith gMuNftmiAgN &nd

. This eea b^ truts only of &mll corporation*

large ones certs inly psy l e s s tax than »o;*l& laciivldml r

siail&r iaeaiss©! and O'»n«'.rsf> of ^tock in iMalli corporatlotui^ uad«r

existing lfew> benefit toy the fact that a portion of the earnings la

ret«in$d in the business and* therefor** esc&pec tite personal

tax w.hieh i t would fcBft to pey i f i t were r@CMtivt»d ^y the

fldreoY&r» th« corporate form of enterprltte lisa certain ooa<srtt#

M l jMtrtn^rsshipa aad
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I t MWltf MfMUTf therefore, th&t the re tent ion of the corporation

IftJMMN taut involwti no in jus t ice to pi*e-sent MMNTS ©£ MtytfWtiMMfci

9t»f* i f no reason wh^ adoption of IIM pr inciple of IttdAg undistributed

e a r n i n g should resu l t it* ellDtinfttion -of the pf l fsst corporate l&MMi

tax* There* if no ri«.ce$sary itSJMHM&NI ItttVWMI th# two H M m N In f&et

I t it* 4&tfi<*r to «ich£<4>Yfe the iiSirttf objectlYea bf M l M t t i of th*

tax , ttdi tax could r«n&in appXlcabl© to a i l corpora-

the small corporations vrtilch const i tu te the great

J®& for »hleh en undistributfiHi es.raia.gs tax id

while the undistributed «&?nl&£8 t&x eo.<ld b* l^Tied on

of Xargv co-rpors*"tiofitt' riMNM pr«ictie® of ©eeujstalrtlng »».niiagB g

rise* to mast of th«* probl^^a thm new legisl&tlWI it? deif-ignad to

One adY&atage of retaining th« corporatioa iaco^i© t&x

• sjMMM would ©lisiafite the r iak of losiag W09tt0th %£ t h t ttorw^X tax

i s r©t&im?d, thea eay addit ional aao'jnt produced by tae tax on

M^ti b# a M*i g i l l for UMI Tr«sa&-mry# Thla Wtsldl be

the tramiugit m^rei dl«trimr.€<I aad T5«caa« aubj^ot to p

IftttM ar NMUMi and mdl|«tt to the new tax# toother advantage

would b# tfcrt i t MNlXd permit HM -a*c©®SBX7 &ad da©ii^.bl€ «xti«ptloit0

di©eu&#w .̂ belon. S t i l l MMMiMf Ji i iHlij | i WM3J be that i t woald ^^miiit

itete tea on uadiotrlbuted earaiogs to bf gr«Ktly gimplifiacl,

Th« pVSj|)MAl to M o t f Iks &x*»ptlon of dividends from the nara&l

tax ©hoiild W r»tv'laed« Carport tion
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rapidly &na the bulk of the dividends go to wcll-to-d© JMO?1«# A

partial compensation for removing this exemption will bi afforded

ljy tfe© nMov&l of tee «JC6OSS profits twl capital stock

or, ,g&.rninfflB of

tax* la 1855 only 14f8L8 corporate rssturaii out of 446,841

returns for active eorpor^tlons rqptVfttt net utriilnga of #l©t

or«r9 sad thlc t M l l group of rfetarns acco^iat^d for over 90 peroent

of %h» n«t Sjaeosa® for thftt yt^r, the lfttt0t for whioh figures ar§

a Tft l iable.

Even in 19t9 wh«n eorpor€tl;>.ns r^portfKil for lacome tax purpose*

the Isirgvat net iacoii€»: of the post-wsr period, aoly &bout S0,000

of th© 456fOCX) reporting corpora tlons would Imv* been rec>iilr«H! to

fil« r«t^ras for the pMpMii %M on undistributed t^n^Uff if th©rs

worm an «x<5â tio?5 of $15t000» Thic f^aall group of oorpor«&tlona9 further-

m r« t would hri^t accounted for f4 ptflNMKl of th* corpora t« aet Inoos*

r$port«4 for that y«er* With the propass^ ^xaaptioai MMMAM% the

1*8 oa uaAistrlbttted tftfltafi Mttl4 sot &ppl/ to UMI gr««tt bulk of

corporations «^ich accottnt for a staall ,Mir©^ntac,a of total corpornte

earnings•

I t &s g«nerallgi' «tgr̂ ®d th».t sma.il corporations mmt &&p?:;i%$ for

growth aalnly on ploughing back earniaga* Th*»y «o not .&§*?© the

s© to the e&plt&l •arket &B h&v& corporations, and they
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di f f icu l ty in obtaining loam* for oapit&l paatrpoms from b&jfiks* I t iu

for th©is« VWMMNUI t*i«t til© Goverasus&t provided ap©oi&.l ffe.oilitl#s

for capi ta l lo~-as for SSOLXX c^ac«*jpas» through the &• £• C* &ad th*

PtifailJi IflMTt* btinks* l a tii* Hou&e b i l l th* aeed« of s a sU corporations

ara raaagaigo1^ bj til® pravisiosig th&t lo^«r r«.Ws shattld apply to th«

Ipl ai* tiipMNittjMM with stttvlagi i f l^^s th«sa

Th© *feu#© MM uaable to <3i3t®mpt th«a i3UM̂ §VllMHP £iino«^ with

r*£#*l of UM eorpor-^tw iaco?i«s tfex, DMUl wo!..0,a j

Hftt HM tMMHNI of iiaall iMfpifAtiaius could #®«ap^ a l l iiie©^«

by leaving SlIMilfj undirctrilmtsjd* Ek-teatisji ftf the corporat«

I t pod^ible without r*w«atfe lo s s to «»x«Mî t «MSS.X1 b̂

froa th« new tax* lv@fi i f a l l «oraiag& were r t tuinod 'fegr

^e corporation^ th^y would e t i H pfcy « tax of froa \ti t o IS p«re«mtf

in »as t ca^©# would &# ,»K3r« thwa W'©al€t b% psdbi by th« stoolchoiaers

i f the ^rniTjgs ^^r# aitjitrl^it^ii*

fh l i eK^mpitioa would hfe¥« & g r t t t public fep|>®*tl» I t "fro-sid remove*

t*i# op|»osltlon of ala©-tenths of th# ear^oretioass, M i wm&d •&&$ i t

for the few tl;aous«nd Xsrgt oorpor^tiaai to show how

.ti tr ibute! tStlWlagi MMU bs un&g&irfcbXfty r*thfcr thEA to

the e&ues of the saslX nm j n r n t t m i j *$ thi>>7 haw# sbapfswaly don«»

thiMi aubj©«et to & w«llfHttid4ftr0tood Mtp i fMi

tax., would be a. major contribatiun toward the tfispliiicfttlcr. i f th« Tax

Bi l l* I t Mfti&4 p^ra i t ^iaplifie&tioa of HM ua<4iutribttt«4 c^niiagfe tax
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by substituting one P*ti MfcfMta tor t^c complicated. Mfct4tfl«*j each

n tfca propos&d law la two different- ways* find • cost

of MlMi both s@t# of nehcrtlul^a la mm® iaftt&nces* I t

permit the SpMUMVf to tMMMMtafct* i t s MtotslitaH%i3Pt i t e

a rsl#tiir«ly asitll aiMber of returns, ia&t̂ &d of tryla^ to t

haosir&d thousftiul. I t If tru* that this ssetll group of

ionii Inclade^ the most donipli&MMd corpora t̂ . wp« l i ! !<»• •

of the co-jatry NA this a#.kf.js i t the R0#t import&at for the Treastw

to hay© llM use of I ta eiatire WlliiflLi staff for thu fefx

trmtioti of the m*9 tax on the m oompXox coBywtnl«#«

Xt has 1MB •tt£'f6«t«d thst tm ^xeaption of MAUt coro-jrr-ttons vro .

p&ralt f̂ealt.h r̂ latfiviia^U to ccmtiaiie to «v»de «urt&jctx» b/ substi tut i

• l£rg«- mtsb#r of *»w&Il perBon&l hol^in^ oo«.t»»ni«& for &xi&tSftg t i f f

MMi USii» objection CO'JI:} 1% »et If ^rovlsimis denying thie

to such j\-TBorml holatnz Gomj&nL9Bt thfet le» to lir^ffrTtttit 60 p

e of tiMHH ^toeis ia hsld bv ciog^ly reilet .-d indlvldmLi &.n&. 80

or «or« of wlioee |9WM iaconw l i d^riv^d from prop'-.rty, tbe-t l

oetf r*?ate &ati roy&lti*-^, and profits froa the sale of

M ^y yotce tjftjtfl. •&|jy>fig .fedp^U-d by thu BJQ.WgjŜ  HMN i t

to tiie:? tax on undistributed earutn^e the House b i l l proposes

**3jr low HCale of r«tt««« 0ader th® lionM of the b i l l sanj

larg« one&# eoulct r e t s i a ftt i
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of t he i r earning » as th*y lot-.** In the pt#t *ad s t i l l p*y no l&rfeer

t«x« From 19*:8 to 1929 Bta*£laNKlal NtptffctlaiM rw^jortiag nat

lnco-.-?- rfj-tt.latod $£4^657,000,000 of iWfngPi Ttteir

Ngfttfti 5? pwrtwat o£ tfctl* MTVlaffi WWUiWU for

lifter tftxne* Under the Bottm tilMNMIti llw 1MB oft a cor pore, t loa

»*dch pigr* out ©7 percent of itt» ©cjTii?t«r:d ae t 3jtcoa« In dtviattm

will aiao^uit only to 14^ p^ree-ul of i t * ftij**t«4 n*̂ t IftMae* I f

t i o i e tmtc?er MM new tax wi l l fiad i t a<ivi>\ntag^ouji to ret&in as l i f | i

s proportion wt th«-:dr tMVdU|§l Ml th^y kvrt in the ^.dt# the aejor

of th*' b i l l wi l l be j«tfNNttM6« l a ttp f i r s t pl^c« t wealthy

'-l?i wil l ssti l i m im-bled t : avoid high tmrtt-x ffftWi lv

8 i»5i»tribut*<l witb. la

<? by th» i»

of uneconomic bî tî f̂c* » i l l not be <iisconr»g€d ftad ©otisequeaily the

trend toward li*MMti competition wi l l not b« iaoi>fe4ed# Fourthly9 U

H.l f&ll to HMMMfi the liccxsanilfition of efeah on tli& p«.rt of

co.r;?orRtion:-, t pPMtllM 5ffelcfe l^seeas tfci

*:?n • t s ry e I n t r o l •

In ord€-r to i t t M l H» i>j—tiWW of UM IM i t t i

th.^t higher BMMM be ft^plltl to unait.:trlhited MHvAilii t i taifMi of

th«* specific «xe«ptio:a t f $15^000 and the &&ming« use<J to awd

l j M i j i ' l i m i or to r ^ ^ y dt.bt. I t le 8i4gge&ttt*l thett tiw

of :.radufetion bv &loa£ th« follovlag
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rcent QX. ^ y p j ^ , ttfldAftifrl• • fl^gd ffiytfc,, o

Not ftMFi tfcNI 50 pHNWt 40

Here th&rj 50 pMHMflfll 80

AM t t tof 3ugg€:;tica^ irt* aftade ia eonnactlcni with a

retenI

(1) Xt l i i--ic:r;ci;tfc4 Utttj iollowiag British J f i i M i i la levying

• • f e l t l i a#| 11M M^lmrt imtt i j p H i i M i shall a -ply to a l l the \mdls~

lzigg* For Ĵtfrispl©^ i f S5 >«rc-'nt of efe.ra.tngs i n

g l M WŴW ftftp&y to All Illtllyltniti

a mt« i f 40 jHHfiiBt on UM f i r s t 60 p^re^at tin»:IIatrl7Ut€d M l a pita o

60 jy. rcii-nt. ittljf on tlM IllMMMN

(s.) It Is also rccoMMittied that, in d#t«rfldata| IIM pif#i*%i§i of

from rii«td,«:'?icl tlisbiir^aseatfii, that t&f tlia.t p

ftfftd iiMit ititih i s in effect A junior l i en Witlwt ttrnn &n equity to®

IJM&ttitd i i I ••:>ductio-i In coaputing adjw t*4 nat biiWi iwl hi

frosa UM divia©fisj arsdit*

With f t* MMM^HMftg ^riiferr«d &toekhold«rs i t not tjfaar« la

earnings ialg t̂ .:ri"'vf»rwf do not I w t inces^e on frhieh thaj es

tioa by Icsviag i t v.dth corpor&tieni©« Under the Jiou»e H l l f

c.ur:, BB| point, to i 6*3 piM^lt diitvlbwIMM of th«ir J>ffiPi%4i>

r̂ ien ^c;ty®.ll7 i much csjiallrr piMMft of th&ir »am.lxigs ( i»e» t

aet iYcillftble for aoimaon) i s distributed, fh i i la p£irtlculfa-ly
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a t tfel present time wh»m a&ny MfytftttiiM hr-vc cupnil£t*d preferred

stock £ M 4 M i l to pay btffcvt pfWNlli tifc fet «.*.<;«? or, QtttMl I tock.

The- pMpMHMl IdM Hiwdu be d i r e c t s toimrdr tfci prevention

of tax tfNMslon by cotwoft stockholders, siy! J.H. rt ieio&tlng pi'tfiif

©t^ekholdarw* B7 tettfaAalafl the tax on %̂ « tesls of fftmimff

fax* ifpfc^l JMlXiill tWl •*H«tellMlt*i to tiMOj j%li1.ltf ftf t>r:v;-,

K @tookhold#rs of •MPfomt&WHI hftviri;/ pppfiiii'fi

l provision rtMMilH K9f2Ly only tc MJHnfHi 111 1|M ting

stock. itWMi i t l i pvdfaf to rt>,;fox: tOMilftUTa prcf«CT«d stoek 4ji

jimior (lebent^ir© if. woalu f»11oi Dtfit Brrmr? of uivld«;nd» on y X

gtoefe t#ml4 fee c^intider«td feg • c@bt of MM it iytgl t lon f n i N »ub

to DM HMH IVVftiMMll ^s illMV oebt-K of HM corporatio.i. Thr;t i e ,

nfc:s cia-vot%d to UM payment of p'tfii'Iiji stouls diTia-o

to UM 8 to 10 p:-rc'-a'. liVi

Tgy, debt

JQ. though tlM BBWM r©«so gained th;- MftJMNMltjT ef according itptfttwl t ;

a-.at to wPTaings dtvoted to A*M rtt&fMMHlt or withlM-vl̂  NMWMMI «3T

or l l > f UUj prwiaiaM| HM irtUeioss o£ tlxar cor^erKts ineo

MAltftt«4 ttw adoption of a £8$ pMPttttt tax ra t« oa t im1»f i

to s^ich psarjK>ŝ te» ouch ft ffcta WP̂ UI l a HMf ftftMa be

l i th© corporata income te^c l i mtttftid i t would m e./uit,;. blf? to

t k l s x^te to S p^reeat* A rt.t*? of S psro^at Wfl&fl l # o s ^ l i t t l e
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on HHMMI MfftVBtto&J which Tor Wrtons reruns £re forced to withhold

earnings for the ftbov® pwrpo^cs. I t wulc: to hifii moughy k*Wt**T9 to

ftft thl li^uta- tier, oi debt through new atoek lftfftf I in ca&^s

IfclJ t i pPtjtiltfcfoi ftMMPi Ul I &r*&t airfer^n-^ 1:-..t̂ *#n e f l » i

mte of X5 ^rcent plus *a »ddlti«**l M t« of 8

or Iftli purpose* IB thr? tm*f MM I fligfjjHittol ilttitl

ftea ptgfiai °':^ •|MMla§i or b:?-! to Aiwt# tlHNi to

ratlrai'-'-nt hs-» to £fty S2 | percent morr than other MVytretioM that

AM in a ;:JOfltlQa to pr»y out a l l «*rftin£&» In tlM 3Ult%tV IMi i MBpCSQr

which i s obliged to r®pa/ debt WH&d only Iwil I t ?®j S pVffMttt M l IMl

tM tlwt t i aat* The dif.fer»»€e n̂ 'pe-fvrti in a esmpurriiti i iUl other

>u in I MtoparlMM ft f I slagle ttrpaj»il<n of

fctibtfi snd v f l i f Htm pMpMNNI cfea^ifes,

Slitrthnraor*, l i t I N N b i l l ptraiita •OTp'HiBI ^ith • f lat f«t« only

for taftftlfl Ifpti -f «<*bt, MMl H o l t * I t It th« ntMM of MM)i it%l over

accuBBil«.t«d earai'SfS. JSJince, in the MM of a l l tofrti MlltlMMttffi ":>n

Maroh Sy 1936f VktVi NTI i i y t t t i ' l l t m Hi the- tltti HMQr MVt incurred

tlmi th«,-j eoisld N retired out of esrniags without pea^lty^ i t NM^I

apj>€&r *^uiV.bl5 to MIM IMH provision ®;.>pXy to a l l i t M i O'utwt̂ Bcin^ M

llMrl iftl*« HMM iould fpyefir to be no ©coaomic gttetiflMHWl i*t l iadtiag

thib prori«io^ to the txceiis os i t M t o?s»r MtMtAtltd Mkvmlaf0« It «9«Ii

be en alao^t impossible temk to ci/dtennllt M M i U i l l TTff»1<ji| Wl4 la

e&ae i t i^ a bcokk<»«pia& it--a MMl hss ao r*fWCMM to curre-at or future
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ability to repay debt* JLeoumX&ted a&ml&gtt do- not repgroaeat cash

funds| they s&y N represented by plant which is now vortl&lasp*

g Qf.

(1) It li rec<Mnended th&t the Bouse provlsioa be elimin-

ated which permits • special low fcftg of IS percent on th*:* retention

of curr&at ©arniags which only serve, to wipe ©ut an aoeusulftted

deficit* This yrorlsloa was eppsrently bao©d oa Ike theory that &

corporation with an aeouaulat«d deficit is ia a stnuitened condition

&n& should, b® accorded special treaiWNVli But « booklceepisc" figure

of ftceimlated earnings or deficit hm® little relation to the finan-

cial condition of & corporation, nor to its eurreat or future earning

e*?ftQlty» The retentloa of the provision will permit widespresd

evssiOin because of the extreme difficulty of deteraiuing the- figure

of Aceujmlttted eAraings*

(2) It li recometided that the provision in the House

bill relating to tilTidends paid to holding oompftni&s be elininated*

ks has b®m pointed out in the Press, thie provision may result in «

multiplication of holding cossp&nies rather thaa a reduction, when the divi-

dend reoolvwrs take steps to injure that less than 50 percent of the divi-

dends be paid to & single ©OfRjp&fsy. In eases vfcere this ectonot be dono grave

injustices will be suffered by existing holders of int^medi^te holding

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



cka| which imcl;:-Afe Mt Qs3jf htilifitflg irrwgffaiti Iwt

.** BM etook 3 l i f i l n ^ at p f i t t t N u t l on tadUtlafl tes 2**8

not !• i t t i ta^r M 4 * W foftmt sevtrt appreciation If •

i a tfet l i i t l of fcftjflfttifj&i pMMTtl««lar2jf ^iac^ HM inclusioii or

of i •MpAfll' I>M UM ft£f««t4 or |)U tĴ x Auct dt-iivfid on

• 11ti [ i art ml ig j i»

I t l i Ml4 thtt the pw|NMia o.1" tldJ pfiviMUM i?s to pp

y l | fiK»ipa)^,«i MPOX4 p»y m t t i n r t*

to U*l I H M M I I 10V diwic'-ndu to lnCuLvid«Stlij« Stick aa tsTaatoa g

iMkTV rsstaltad from • <jfftltt1wi of UM AlTiitai yt»ar {laeorpor&ieii lit

an MuAj tirtii't or thr- b i l l ) ?sMch • •ul i permit Dw IMM9

to pay i t i divic^&d in Hw ^ ria^ Jumrvy 1 - fcrch IS to \MB &*•>>%

•M^MĤ fi which In tarn MRjr * y i t i e:ivxa&n<:; iii |)MI •vrro&pom^in£ p

of H N i w t !"•** to HUB Asst holding coa^oyir &*«£ «o on» But in UMI b i l l

a A pifftf ^J liw MpHHit this defiiiltic:; ©f the dlvidoaA 7 -̂2* *&&£> aa

to coincl'-'e with UMI tMUMiKUl JW> ©̂r1 *ar*iiag&» This pf^rtitular »

tlon of th« hol-ii^K MHpMflQf provision i s , u .^^or' : , no

It &J •&•• wmi i i r t j t l» t for tu, t>urpoefc of th '̂ -Undistributed earnings

civirlends f t t t f l by I corporation ilMiti be incl'.\c^a In

&oxx ia UM Ho-.i&e b i l l , bait Uttt thty IM x̂̂ m-jt fro>3 the

sie tax to tii- «rxt«ttt jrOTia^d b; sxldtiai iMN

t#<l fhPHf^f top* wo?%;.d, th«

to QH new IMI propoiislro will b* f-;r̂  • ly le»A@a«i < nd their
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will Nl »are ftthtlj! lj||t»TI(li Jiaait iaa^i ftMMMt * i l* fc« N&Mig there

wi l l be m-."-r- • MffimukM '̂ Aiwa ŝau@i* the pirmmit pr#pft»iJLi tkikt tlM

v l l l p*JT **v.--ir dit c« oi in^oiae ta,K.*#| tn» pmytM of lorciag f ̂ acla out

of eorpeimtltn*! cith,,r la UM ior-^ oi d^ht y tp i l iw^ or la dl

Of la tfxfe»| wil l bG b&it^j? »«:rv6<lj MMlg Hlti lyji ttMM &t§t*&%

Vttttld Bftltf for • IMI ftun 1 f t ttMftal ttM th-^t ^MMMI by the House$ a

t co';Id ba M N • M U J ' B3qp(l«lB«4 cod d
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