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SUCGESTED AMEHDMENTS PROPOSTD TAX ON UNDISTRI

I - Exempts

2, Income devoted to "reasonable® retirement of debt outstaading om
March 1, 1935. "Reasonable® 1s to be interpreted as the
annual rate of retirement provided in any bond indenture or
other loen contract outstanding. In the abscnoe of such
contraet ¥reasoneble® should be Interpreted as & rete of
annusl payments sufficlent to retire outstanding debt at
meturlty.

b. IEncome devoted to retirement of preferred stock ouvtstandiing on
March 1, 1935, provided & corporatlon has contracted to retire
such stock or to set up a sinking fund for this purpose.

¢. Income devoted to peyment of delinquent taxes.

Unless exemptions such as these ara allowed, injustice will be done to
borrowsrz who either entered into contractual obligations to retire debt or
expected at the time of borrowing to retire debt out of current earmings,
For the future it would be understood that debt retirements would be handled
either by (a) vsing deprescistion rescrves, or (b) issulng new stock., For
the most part the exemption would benefit corporations in straightened cir-
cumstsnces, such as small corporations hesvily ia debt to banks, resl estate
corporations,and railroads and public utilitiecs. MHost of the very lsrge and
profitable manufacturing corporations are out of debt, The agitation for
exempilion of "ressonuble® reserves might be met by granting exemptions for
the purposes mentionsd above and the opposition thus diminished,
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I - Exempt wndistributed earnings of banks so long as capitel and
surplus together are lesg than 20% of deposits. It might be well
to Trequirs also that present cepitel plus future subscribed capital
should be at least equal to surplus, in order that advantsge may be
taken of this exemption.

The larger the capitel and surplug of banks, the less danger
there is of losa to dspositors and to the Federal Depoeit Imsurance
Corporation, Interest rates sre low and may remain low for a eonsiderw
able period, Banks' eernings, therefore, sre 2lso low and many benks
expericnce difficulty in reising new capitsl, slthough the repid
increase in deposits makes this desirable. In these eircumstances
it may prove to the best interests of the country to emcourage benks
to tirengthen the propristorst interest by reinvesting earnings,

III « Yor the purposes of the proposed tax, wundlstributed income should
be income mdiatribtited by March lst of ths succeeding year.

Corporations do not know what their esrninges have been matil efter
the end of the yeur. Adeguate time should be ellowed for the declaration
of & finsl dividend after the result of the yearts operations 1s known,
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