


Thus are a l t o 4 t h r r  tm d i r t i n l ~ l  r h r r  of 00- 

tiixation. The f i r r t  point of rleu tmrrlntrino L h u i  r eoqany 88 

ruoh h e  no trxsrble ooiiioiLjr vyaL from i t 8  rhu&Wur Llu 

prrront  amthod of taxin, aorporrreo ir~ooar Md Lho diridoad in 

hradr of iharrholderr  r w c l t a  i n  ~ o u b l 6  kr*Cion. Tho rppprrClrr 

of t h i a  v i e r  quoation tho u i r t r n o o  of the o o m  r a  r reparato 

tu o a t i t y  and opine that rhore sh013a b. no tu on tbr ooqany 

apart l r o a  cho taxor on tk.8 incoma ot Lho o o q u y  i n  1)10 hand8 

of rhureholders. 1 t i r  I ur h e r  q j u e d  t h a L  t h u o  ir  ne q a i t r b l o  

brim to t r e a t  a oooyerny f o r  tazotion purporm diffmrontly from 

other form of  burinors orrgnieat ionr  r u b  a8  a p r h o m h i p  f i rm 

an1 a r o l e  proprietorrhip oonoorn. In o t h u  wordr, t h q  8oaept 



the prinoiple of taxing prof i t r  of #a coapury, a i r t r i b u t d  and 

wimtributoci, only in  tho htrndm of rhnrrholderm. Turrbion of 

uir t r ibutrd pro1 itm arrpLer no wmolrablr problem. B L . ~  an l o  tho 

trwtnwmt of mdimtributd p ro f i t r  s a d  on0 of them eugppntn 

r e p r a t e  mLb04 a d  aonclulem blmt there mu&i te no Cu on 00-a 

niee hrd they dietributsd 100 ,lor cant of tho pro f i t r  ar d i r i d d 8 .  

The seoomi view point., on the o t h a  bnd, reao&rr 

a ooqany an e meparato la@, eooaodc, a o o i a l a r  well am a 

t u a b l e  ent i ty  aport  from the nbarsboldur mqominr; it. The 

m+portera of thia t ier j ru t i fy  a tu on the oompmy a8 muah on 

mom ooonomio ?rincipbm, much a8, the prinoiple of 'ability-to-p.yg 

a* ~ t a  y r i ~ a i p l e  of 'mpeoid b n d i t  or privilrt;rm. The qucntion 

of a b i f t i r b  of aorporatm tax srauimr aa iaporur,t p u t  in  thir 

cenruotion. 

Theas two riswa w e  di~0~1m6a.t below. The dimourriom 

i n  t h i s  ckieptsr i r  cotifink t o  .3?e taaa:ion of widely held publio 

l i d t w  aoqaniea atxi the Lawtion of clorely held aonpluriea l a  

conridor~d in d e h i l  in  bho next thYpter. 

L- 7 / I  I 

'rurrbion of d i r l r i b u t e d  w o f i k  

&a a h d y  n o t d ,  aooordin, Lo the f i r a t  l i o r  IJU 



d i r t r i b u t d  inooar o f  tho aoqany rhould b turd i n  t h r  hvadr r f  

rbarrholdrrr  a t  the r a t r s  a p p l i a b l r  t o  the i r  p u o c a r l  incow 

i n e l u i n ,  tkr d i r i d d  incosls ud the only problem r r d n r  t o  k 

rolraa i i r  the t u r t i o n  o f  undir t r i tutoa iricom of thr  ooap.o)r. 

Thr problem of tuia, rr ta inod prof i t 8  aould ratrly 

be overcow, i f  the idea of  tsxln, r r t ~ i n r d  p ro f i t s  i n  thr hudr r f  

shareholderr, only ra and &hen thoy are d i r t r i b u t d ,  had no- 

brrr. such an rx t r rns  corarr  not only ha8 no d i d  barfs but 

r l r o ,  i f  adoptmi, would lead t o  rrrrrs inrquity. Coqunirr, on 

sn &reru&r r r t a i n  60 per ornL of the i r  art proPitr, &lob mould 

not norraaly be d i e t r i b u t d  u n t i l  l iquiuation of t h e  b d n a e r ,  1. 

othrr  uordr, a mubat~nLia1 prctpor Lion of tha prof ' i tr  of Lhr 

c o m y ~ y  *auld Bs l rf t  un&ax.d unuer &hi8 rebase. T U r  wuld air- 

arimlnate drplorably aaipinrt a #ole yraprirborrbip aonoun end & 

psr tnr rd i ip  f i rm h o a r  mtirr prolib8 urr  U b l r ,  i r r r r y e a l i r r  of 

how muah of pzofita e i u n d  i n  r o i n r e s t d  i n  t h r  bwinrrr. 

]Ruther, " t h i s  treatment rouM ba in  sharp contra& 

LO the untaxed g o t t h  i n  wealth  hat would ooour if 4 06rpraLe 

mlerLclkin, mar yturdtted t o  mjoy uem?tion i n  r r rpeot  of -18- 



tributod profitr .  YPreorar, t h i r  untud grorth would ba aoaorpmiod 

by an inoreare in the capi tal  ralua of the o o r q q ' r  .haram id 

;oulrr contribute a rtrikin, inrtunoa of o a p i t a l  rum hi% h i 1 4  

up out of untud inoamr. C l w l y  Lha i d u  of out r i&t armuption 

w r t  ba rajectm3.m1 

V u q '  rrualy i t  18 sardnced that i f  a 100 par cant 

diridand polioy war mforo.6 by lcuw, the double taxation of oorpo- 
2 

r a t e  income could be isone a n y  with. l'bi8 polioy doar nob r a w  

to ba a darirabla ona 80 fa r  a8 indie, i r  oonomrnd. 11 i r  m r a  

thsoratical  and a i m r t  iapraotioabla and taxation d o n a  would no4 

j u s ~ i f y  ruch a drar t io  polioy. Hataind prof i t r  of ooqaaiar  

form a m j o r  B O U O ~  of mrin,, in  India anu there i r  a d  to ba 

a t i d  i n  favour of  retantion rather than of dir tr ibut ion of oorporate 

profi t r .  

A third rot& aubrti tuia i r  the  orudaat artbod of 

tufw m d i r t r i b u t d  p ro l i t r  of tha oompany in tha form of t u a r  

on oapittll @inn on Bharar. Tha late Profarlor Simons war tha 

3. Yaa Cdward D. A 1 l . n  and O.H. Bromlaa, lkonodcr of Publid 
Finwar, P. 814. 



t h r  c a p i t a l  &nr from aharro would be rutjoatod t o  tar a t  tha 

no rm1  paraon.1 rcrte a8 am *hen the owpitel +in0 mu8 rwlimd 

bj ur1a or  by b8qwar.t or  d f  L W Lhera would be no tu on 

oomponia.. 
i 

Tha f undsmntal aromption unoarl t ing &he p r o p u l  

i m  Lhnt Lhe valua of a h r a a  of a oo pn)r i n  the a r rka t  h i8  r k b l a  

m u  r a l i r b l e  r r l d t i o n  t o  the undirtrihuLrd p r o f i t 8  of tha oompuy. 

Heinrestod p o l i t 8  md conraluent g o c t h  of u oollpany, no doubt 

bate, in  nornal, o o n ~ l d e r r b l a  bearin, on tht. priaa  of it8 ~ r a r ,  

but Lhe r e f l ea t ion  of re ta in& prof i t8 i n  tho form of hi&@ p r i m  

of e h ~ r a a  can never bo exaot. The r i l l ~ a  of i . r a 8  i n  the r r k d  

depend8 not only on the wunt of retainad profit., but 81.0 on 

ourrent and fu tu re  u u n i u  aapaoity and p r o f i t  d i n t r i l u t i o n  p o l i q  

of th, oomp&ny, the valw of the undarlyinb aaeata, d ethu 

rconoaia, po l i t ion1  and i n d ~ s t r i h l  considuat ionr .  T h a a  u a  

arm. wtwo audit ions1 r e a i r m i  p r o f i t #  be r r  no r f f r c t  et a l l  upon 

Lha r h u a  prioe,  and i n  other aarro  tbdr rof lao t ion  i n  tho u p . u d  

a o r r m n t  of the eharo imy be h i b a r  th-n bO*. But, u o l u t i w  

p r u p r t y  aonppnio8 o r  oorporations Libout to  be l iquidutec or 

--------------------.-------.------------------------------------ 
I. N a r y  C. l i m n ~ ,  Pmr80nnl I n w m  T l t r ~ i o n ,  map. hAp8. VII .ad 

UL ana h i e  Fadoral Tax Heform, p. 44. 



taken-over, the volume of re ta ined p r o ~ i t r  i r  neiar  reflootad fulf 
1 

i n  the &dr@ pricem. A fal l  i n  the lsnrket pr ioer  of r h r e r  oopld 

be hrou&t about rvcn by a r t i f i o i a l  pzooem and a h i d e r  raLa of 

tare8 on capiterl &&inn i t r a l f  would ba e n o w  t o  r a ~ u o e  the prioaa 

of a h r e 8  i n  the  mrkat .  

Thw the fundamental aar,mption on which the proporrl  

bow cannot hold &od ~ ~ n l  :hers ars p 0 8 r i b i l i ~ i 0 ~  of the r h r e a  

t e i ~  diayosed of' a t  a b x  irar~ntabe v.hm tho b,rica of rhsrae f a l l r .  

F u r ~ h e r  the idea of t a z i n s  retained prof i l e  only ar ana when they 

18e reulieoa n r  gal;it*l j r i ~ l  by adlo or bqwrL, doer not a rea  t o  

be ratleontblr wd rel iabltr ,  o o n s i u e r i n ~  the  current  reicnue n e d a  

of ;ha Gorernmsnt anu the f l w  ,ua L i n g  O~.T.SO'*W u f  the p r i a w  of 

eharaa. Yuoh A mhem woula a l s o  u r c o w ~ e  u a h u l t h y  oooumhtion 

of p r o f i t s  on Lhe ,art of a l l  ooup~.sier. T a n t i o n  01 oap i t a l  gW 

whether rea l ieed  o r  not,  on the otbar hand, mould i n  e f f e c t  bring 

In'& foroe the pwtnerahip  mthod of trxin(r retainad prot i t8  i n  

d i ~ g u l r e .  

The mr t  l o d o e l  and equi table  eohem of tuiw 
~ - ~ - ~ - ~ ~ ~ - ~ o ~ - - ~ ~ - - ~ o ~ . ~ ~ - - - ~ - ~ - - o ~ o - o - ~ ~ - - - o - . ~ ~ - ~ - ~ - - o ~ o - ~ ~ ~ - ~ ~  

1. Alsx himar, The kannerrrd Shareholder, p. 108. 



retained p r o f i t r  i e  tho partnoratlip m;hod. Undu t h i r  mothod tho 

prol'ibu of a aoqany would ba h o d  i n  'Yhe hand8 of rharoholdrrr 

i n  the lam may am the prof i t e  of' a firm a r e  taxed i n  the hand8 

of irdividuol partners. In other worar,  oh rharohoMttr rould 

pay t a  at  h i r  prrmoral rate on h i r  pro rat. share of the 001tp4tby'l 

to r J  net  etirnineip ~ k r t h e r  p i d  out u r  dividend8 or  not. 

Theoretically  he p r t n r r r h i p  mthod, i r  no doub~ ,  

l o d c v l  nd wuld e iua l i r r  f d l y  the tax Luraeo on aietribuLed 

end retained profitki rind ;ha puesrion of Laxi* coeponier would 

not ar ice .  BL: i r ,  prso 8doe, it houlr not only prcrent a l m 8 t  

meolvablo d d n i a t r a t i v r  ;rotilema, tru would a180 hare far r u o h i n g  

6~dvcrae e f fec t r  on ir.vsrtment6 in  sh arm. 

Tte f i r r t  d f f i owl tg  rroulu be h e  ullocution of not 

p r o f i t r  of Lho company a w r y  i t s  aunurour r l~ar .holdrrr  rprwd 

throu&out :.he oountry untl rabroaa &ad ~ h r  noti1 ioation of the i r  

aliquot ehsre of p r o l i t r  to them. lhir d i f f i cu l l ,  would inoroare 

enormualy rhrre  the  ooqany had mrr than one var ie ty  of aharrm 

b t : a r i l~ ,  varied in te r ra te  i n  thc net earni%& of ihr aompany. 

Thir  mLhod vould nob avoio the troublr  of oalculating 

the t n u L l e  in~oms of the o o q u n y .  The maope fo r  crvoidanoe and 



erarion under $hi8 m ~ h o t j  would Lo ~ n l i d L 6 . r .  ~ h r r r  hold i n  tb@ 

name o f  nonrineo8 hnd ident i  i a a  t ion of ornorsnip rould ;rerent 

addi t ional  rrdn?ini8trsitire crobli)ma. A eli&L inor r lae  or  decroarr 

mao i r ~  'Yhe riot pro f i t6  o f  tho cornpiny an ih:itaerl o r  on r r r e r r r r ~ l  

uoula requi r r  reopni r% 01 chr a r e r r s m n t r  of a11 rhareholdrrr  aod 

collraLion of s d d i ~ i o n a l  tar o r  refund of tax a l r w d y  o o l l e c L d  

from o r  t o  each w ~ d  every sharrholdrrr .  

OwnereLip of' n h r a n  of public coppanirr c h a ~ r r  from 

day to -ay and m a t  of L ~ C  ~ b r e h o l d e r r  of l u t e  p ~ b l i o  a o q a n i r r  

are i ~ t a r e s t e d  only i n  ounmt y i r l a r  on ahare8 and a p p a i m t i o n  

111 she i lue of ah-rau. In r ~ c h  s s i t t ia t ion,  who mula soeeyt to 

berr the tax Lumen on r o t  insd pro! its wr.iah would be d i r t r i b u t r d  

i n  a l s t e r  yerir or would never bu clistributod u n t i l  l iqu iua t ioa  

of the coapany? 'Phr i n r e r t o r r  woulc upect  h i d u  a i t i d d r  t o  

met t h e i r  extra baa l i ~ b i l i t y ,  In  m r t  a u ~ s u  abureholderr' tu 

l i a b i l i t y  on &sir o l i q w l  ahare of d i r t r i  b u t d  am u a a i r t r f b u t d  

p r o f i t 8  of Lhe eoqwny wuld uoead v h t  they had reor i red i n  oarh 

as d i i i d a w r  and there muld  be none to ron tur r  Lo inver t  i n  r i aky  

entarprimer. Thir soulu be mrr t r u r  in the o a r r  of *wlLhy 

abrot.!olrlerr nho % r e  rerponr ible  fo r  thi a r r a t i o o  and & o m h  of 

m y  lar,a companier i n  this country. 



Thus tho partnorehip method i r  both iapraot iaablr  

and h t ~ t  i a  mrr  iaportbnb, unara i rabh .  Tho reoo,yir ion of thim 

fao t ,  t ha t  is, tha t  f u l l  intr&trtion i r  i g o r s i b l o  i e  ~ h o  flrrt 

r t s p  torclrds a sop:rrate oorporation tru, 

Am it har booomr inpasmitilo LO f ind  out  a rtidw- 

tory mothod for  oolleoLln,, ;are8 on retuinod prof i ts  from the 

iihurrholaerr, vrome daricovl h ~ i o  born putfor th  Lo tux Aem i n  tho 

hand8 of 'ha o o q q  i t n s l f .  A h ~ r  :tic coupmy h e  bscoaw a trU 

,,A,&, en t i t y  on behalf' of ~ h r  ~ a r r h o l a o r r .  ' ~ h o  m8t fadliar 

oar i ces  s r o r  

<I) the urith-hol~~ind aeviar  Pnd 

( 2 )  Lhe uividenar-peici-creuit upproaoh. 

The f i r s t  one g o v s  out of Lritish sxporienor ud 

is, therefore ,  of tan cdlecr the  BriLish me~hod. It has  ken i n  

force  i n  the  U.K. r inco 1603 mu ue, i n  Inuia, Blloptoa i t  ro  f u  

a ~ h c  ~ ~ ~ c o m s  L..X is oonoernad till tho ~aeormaont y e w  lM59/60. 

The fol lor inr ;  u i m m s i o n  of t h i s  derioa,  m t w . r l l y ,  is bescad mro 

on our erperienae, 



ikwrr the wlth-holdin, devicu, Ghi! cr;qrmy rould 

on i t e  mtirs net , a o f i t u  on behalf of thu ttiweholdars, f'hr 

company were ~ i e t r ~ b u : n ~  nti t*ken irrto .icaolmt in  their porroaol 
1 

eeerement. i'o eharsholdsrr bho, i n  Lkdr parrorurl laeurruwnL, 





aimt oupsrrimiorr ir, c a l c u l a t i ~  aj.propriato nmomt of lar. with-bald, 

in rel,or:ifid with-hol-ir,, LC the ahi~rrtroluars &rid in y a n t i n b  

rai'ukie for over i , i l h - h o l ~ i ~ .  It boula cirwa Qf:lsy a r -  inoosra- 

1. boa ~ b c t l o n r  16(2) lud BS-c oi the lnui n ~ m o m  Tar hct .  1422, 
as ':m ri,eti in 14M. 



d i f f i c u l t  to l i x  o sa t ie faa tory  time limit f o r  c a r r y i w  baak tha 

eroeea ki ie t r i tmt ion m de i n  a yacr a m  w unlimited carry-bok 

.,uul.d ke almst i q n c t i c a b l e .  

Y u r ~ h r r ,  the ~ i i i dend ia  - p i a  - c r e d i t  rystem uuffur 

frcin %ti unaioidible ,Fare dia::.dvjnLa,e from tho  iiow poinb of 

ecunc:-fc expaiiienc,-. This  iri:prowh, unlike :he w i t h - h o l u i ~  

derica, wuld imporj~ t : r S  on reL ined pr0fit.b &lolie knd lisaourfA&e 

;JJ.ow.i:16 h c k  ~f y o f i b .  ~ h o  ttix urwer  ha *yrtsm eotild ~ h w  

~ C L  .;ii 4 poml L A X  l o r  retnntion of prof i t a .  The ectrorrr ofleotr 

of such a me.:.altre wosld i.e f ~ i L i l  Lo ;he g o x t h  of' corporato ma- 

to r  i n  the country. The aff 'ecta ol Lhio tyatern on neu nna: @or- 9 
i ng  f i r m  :n<t %?ail c c ~ m ~ ~ ~ n i o r  roulcl tse more aerious sre i t  would 

r c . . ~ ~ : :  : : v u i l  4Lie ir l ' lerml r a ~ o ~ l t c : s  tor  oxpanaior~. ?ax burden 

:.odd i.e haavjor on &em t h r ,  c~n o l d  estfibliaht.d coq.,:;nies. T h i n  

mc'uhod . if& proaoriL hi;Jur r . . t c .  01' taxce d&t cncouro~e debt 

f c i .  .b~: of L ~ c s ~  r f f  c:cLb (sf' i L'.I I n  MI .iatriLuto,i pro- 

fitcl of  ti2 oo1.p.r~)~ &erU re;liae:: in  tho ;.-.&. i n  I S 3 6  &hen it 

inti-u..:uced tile wl.jiuLrib~;a..i p roz i& Lir ~ o v ~ r i : h o ~ . J ,  oh a ~ y ~ p l e -  

rnor.; AI ;he ~.o,,iildr c;olpora~ion Lz. ue, in  lndi  ., expor&r:ncod 

ti.w d v a r a s  e f f e t s  oi' ~ i d r  kin1 of tar  i n  1919 by inpooir+$ a 

supor- t L 01. ~ t 4  m u i l ~ L r i t u ~ e ~  ~ r o i i  L &  o:  he co l ;p~n j  ~t rilLar 



1 
varyin~ from 6.2, t. 1L.7- per oent over am above Ha. bOeOOO. 

It  m y  aicio Lo pointel out hat ,  ae the rtanchrd 

devices, Liz Lieu ol oomp~nies -oulo, l w k  ! ' lexib~lity and it mould 

be r ~ s i : s r  ;iff'icuLt Lo brin,;; : : o u t  dceired chinsea i n  one nithout 

If any one of them crorioes aouid integratr, uklur& 

2. A v i d  dtlkar, 'uomr dco~romic Aspects 01  ha Taration of 
anierj', The rlu:chee;sr school of Sconomlc  an^. b o c i a l  
i e s ,  '401. 22 (1Sb4), p. 1. 



t h e  adminia t ra t i re  u i f  f i c u l t i e a  ami o ther ef i aota oonnea td  w i t h  

them could lQ tolarsrtrd. But they prove zo be a o q l e t e l y  inudoqulo  

mature6 t o  equeliae tho tar, burdan o n  a i e t r i b u t u  and retrsrined 

prof ' i ta  oi the ooaq any f o r  ~ h o  follo.int, r a a o n a .  (Tide ir  the  

n a r t  mtcp tosardu a mapsrrts corporation tax). 

3. lindsr LoLh thams approaohee Lhs ra ta inrd  p ro f i t a  

o f  Lhe compny &re  t r x d  a i t t ~  che idea thvL i t  would oqrraliaa l o  

a , g e r t o r  axtan6 the kU burden on uiabribu .ed tnd re ta inad profitm. 

' I ' i ~ x i n ~  companies &t ' t h  ao c ~ l l r c i  atundurd* o r  *mblximm' r o t a  

urxicr Lhtlma det ioae ,  no doubt, r r r u l t e u  i n  tarin,, tha d i a t r i b u t d  

nd rut,rin@d p ro f i t a  of Ule ooapany approdca~ te ly  a t  the a;me ra te ,  

ao 10u , a13 L ~ E ,  r tte of iricw w t a z  on inu iv iu ta le  wrra m r a  or lam1 

f l a t  withoht hi& proogeseiorii eo lorir, nn the o b d o a  uera lmld 

1.ninly by u p p r  alaaa irrvam:ore &nb oo lolrr, a the prolitm a u n d  

-r.a d i ~ l t r i b ~ t e d  LIY .he aomp~ny ..ere 3 p p r o ~ l n ~ . l a l y  equal. dut tha 

above cot..kiLiona htve wholly chenpc.. Individwlu a r m  na longer 

su. j e o t w  t~ i ~ i r L  rat0 of tax. he a l r d y  noleu the  pro,geraion 

of t h ~  present r .t a t r w t ~ ~ a  i n  vary stoep, tha r4tem t&ryin(g  

from car0 t o  W-86 per cent,  subject  t o  a n y  oonooaoionl rabataa 

exsmptionr. l n i t i i i d ~  $1. h t r r i n ~  cronrsiuerubly l o ~  inaoms alro 

irrieat i n  corporbte a e c w i  tiam. hr&@ rr t t rn t~onof  prof its by 



aoapsnier f o r  development and o:her p r p o n e r  h.4 oleo beoow a 

p u m n e n t  f w Lure of the  corporate f inana i - l  polioy. 

Under t h i r  nevi rtep-up, Lherr r o u b  be .no bhoore- 

t i 0 4  j ~ c e ~ i c e  i n  tuiqj Loldietributbd p r o f i t s  a t  the m~ndtwd 
I 

rdtew. I t  i a  dleo ilqpomiblr LO f i x  .a r a t e ,  apart from the  

r t a m a i d  r~rLe, which would k i n b  about an +;,ro~irn.te e,u.lance 

i n  tax ;.ion of aistri but.d and r r tu inad  prof i t 8  or of corporabe 

pro : i t a  a@ a ahole rrd other non-corporate ir,com. Theme apkroache8, 

then, aould at, tha m a t  help to i l q ~ o e  a c s r b i n  amunt of tu 

on undimtribuLal prof i t r  inbtead of lekcrir& shsm untard.  hturol ly  

the  queetion a r i s en  why eiioulo. ~ u c h  c~~mpl icd teu  ard row.: about 

doricea t o  adopte:~ fo r  t h i n  simpla purpore? 

2.  Ltlllrt ir  more gars 1s that Lhe oraclit a l l o w d  M d u  

theas methods d o u l a  of t en  exceed the t a r  c o l ~ e o t l o n .  48 i t  mould 

r,ot be porbiule t o  a l c u l  t e  t h c  ra tbe  of tax iepo8rcr on the 

p r o i i t o  aaa~raulate,  by Lho aoqany  from rims Lo t im,  the  o red i t  

sould i n  norm1 ba ciiloreil d o r  tbo aith-holoinb ds r iau  a t  the 

curi ent  rdtsr in rorcu. In  these o ye ui fasf. increuine;  rd ten 

................................................................. 
1. b y a l  Coamirrion on the  Tamtion of Y r o f i t r  rud Ancorm, 

I'irial Haport I $56). p. l5. 



of taxes, tho c r c d i t  mztr t h i r  kina of trratmant mkuld aao.rd the  

a c t u r l  L*X c011aetmi on i h o  r o w 4  l e u  l .Oi i t s .  :he m@ 

wuld k serioua ahare rwh a ored i t  was tl lor crd i n  respect  of 

d ia t r ibucion m i e  at the L i m e  of  l iquidat ion of the company out 

of profiLr eocuml. tecl eve r~ i r , oe  iZe inoorporalion. s p w i a l  a l r -  

bor t e  provlrione could Lo necrarary LO i i o i d  Lhir k i d  oi r n o r l y  

a h r m  Lhe d i r i d m d s   ere p d d  out  of a pi tgal  &ine and i n t e r -  

corporate o i r iaandr  whioh &re of ten LkubLe a t  o ooneerriofwl r a t @  

.rid i n  cam6 whrre the double taxation %void nco ro l io f  ran c g u a t d  

t~ Lhe oouipny. 
1 

IR1-or the d i v i a e n u - ~ a i ~ - c r 8 ~ ~ i t  ~;proaoh a180 the 

refund houlcl arcrod t h r  actual c ~ l l e o t i o n  0 1  t r x ,  i f ,  i n  order 

t o  avoid ooaplboation, Lhe rafunu on omear  ~ j i s l r i b ~ t i o n  mde in  

4 yc)ar r~rr blloweci it Lhtl CIS forit /i%tra of  k ~ .  Yhib would tH 

anre so whore t t ~ e r e  war no tiara-limil -0 aarr , -bck tile s roa r r  

distri b ~ t i o n .  

3. l'ria incider~cs  01 h e  Lax on r e L s i n d  prof i t r  ir 

no;.her impors..r,t f 10tor. If ,ire uLtii!hte incidenae o f  tax 

i r  no: on :hr r a t  ined prof i ts ,  these wthodr  wo~ld  u t t e r ly  f a i l  



1 
ir4eidenoo t f t h e  tar. However, i t  oin no lon,+r ba imint<. ined 

stirit the t rardit iol .nl  theory o f  inoidonoe i c  of any value,  1% 

t:.d trm corporaLe Lax, the re fo re ,  oknnot be r h i ?  t au ,  uhethor t h e n  

is oompetit ion o r  mnopoly. Ttiouc); Lhc c o r p o r a t e  tsr a.=nnot be 

a o n e i , , e r c ~  norely a s  u ,ener 11 maha tax, t he re  i r  every l i r e l i h o c d  

i n  the  form of tli&ier pr ioea.  In rocent  yearm there seem to be 

Lion drat b~binrrmu concerns aim a l a i y a  i t  'a&larua p r o t i t n ' .  I t  

o;+oaiLa tu that u a u i a d  bp t h e  tradit10n.nl  theory.  )sir return 



on yu i :y  ca, iLal  f o r m ,  atlenat i n  tho long run, a : a r c  o f  cost 

irnr ' 1 . t  iceh are i i ~ ~  In 4 s  -nee of production on tho baaia of 

1 
cm,i t ionam. 811~11 concerna olij. not. brr able co f is tho pr ioes  

trst +i.ay u i l l  aaroly follow Lhe pricse  ~ e ~ e r r n i f i r d  by d c m i m t  

f i r m ,  2 

r.-t, i n  reoont yerre,  tho aa jo r i  zy of ~ h o  omru~emsnc8 of wnufao- 

.. r in, ouqsniam aonoc io~a ly  tirhe "he corpor .~ t e  tax in to  vocowlb 

It folloula from the cr~ovo uimc~aaion that 8 f u l l  

I. Leiria H. Ki-1, T a r e ~  and ' b o n o d c  Inoon~ i so r ,  p. 23. 

2. Ororern, ?od - rd r  Tsx~tion .nd Eootioado Progream, p.2B and 
K o l ~ o r ,  The skpendf ~ u r o  Tax, p. lb9. 

3. Same ooqan iea  my do ao unconeciowly and mw ooopntiio~ my 
follow the  fired by the aa jor i ty .  

4. L o l a  I t .  K i l a a e l ,  Tmea ar,d h n o d c  lr;oontirea, p. 30. 
B . S .  AbckinLoeh has ooncluded from monle raoent  m a s  a tudior  
W ~ M L  trrxea on pro: i t m  d r e  t o  8659 extent 8krif LW forriirda. 
r d e r  h l s  book, Iho usrelopment c+f F i r m  (1963), pp. 134-6. 



prac t i ca l  i r tposuibil i t ,  d n G  ahat a l l  ~ t s  prLia1 i n t e g v t i o n  mrcbodm 

aim uo is ;tiat d r q  i q 0 8 ~  SUM iax r,n che oony;..ny wain, on tho 

rotciined ixo: i t v .  Any r a tu  of h r  f i rd coula tkva little OOMOO- 

tiorr ~ i &  t hat borne by UIII .+iotribu..ed pro1 its. It would bo 

arbi brory c.rd stre tax uwden v ~ d d  . . iffor from on0 coatpny t o  

~noLhur daporwling upon the incorns of t he  mhareholdrrra and Lhe 

a b i i i t j '  of the compuny tO s h i f t  the a x .  

it wuuld not,  therefora,  be mre a r b i t r a r y  o r  

ine,uitdLdr i f  aomr tar i e  impomo.~ on ttrtr coqany  bemi on it. 

mLi re  prolitm, in reem of orr i ts  retdir.ed porLion of the pro f i t4  

alotu.  Thim method m y  b refsr r  .d to a r  undirtribuseci p o l l 0 8  

t u x - ~ p r e d  orar RIOL~DJ. (11.1~ 18 tne Lhi ru  btep b r a r o o  a amparabe 

aoi'porrLion t*r,x). The fcllouir., con aid urn ti on^ mould go furthu 

Lo 8trengLten i n i a  argpmcnt. 

1. in L h  lorhyj ru1 Lkm &%A b ~ d l r i b  on . i i f l ' ~ r e n t  

cornpnirr ~ ~ o u l a  trot l a y  much an over a period i f  years the ..*ilfo- 

rcnce 1.9 &ie rataa of u i8 t r ib ; t i on  'betwarn aompniea would tend 

t o  be reduced, erenLhou& i n  a pareic ,uhr  year the d i u t r i b u ~ i o n  

by ac;.,e companier m y  exceed L r d r  t o t v l  ear~;ivya,  t he  dimtributian 



by o   ha^-r f ~ r m i n d  o n l y  o minor p rL or .h. ir earnirq.,~. dhen a l l  

Lhe coqr n i t s  Crrk viewed 98 1 ichole t1.e r v i e  c f  t>iatribu:ion d o  

ir, a y u ~ r  does nct  . . i f f r r  rmch from tha t  m-de i n  a ~ r r v i o u r  ycar. 

2. &van i f  thore  is  m y  di f fe rence  i n  tu burden8 

betaron a o a p n i e r  and .oven i f  one dBIIUfi#D t ha t  ~ h s  taxer  a r e  ria6 

~ h i f  tad but ef i  sc t ive ly  reuuce the no t  pro1 i t s  of tho aorporationr,  

i t  do a not . i n y s  fo l loh   hat the inciuenoe of Lheee taxer  frill8 

on iny p r t i c u l n r   cup of  rhweholasre.  ~ b i u  i e  the c u e  when 

:t,e t-L i o  d i r e a t l y  paaeed on i n  t1.a form of lower dividoncrs. 

To Lhe e ~ t c r t t ,  hemmer,  hat Lhc s f f  ect  of the us 18 to  r&oe 

not t h ~  a i r i d e m s  buL Lhe net  amount r a t . i n &  by corporaJonn,  

the fr.cidanaw is borrm by f ~ t u r e ,  r a the r  thun by prs8ent sboro- 

holderr;  and it t ~ k e u  Lhe form 01 e lose r  r s ? o  f low-run bpprr- 

c i i n~ lon  in share valuer (resuit in. ,  from a louclr r ~ ~ t e  of d o r t h  of 

nortotti tin ., earning power) &an v.oula h vc ocourred otklerrdra. 

i n  t h t  cvee ~f my , . . r t icul . l r  curnq,.-ny, however, the  

oonrjcction Letween ~ o c u m l l ~ u c  roses vea rnc: uh,~rc  valuer  o m  vary 

, : t k ~ i r ~  very wiue l imi ta ,  80 t h a t  i t  i n  u n c e r b i n  how quiekly or  

slowly tkc &oath i n  reerrvarr i s  trcmurdt~wa i n k  mrket valu&tionr. 

:,incc abtreholaara w y  a r i  tch t h e i r  hc.ldin& from one c.  m, w y  to 

w i o ~ h e r  ht any Lime, tho 'f u tu rea  ah4reholuere of a oompny rreed 





3. No country nor rre.m Lo bnre onlj  a tax ahiuh ir 

L.X re r a ~ d y  to aecept or toler.*te rr. loher p r c ,  nta e of non- 

orar ine.hoii .iocrlu not .;i:fer a. ..ch from ;hat *milt'r i t s  crlternutivrr. 

Tar. . 6 i t h - h o l ~ i n ,  or iii ridstid-;%id-crwi t 'i'ar uadu ------------ ~ r v i c e  unaialri- 
1 . Q i  un- :ran- --~~~~~~~~~~~~~~~~~~~-~~~~~~~~~~_____________________________________~_______________________________________________________________________________________________________________ but& prpro- 
dai la  rofun- d f c ,  tivc; t:a in cc~vlbcticn a i th  Wlr f i t 0  kr 

ualiia ~ i a t r i u - .  ~ i x  .E ;lCrcbI'i;. .dc of prof i ayrePui-oror 
kmf or o tax. rrwthd 



hrrumo, f o r  e u c + i u ,  ..b~ out of 60 par omnt of t o h l  

t a ~ ,  30 j m  c a r ~ t  #,am refundrLde; that the colqwnimr d i r t r i b u b  

55 t o  .;;i p t r  cent of t he i r  p r o f i h  w u  thh& the  r a t e  of tax d u  

*ha! unirisdxibuted p ro f i t e  'VEX-rprrad o v u  motbod uar f i r e d  a t  S8.8 

par ceot.  &hero the aff dc:ive tar. r a t e s  on r n r i o w  co rpwia r  War 

theno .ywt-.ma nsra coqa reu ,  the tux itiora;rta or d e c r a . ~ r r  undu 

t he  d i r t r i b u u t e d  p o l i t e  taz-eyra .d-over-method mould not  br, m r a  

t h w  2.26 per c m t .  

Taxstiol; uf :tic cortpr,y i j r l  tk;e b s i s  of i t8  entirm 

yrof i tu  i > o l r l ~  bu aiql,!: to uiidminiator uid aocild i;r f r e e  froa the 

uefec7.6 of \t,e iividend-paid-credi; device fi om tho point  of aoo i r l  

in:uls.. L. I'hc s a r  mder the! proposod sch:.:.m would f a l l  l e a r  

heavily on rtxpridirr, coqwniar  ~t;ich ueuil ly plo& h o t  a i g e a t u  

proj!ortion of ~ h u i r  y r o f i t r  thun on rtt.:"g::nt com~~.niar. r 'urthrr, 

biie tar oyotea under this schem w ~ l d  enjoy oonpltlte f l a x i b i l l t j .  

Thue, even il ~trs oompany i e  oone iderd  merely am 

an a & r g t c  of i;srlons, one i r  oompellud to  recolgiieu it, as a 

rep I ~ $ I  t e  t u n t i e  :.ntity. I L i n  not  ~10p uome 118arrted. bmcaurm 

:h t h e  adr rdn i s t r~ t ive  trchrliquen h.lre not lraran darelopel ,  but 



rprinly beciure of Lhe ohwarcterimticm of t t r  company i b m l f .  la 

r d e r o l o p i w  or aereloyeo, economy, the  eo-y i8  not  only r 1-1 

e n t i t y  but d s o  sconodc,  oocial ,  $ANA Larr m&iLy. (Thi8 i8  tho 

f i n a l  r t e y  toward8 :r map~rlte oorporation tu) '. . r . ,  .. a8 a cormtry 

prou-caeer i n  i t 8  proy.:mne of eaonomio damlopalant, corporrto 

taz&:ion uhouU become d i r t i n c t  from perlonnl taxation.. 1 

A oorpor a t i on  i m  un cir ' . if i c h l  indopandent yerlon 

a r a i t ed  by law with a ~ 1 a t f n c L i r s  n~um r aolaaDn 8-1. 16 i8 

not l i k 8  a p r tnmrsh ip  f i r a ,  t he  merr a-e,$tion of it8 mrmbsrr. 

it i~ a lo& snsiLy Md 80mthin(j : iffererrt  from i t8  abreholr lorr .  

I t  b e  I i&t LO . aka  ruler m d  bj-laam. It hPr riglit Co mw ond 

o m  bc swd. I t  hns b ~ h o r i  Ly bo OrrLer ir-to Corrtr dot8 w i t h  i t8 

8hrrroholder.s arvr obhers a d  t o  convey be t t e r  t i t l e .  The ~ o b o l d u r  

canno'u bind Lha ooqany  by t trhair  act88 the, arc# , o t  i ~ 8  e&nL8. 

A member c n ,aLh awn i t s  i,hares am bo i t s  c ~ e u i t o r r .  A rbsvc 

holucr OM 8011 him ah.rera at  m y  t l lw  .e hu l i k e s  witbout the 

concrsr~t of o ther  ah*reholnrre a n d  ~ l t h o u t  a f l o c ~ i w  ~ h t  l i f e  of  

Lhc company. l'ha o o q w y ,  *UL, htim p e r p o b d  Y I U C O O ~ ~ ~ O I I  Zbnd it 

i a  inclepen.ent . r  the l i r c r  of its thmcib.r8. 

:, Tho mitwd kat ionr  Pisoel  C o d r s i o n ,  Corporate ?u Yroblrm, 
IYbP, p. 63. 



A ehar.eholder hua pt only ' l iml tw A i ~ ~ L i l i t y ' .  UI 

him .LO no fnrsr e a t  i n  the  property of thr aoq-uay i n o l u l i w  

r e t a i r m  proi ILa. he h.ir A r I & t  to  crrLicipLe i n  the pro. i t e  only 

i f  w . 4  xihen t r m  c o q m y  decider t o  divide bhem. Be oannot, except 

i n  r a t e  In r t -now,  c a p 1  a i r ac to ra  LO dea la re  dividondr o r  -re 

d f r i d e n a ~  ttwn ..h .t h ~ e  bean reoommende~~ by them. 

Tta ih&roholdera have l i t t le  or only very rnaato 

o a t r o l  of she aft ai l  a of a hr,e : ublic a o q m y .  A bey ooaupy 

pecctllnr :oai;ion oi an ir~vcsLor rn butreen a orsdl tor  and & 

omner. Accortlin,, LO ~ c t m p e t e r a  -1r.e only r e a l i s t i e  da f ln i l i oa  

of utockholders 1~ Lhot they a r e  aredl  t o r s  (capl ldl l i*b~)  J ~ O  fore@ 

p r t  bf ~Sle l e & l  .rotccLiorA u6,nlly sz:.a~e\l Lo orecritorr, in  
1 uckran.,~ f 01 h a  rf &L :o p r  . r i ~ i p t 8  i n  prof'i brW. A ltu@ cor- 

flora don,  i n  ilrron 'r term, moonvcrr trr ounm s e 8 r ~ t i a l l y  i n t o  

AerALiarsw. 2 

ihw nrrLual outoomd of tbr cgowth of a o r p o r a ~ e  for. 

01 or&nlaat ion is ;he meparotion of ownerahip *nil control ,  which, 

i n  &tarn8 t r  resporaiil:; for  thc trernen ouo tyi,uth and dolainanor 

----------------------*------.----------------------------------- 
1. ~ w t d  by niohirrd C o o ~ @ ~  The Corj~orucion Incam in, pp.18-19. 

2.  'lLi;t Lorporation i n  Llbaern oooirty, 1461, p. ib. 



of h a  corporate rrecLor i n  Lhe economy. iho~,,h le&ly the  virtu1 
4 

~ o r r t r o l  o!  he aff . i re  of :h covlpdny vesbr i n  L t r  hmda a fern 
A 

rclpree n~ I :.ire rih .reholdcrs known i i r s c t o r s ,  i n  r e a l i t y  'It 

i a  a f i o t ion  ..... , ........ t o  r e  *ra Lhe kmru f b i reo tor r  r r  

Qis ;,eraon81 regrammtsLirea of the likhreholdf r e ,  t o  whom a r e  

delebate:' the u~tlrrurte responeibi l i  doe wl ownerehip in t h e  releo- 

$ion of mma&ero to carry o. t tho po l i c i e r  A LIre o m u r .  I t  r e e m  

. I  aL i n  ' h e  1 trde corporation Ltio mole m l r ~ l  s i t w t i o a  ir  f o r  

mzn .&e::wat to  s e l e c t  ~ h s  d i r e c ~ o r r . ~ '  The inarecrriw prof e r r i o a r l i -  

satton of  the san~emmt nevms to be m e  f tho aharsa te r i rb jor  

of oor, o r a w  form of or@nisdLian aed i n  aaLwA praotioe, d i r ea to re  

01 tan f o l l a o  tho lsdvicor o f  hired rtwwemuit. 

It i e  not muawl ~ h a L  GI c u q ~ n y  i@ aontrollod by 

minori ,y ah.hareholders, e i ~ h  r Clock of 10 t o  20 yor cenl of Lho 

rocin, ridtit&. 11 i r  b c ~ . ' , o e  of the dimporral of e b r a h o l d e r r  

over a 1 . ~ ~ 6  number of' percoris ir3bioe .rid O U L J ~ Q ~  the  oomtry,  

a mijorl ty of whore take  no A C L ~ V B  y z t  i n  corporate deoir ionr,  

and -hu g o k i ~  i n p a r w c e  of i q o r s o n a l  and pdeoire rhirreholderm 

l i k e  companier, in res tnsn t  Lrusts, insurance a o q a n i e r  bank8 .nd 



I. heyort bi' ;he CommitLee on dibtribbtion o f  irraom larrlr 
of dmik, hut 1 1564, pp. 57, sB md 46. 



i n  ;he twentieth century' an Ea&eh writer oomnents, * c m  no longor 

b r  r e  ..rr !ed rr r pr ivate  ar rw:ga,ent  1 or enr iching 8hurrhoMerr. 

1: hns boocw a j o i n t  @ricer! r i s e  i n  uLich rorkr r8  nrul mn-igmant, 

c r u ,  tLc l o c a l i t y  nu &vernnr~r~l ,  a11 p l \ ~ y  a part. If the 

tybscm drch r e  know by :nr nlmu of : r i l aLe  e ~ ~ t e r ? r i ~ c s  is  t o  aonti-  

nue, eaCz.o nay m s t  be found to  embrace t h e  m n y  in l e l eo t e  which 

60 t c  mkr up induotry i n  R colnaon pLqose0.  
1 

aolely telor: ines; Lo the tlhirreholderr. It can no lon...or be -in- 

t~inaa tbat a amp..any rximta only i n  the  contemplation of lam tiad 

w t m  t h o  company .;j-ikae prof i t a ,  in excel8 of r roaronable rrturn 

on sk(rAew;: l ta l ,  i L cannct :.e cl'iirre~ ~ h t  Lbe rxor r r  p r o f i t 8  

oi:otila i:? 1 .~8oed on to  Shu 8htr rholaers  intmct. The "uvtrrnment, 

on the o&or band, b e  every r i&t  t o  iarLioi~:aLr d i r e a t l y  i n  Lhat 

eurplua j r o i i t r  i n  t h e  hsme of' the ccrTmy cn r o m  @ q u i b b l e  

b a s s .  

A m a p  1Le corpoiat ion tux i r  o f t en  j u s t i f i d  by . ................................................................. 



p r o v i n ~  that a o c q m y  i a  6 i o s l  re t.811 sr economic enLfey 

& p r $  i r o m  the ahareholdare,  on one or  b . . h  Lha follow in^ 

p r i a c i ; ~ l ~ n :  (1) the qmcial h . c f  i t  or  rivile,u theory (2) tho 

iqermo7aal ebi  li:,y of -fie aorportltiu~zu Lo , ry ax. 

b o r n t i ~ m s  Che corporation tiir l a  advooate~I, apply- 

i.r;,, clnlj' t o  compniea, theoriez UPW ta jur i f ' y  a general  burinram 

Laxation on cidministrn:iro and aoms o L h ~  corrsider&tion. 

$morn1 Chtorier --- 
l m p o r t ~ n t  theoriee cn ,,enera1 b ~ e l n s s o  taxmtion arm 

( i j  t b ,  .5e.ns:d benef i t  u m r y  (2) the r p r c i a l  anu roc i a l  cos t  

L& uory ard (3) the  soc i a l  coritrol anx4 re,i.la~ion theory. 

She euin reason f u r  l i m i t i n b  ;he &pplioat ien of 

6enrirxl tr driers Lax advoc~tod  on Lhcaa t h m r i 6 a  to aoaycr~iom 

d o m ~  i s  ~ h s  t of -:dminir :.ra ~ i v e  ex;.!sdie11cy. A ~ a n e r & l  bi,dnemm 

txx aould crtmtrte alm8t ~nraolvat ls  juealiona; th t  aonrtitutem 

blreitlsoaP atid ahaL i i c t i v i t i e s  :.:rc 1.0 Le tre'tLod 8r buainurr? 

?'he six a r m  icrpobd on corq~i~nis r  d o n e  roula,  on tho oLhar haad 

r .ise no such puestiono. iompmies arc a r o a t d  end oloar ly  definod 

by 1 .  C o q  brcu Lo unincorporarted aonam18, c o q a n i e r  greoent 



no d i f f i c ~ l t y  in  1~rent i i y in~2   he oanerd:iil of the businear and i t 8  

nd re..:~llr naoi.unta on which the tax could aarily be kwd. 

i ~ i  the c~.ntlnuaLlon of Lrixee u+on ccrporatlonm which are not 

h;lplicubltt  t o  other form of' bminrsrs". 1 

Other rrnuone for l i a i t i n L ,  :he ~pp l ioa t lona  of Lhe 

gene, *l b ~ ~ i n u e e  t ax  LC. companies alone re tt.eir i q e r s o n ~ r l  

ch .r c ~ e r  1d v e i r  g r d o d n v r ~ t  ~ n a  m n a l o l i a t i c  yosibion i n  the 

~ L P I ~ I I ~ B D  world. 



No doubt, ar the ariticcc of ehir  Lheary pdnt out,  

the ~oicsrnrrrent r ~ i a t m  , rimrily not lo r  the cenefi La of bwlne88, 

buu fo r  the benef i t  of the ~ o o i e b y  ah o whole , and the yraoiee 

a l loca t ion  o f  t he  u d e n  of' hvurrr,mulenL e r y c t n ~ ~ i t w e  %mon&t i L 8  

vtr ioua o c t i v i t i o s ,  i r  almst  rmporrsibla. Lavur~helomci, tho -yen- 

u i t u r h  of the  Government f a o i l i k t o e  tho. buninrae in  it8 inctomo- 

prod..cinr; . ~ c L i t i ~ . i e e  .>tw an r*p'yosiim~Le mpaitrl  ah~rtge orr d l  

bl bireoe, indepondsul of the benefi t8 errjoycru by ina iv idu r l  

ooncernei, ooor not  t i o L L r  the pr ina ip le  01 eqbity. 

The second or the oobt opprooah Lkicory of taxation, 

c o n i i s ~ s  of tmo kinds of contar 8;:eaial w d  ~00i tk l  coaL. Born 
eA 

ts. . inear ciewrld yublio servicer, invoitir- uoomo ' u p r ~ i & l  008%' t s  
A 

t h ~  Scvtfrn;:mt. I t  has  s1m:iys b a a  r e d r d e u  propar t o  e h i r ~ a  

s u c h  butineoa sn te r ; : r i r so  with she coetu c;f any s j m i u l  ea r r ice  

l'urniohei, fo r  inrt..nao, Lhu cost  of' rui:ervising "ha a o t i i i t i r r  

of componiea hPnd l iw  d w e r o u e  e+iiprx:nL ~ r u  mterialr. 

'ine 800i3.l DOEIL - : p :  rot&oh, on the  other hmd, juat i-  

fior: t.:x on bulinero in so f a r  &a the society is a d t e r r r l y  

rffectecl b~ bcuinssa aot iv i l iem ::d i n  aa ,maah a8  the s r a r i ~ w l  

correct ion of t h i ~  ir;volvcs incroa8e.i er;,er:citure on tho p r t  of 





c k p c i t y  of cnLer~ .~r i sae  Lo ,:xi :.nd t h e i r  ~ c t i v i t i r a  rwd H O L ,  at  

1e:lst Lo ir 1imita;l @%Lent aion., ~ i b h  taxcr on i n u i r l d u . ~ l r  a r  a 

mchinar ,  t o  r w i r t r i b u t e  inaonw irra ho.. lth i n  the oommriity. 1C 

i e  il1:t t o  n o t e  here,  that  i n  irtdic, tho tax sn i r t t r r co r ; ,o ra te  

i i ~ i d e n . i ~  i s  iidvoc.~ Lea p r r ~ l y  on ttru prirrciplu of  w c i r l - a o n t r o l .  

i;ut kixa l ion  i e c e l l  i b  too l ion  leii ar~d crude a mcane a f  limi:inb 

Lho gcc;h of b i ~  lusineneea.  Aleo t h o  m,pi~wcr of' bualnese 

r rcL iv l  .,itflr o r  the  size of yrol ' i ta  of o aoqan) ,  iilono oeuu~ot be a 

concl;.'ive proof of economic s o n o w i t r a ~ i o n  HIXI umnopoly oontroi.  

 he prment mo~hou of Laxin& , 1 1 1  conjianies a t  a f l a b  r::te ~ P N L O ~  

be saiu t o  be nain ly  d r e i  nerr t o  i r e r u r r &  economic conoentration. 

I f  tnt: w i n  yrspoec 01' t a r ~ t i o r r  ~o prevent cconolnic conaentra- 

i i o ~ i ,  it  a u ~ l c :  cal l  f o r  n . i i f i ' e r c n t  i l n d  ~ f '  corpor&tLon tax 0.6. 

ho.:vy t : x  .m ur!:iisLribr~tea prof it6 o r  on Lie, buaineea blone. 

ill aonuiuarod, LLie ,erirral benrt ' ib theory mhich 

inc lu~us  ;he w o c i 4  coat  i n  i t s  *ideuL  for^:^, m a  Lhs soai.il  

c o n t r o l  or  r e + l a ~ i o n  theory do recogpiris r t ~ z  a o q - d m  but 

L ~ O  r ecof l i t io r ,  ie vury ra&e. 7Lero arc: proeenL so(ra e l e m n t r  

f a v o u  ir i>, . ,  t x on 111 k i r ~ a c  of' buaiaouli cri~sr,.rina rather thin 

on corn;: cioe ;.Lior~o. i'wg&w   her so Lbcw iali do not, ciecrrlq- 



;hair net inaor:~. 

*id theoribr - 



In India, tho corpora Lion Lax, , h a  introduad in 

1. il: In b t ~ e  form of super- t~r  on oomp .nirr, uau jur i l f i ed  on tbr 

above principie. ~ i r  ~ l c o l m  HBlley, tnr ;net! kiwrroo bmkr 

aaidt '1 L irr am.  idrr .cl jueLifiatih to t'jr a corporation partly 

LaoAilsc i t  enjoy6 thu uee of rtaut lray t s  ctillod publfo a a p i b l ,  

but even mro Loaame its bh~r~)kiolder'@ arr~oy protection &+inrt 

I iati1i: ios incurred upto bne aulow~t o f  ihsir e.h.rrew. 
1 

The prfvile,a Lheorj i u  not free  from oritiai8m. 



Pur~i~er,  i c  is ar,uei t l i u i  i f  Ltic  orp porn ti on tax 10 

really 't tax on pr'ivilo at,  i t  s ~ o u l d  La leviou ahen the privilege 

is  g inLed,  that i c ,  hem the joint-rsmk conpuny i a  inoorporatd 

:Id i t  bfiould noL t o  k8.u G n  Lt  e net e a r n i k u  of ;t,c ooappny. 2 

:. For o x a q h  see: ~ e r h  ra h l m ,  * ~ h e  corpo~abion ma tho 
wrporste ir.coi..e i'u ifi the Ameriom e&onomy9, b e n r i o ~  
x~nomic hrviea, i o l .  4 \I$. 4). p. 49s. 

2. ;'.L. daf~r ,  P i ~ t  nce Plannin,, i n  I w i  ., 1999, p, 191. 



f r e e l y  a v a i l u b i e  to  u l l .  But i t  i u  not c w ~ e r . t i r l  thaL they rhould 

bo c o ~ ~ ~ i n e d  Lo npecial  intaroabu to  ju8:ify r L a  on conpinier 

nriu (.hs adv .nt+gs of' incorporation of k.ol-i& .hare8 do r 0 d n  

irreq,ectivu of &ha fdat. th,.t the1 are n:ae ava i lab le  t o  a l l .  

lndeeu, 'Lha xc;tmunt t b t  the avai labi  i i t y  of  the p r i r i l e  ,ea of 

i n c o r p o r a t l o ~ ~  t o  a i l  deatroys t h u i r  uaurromic value edema t o  confur0 

'benef i t '  i;i Lh s ~ c h  n y  mlue'. 
1 

"Lanef it* of oer tu in  r i d t e  a d  

p r i v ~ l e b e a  i e  not,  l i k e  the  valw of d o u r  in tho mrket, c;pverned 

by -su, ply rriJ drmndm princlplee. I t  e l r o  uoee not beem to  be 

oorrect  t c ,  im&o  nit prlvile,gm f l  ~ ~ L r n o  ~ h o u l d  t e  i n  Lhe form 

of ;,urr~ mnopoly pouor or irr the for rrl of speci i  i c  bonef i t r  t o  

j u s t i l y  tar ori a o ~ n i s s .  

F&rtt.ar, tho f r a t  Liurt i t  ir impoaeitAe Lo omruro 

oxnctly the benefit  of' irraorporatior, c - m o t  n u l l i f y  t he  v a l i d i t y  

of l i e  tLaory, Am EL mvtter of fncL "no be;m 1 theory ind i tx tea  

30th 4% tax bile UM iln .,r.opriaLe r a t 6  8 c h w ~ l e '  atlo 'if it i r  

~ g r e e d  ~ k . ~ t  Lhe benef i t  Lhtory :loo8 jurii ly q e a i a l  LawLion of 

corr:oro:ionb, ts c m  ~ r y  to  picr. ou; somo a tundxd  or  Laso tht 
2 

baarw rre~on, bly wall corre loteo -i th  blmef its.* 

2. lb id ,  pp. 26 snd 29. 



Thou,& the ridrantabe,ra of inoorporaLion a r e  inherent 

i n  .be corporiitie form of orr;itniustiun r i t h o l * ~  r o  prd to whether 

or not hsinerra i a  dona :!t - p o f ' i t  ~uuier such a form of  o r , p n i ~ -  

Liori, i L  aeerae to La reaaos;.b1e .:.n ali-o o r ;  m i in :  to b a s  ;he 

corpor;iLicm tux on n u t  eurninis  of the comlmy. A tax on oooyaniem 

is ju s t i f i ed  not r!uruly f o r  gar : t in ,  oor ta in  p r i v i l e ~ o r  to  them, 

LtiL f o r  h e  reeeori !,hat thew p r i v l  lot:,,cs when u t i l i a d  reiklly 

in0r.e ar: t h e  noraal  raburti on the c,.piL:rl invested. 'ihct tax l a  

i: .iu 1;y .:i compny not "to ~e or  t o  becomeD EI compdny but 'to do or  

to  act :.:a an incorporated concorn .rnd wirn prof it.. 
1 

IJoreover, t h c  3ovornn.ent is  not w r o l y  en author i ty  

:#o ~ . u I L  yrivilew:n of incorporation haviu , no i n t e r e s t  i n  tho 

welf i rc  of !>ha incorp0r;~tod aonaorns. The C;avernment, on the 

uLherh nd, i e  r ex l ly  a p rtrier ot a i i  inooryor.itea conoerna i n  

the a ne2 t ha t  i t  p r o v i d ~ a  c e r t . ~ i n  privi le-eu 'ind t ikse  rr ?a r t  of 

t:.e profittr earned u t i l i ~ i r i d  "Yhe ; . r l v i l e ~ ; ~ a  t , . r ~ ~ i u e d .  t i ~ t u r a l l y ,  

i f  m y  incor,.or ted concern incur8 s. lome, :hs h r s r r n m ~ t  nu rr 

p r t n e r  a i~oul  i Lciir .. a h . r e  of that  loss .  '.'her. i t  i u ,  by no 

mana, w~reaaonablti t o  s x o q t  from tax, co:.piriiea i 1 4 1 i i 1 ~  no 

................................................................. 



prof i t a  o r  to ullow "c&rr,-forwar* rsrrl eut-off" o f  the 1068 incurred 

by ti corq,.ny in a ye ~r ay~intut  i t n  Iuturlb p rof i t r .  

'Ihere tcrtems '4 oe only ,I jaw supfir tars  of Lhs 

ic~~eraorhr l  a b i l i t y  of a coq,aur> iro t h t  h s i a  of corporabion t a x .  

In te rpre t  .Lion of' "dbility-Lo-pdy " i u  more theoroticvrl ud 

imolved.  Je, t i a r e fo re ,  can h re r~othin, ~ m r e  than a l imited 

~ u r i e j  of bhz c r i t e r i o n  of abi~ity-to-$-\ ,  &a q y l i o a b l a  t o  

cbrporution taz. 

hooordin, Lo bllaev bmi L h ' r  f i r  r t  canon of taxation, 

tkie subjcate of every mtl-Le ~ u & t  LC cor~trit)u:e towwu the 

ri,pport of the  DvornmnL "au r m r l y  am poaaiblo i n  proportion t o  

t h e i r  respective a b i l i t i e s n .  lie s u m  on to axplain tha t  the 

measure of : . . b i l i ~ y  i n  him opinion, i a  thie rcvcnue enjoyed rwier 

&he : ro toc t ion  of Ltio slate ertir L b t  tozaiition oiiculu ha i n  pro- 

?ort ion LO ravsnua. Iiut t h i a  e i q l e  intar;,ruLation ha@ not  a l a y a  



boon acanytsd. Then ttm question w i r e s  hoic is maLility-to-yayg 

Lo t.e .mowed? 

The t .rm ability-to-pay i e  in terpreted rruiously from 

L ~ W  LO t im %A i n c l u b i w  rubjective ultment of nacr i f ice  and objeo- 

L i v u  e l -mnt  of I ~ C U ~ L Y  or e r r ~ i i 1 ~  , 0WW. 

Ilhur d~rolopmen: on t h e  mubjoctire b ids  of ability-to-pay 

p r i r~c ip lo  le,!dr t o    be well-knorun w c r i f  i c e  th ror iea  rir., the 

a ~LL-1 ~wcr i t i ca  Lhoory, the j r o p o r ~ i o n ~ l  am: i: i c e  theory, the  

q u i m  rdrral az.oriiice lhcory and the dnipnuaa w o r i f i o e  theory. 

'Accordin, :,o ;rhs e i w l  sacrrf i c e  thcrory, taren, shoula bs mo levied 

. l ~ t  c v u ~ y  t ~ ~ x  pa,er houlci (,ire bp the lam a:raolute j~munt ( y m l  

.Lreu) of u t i  liLy cia every  o thm taxgnyrff; rcooraing t o  tho pro- 

por t ional  r ~ r o r i f i c e  th ory, e ch tar p y e r  .,auld ~ur randur  U 6 e  r a r  

proporsion of *he t o t a l  u t i l i ~ y  ;f h i8  incotuu; aocordiryi t o  the 

e tui :nar&rd s a c r i f i c a  thuory, the  mr&. l dmlrtili t y  i n c u r &  by 

sacrlf ice theory, L1.e mum of tho .rtras of u ~ i l i  ty  r a o r i f i a d ,  both 

d i r e c t l y  ano i na i r ec t ly ,  by a i l  Uixpayerr ' 8 t 1 ~ l A  bu a s  am11 as 

i. diner ,,. h & j n  'hecunt srrd Contsmporary Theoriam of P r o g a r s i r e  
l'sration', The Jourrlrrl of P o l i t i c a l  z.conoray, Vol. 4Y5 (1638),p.466. 



Tho arrcrif iae thaotiss h>.ve, howover, not ~ a e n  

tiacopLed a s  the correct fnturpretaGion of ability-to-pay prinoipla. 

It h - 8  boon p o r e d  t h s t  U~tlrrBo theorielr are f o r m  on outmdd 



rpplicaLion by the e f f e c t  u f  the tax ~ O K I  the consumrr, which 

nurv J a w n ,  the kx-payor, only 3s one uno clo;hea h i8  bck +ad 

feed. h i a  body. rhore tlre mny r a i i u  r a r f a ~ i e u  of the a l l  l i t y -  

pr inoipler  '. i 
borntimen i ncc rpo ra~ ion  i n  ~ o n j u r ~ a t i o n  with income 

i s  U L ~  a8 an i d e r  of a b i l i t y .  It i n  6r,usd that olrch company 

is  an a r t i f i c i a l  peraon hirind a peculi-r  a b i l i t y  t o  earn incoule. 

':hi; a ~ ~ i l i t y  arccpl  i n  psrrorrillly conYucLed busirress is d i e t i n o t  

from ;he pcreonal abilities 01' ~ h o  omere  Lo pay Latar from t h e i r  

o . : .  h . c  use of i t s  lsrr,tl rsbourcee ~ o l r : t c . ~ a a  t h r o w  limltd 

l i a b i l i t y  di  vice, Lho cor+ii;ciny i s  in  a poait lon to  take CgsuLer 

rl nkn ,  rwko bi&er i n ~ e ~ ~ m e r i t ~  and c a n  kroportionn t e ly  la r@r  

irxomua. i'houearra a r p r  its c- .p i tc le  of' nrr. 100/- wah oould not 

i n  norrml, nnkc as much p r o i i t s  a u  ain:."lc! cf*, i t ~ l  of hs.1,00,000/-. 

I t  is hero the extra  vbi l i ty  of' companiee lira over ~rncl titore tho 

a ~ i i l i s y  of d iBt t ibuWi  l;roi i t s  i n  t t r ~  hmus of mharaholdera. 



existence of t h e  impereonai d b i l i t y - t o - p y  i n  a b ~ a i n e 8 8  conou'n 

r ~ l o ~ t ~ i d e  :ha peraonel  orlo. * ' h a t  &ood bursinear tcsxera, he t, ys, 

'cornbinc o r  represent i t  once 0 t h  t h e  a b i l i t y  and Lho Lerdi t  

pririci  - loam. '!'axen on camp jr,ies, , . cco rd in ,  to  Ad+.mr, "are no t  

a a o e  U > O I I  t i . u  i n d i v i d u a l s  to  t e  ju!,.,e by the  s i ~ c r i f i c e n  wt~ich 

2.oy i:r.pode upon him, lit H p r i o r  c l  tia ot  the 9L t o  upon the 

z n t  r i r 1 t ~ i n e . i  by tho b ! a t a  have i n  p r t  pro(uced.  ....... i l u e i n e ~ s  

rucor!pise..  ..,.......a b e c i e ~  b f  t i l i t y - to -pky  c r e a t e d  by t h e  

cci,iviLieo of Lhe s ta te  o r  by a ' conjunc ture '  d f ! o r u e ~  by t h e  
1 

cormnuni Gym. 

i c l i g - u n  alcto r e c o g i i e s s  bha a l o v e  Lrt th .  'In t h e ' l h l ~ d  SLatrr... 

~ h u  f . , ~ e r  1 corpor s t ion  ~ t x  nnd t.he corporilLe f r a n o h i a e  i n  our 

Commnre 1 l t h s m ,  S e l i  rr+.n r o m ~ r k n  % r e  a l l  ef  then! r e f e r a b l e  at 

~,ot:om Lo t h i s  no. er idea  of 80ci  1 o r  l e g 1  p r i v i l a t ; ~  d B  bw- 
i t  +he facul 'uy o r  :bi; i ty of tho trxpysr  ~ h e t h e r  i n d i r i u u l  

2 
dh corpora t ionn .  1ior.over i d s  in:erpretat ion oi sb i l i t j -Lo-pa l  

i a  hil),ly s u b j  . c i i r e .  he r a l a t u t ,  t o  the p r i n c i p l e  of s ~ ~ i l i t y  
--------------------------------------------*-------------------- 

1. v b: f o o t n o t ~ '  by Pdui btucienaki, '.~wards a 'I'haory of 
h a i n c a s  Taxa t ionm,  ~ o u r n a l  of . o l i t i c ~ l  iaonomy, Vol. LLYIII 
1 p. 654. 



o r  f ~ c u l L y ,  no t  on ly  *tho p r i v i l e g e  theory without i n o u r r i n g  any 

of i h ~  axtrtrvca6~ncesn (on :he bide of product ion o f  weal th)  but  

a l ~ o   he psychic elem n t  of ~ c r i i ' i c e  (on Lt.e - ide  of' d i ~ p o e i t i o a  
1 

of  r e 4  t h ~ .  

J.A. i:ohaon d ia t i r . , ,u i i ;hoe  t h e  ' C O E L '  clcmcnt from the 

"urr,ili.. olecxrit iri i rdco ;a  srld c ic r iw  t h e  h w p l u s  clemxt i r .  

irico!l.c r z  ,he t r u e  muar ..re of :. t e i l i t y - L O - b e ~ r  triar,icri. Hobaon 

dsfino~ sur!,iufi i~ .co :m LB Lhom "slcm~nts ..,f i r i c o ~ s  ahich do n o t  

' d r y  iT ' umcr t axa t ion  and L ~ C  mxat.ion of' w p  ich ,ioea no t  dieLurb 
2 

iriciuetrym. however, 'b; u .b i1 i ty  i n  proaent d~ty u 8 s . g  1s m : n t  

einply e o o n o d c  r e l l - b s i n ,  oi the o v e r - a i l  l t v e l  of  l i r i u  enjoyed 
3 

t;, Li:r: Laxpyer" arxi g o a i  a t r e a a  i~ mde on tm aquitt~ble di8- 

~ r i ;  uLion of we.ilth i n  t : a  community. boc in l  importirnce or mral 

morth of tho incu:t:e tare.. l a  1ookc.d i n t o  and ciifferenoe i a  mde 

be :8 i i~en  'cxrned ' m d  'linssrnoa ' irtcome. 

No one c;n peciaoly tay . tl l i l  would hap;un i f  t h e r e  

*ere no tares on c~m;,:injee .rnd :be coryor lte p r o l i t s  rere Laxad 



d i r e a t l y  i n  the hands of ah r a h o h e r s  at projemaive r a t e r  

' ipplicible LC -heir u n ~ a  ned i r~com.  :'ho@ I L  dorm not seem t o  

be poasiLlc :.o juat l!  y a acparate corpor 1 t l on  tax purely on 

a b i l i t y  ; r inoiple ,  a f laL r a i e  of 'ax on compnies, on t h e  oLher 

h .nu, my not t r i o l i b  f u l l y  thiu pr inc ip~t ! ,  c o n ~ i u e r i n s  the f a a t r  

:ht t l ~ u  corportlm p r o f i t s  r e  at. importa:,t eowcs  l u b e  i raonwr  

ri i o r t ~ n e a  orKi ih8 s e c u r i h a  01 a corporcl~ion Are of ten held 

by L t l t  u;!;,er wd d d u l e  lricome j o u p .  *;hi.re is a le0  r o p ~  ju r t i -  

f i  cabion in  Jvirq, wei&L to  t he  trrdtmmt Lhat Lhc comp-cnier a r e  

i n  a bpecinlly privile&a poeitlon t o  earn hu(ie profit .  and the 

aharoholc~era of ten  t e ~ e m b l r  more s rleepinc, portlier of a f i rm and 

oonsoquon~ly the conp~niue  as s u ~ b  hive laom ex t ra  a b i l i t y  to  pcry 

tar on t h e i r  ~ r o f i t e  i eforo "hey a r e  d ie t r ibu tcd  and  tam^ in tho 

hanuo of shti  eholders, 

A l l  thin@ conaiaered, it is ~ e l l - n i , J  i q o r r i b l e  

LO i n t o g a t e  f u l l y   he corporate and indiviaual  taxes. Yeither 

i t  aeem t o  be i:eairable. A l a r e  , . . u ~ l i c  aompcmy in  the  twantioth 

cunwry cannot rweombly  Ls o o n o i d e r r ~  a6 ti  mere ac;6o&te of 

indiviaualr ,  l o  :ivoiu confueion, i t  i e  k t t s r  t o  conlrider the 



i n t ~ e r e r . ~  r i  )it of .ha camp-ny to  have a p a r t  of iLs p r o f i t r  undir- 

z f b u t e d  a r  one of the privi le&a of incorporation or  as a i t tator  

which iticreaBe8 its '~bi l i ty- to-pay tar, raLher ~ h a n  a8 a soume 

t i t t rac t in ,  a soparate r a t e  of tar. 

l n t e g a t i o n  r m t h d s  of t a r i n ,  und ie t r i tu ted  p r o f i t s  

.+,auld i ~ o  ot' no rravAnta&e e i t h e r  t o  trio hovenus or  t o  the 8h:lre- 

nolders. In eome : l u s r t e r a  i L  i u  cinrir~t~lir~ed that B c r e d i t  a l l o m b l e  

w a  r the w i  lh-hol- in:, dav icu so ;he tlharsho1dt.m woula encourrrbe 
1 

IrivesLrncr~L i n  ohwee. I'hir a r y m n t  asairmee i h r t  the oonprny 

u,culJ t e  tarea ?it tho earn rate ihhelher or  not G L C ~  B o r w i t  bar 

a l l o w d  t o  ;he sh61-aholdore". "But aince ;he net  revurue from 

the tux woulu Le very u i f f  ororit i n  tro.  wseri, no such supposition 

~ o u l d  be ju s t i f i ed .  From the ski.-reholdur'a poinL of view, on the 

o ; lw  L n d ,  uhiit m ~ t t e r s  i a  t h a  avobtht by wh20h h ie  p r o f i t r  arb 

retiwed t h r o e  corportlte t a r a ~ i o n ,  not the form i n  lshioh 

~ i i e j .  are reduced. S h o e  riot only tho r ster of prof i t s  t w i t i o n  

buL tho nominal u i~idedcia  decltired by bite aon~. ln ier  a m  be e x p c t a d  

t o  be aojustc. i  :,o +ha di f fe rence  i n  the mode of chslrdn.,, i t  i8 

not c l ea r  why the s h ~ r e h o l d e r e  .ire put utder any diaadventage 



1 
under the one sy8Lem a& ~,+irtet  the  oshor'. 

Tho beet me uho . of Laxin& ;he oompany, thub, i 8  t o  

inpole a n o n - u i f f e r e n t i ~ l  r r t e  of tax or1 uha whole of i L 8  profitm. 

It noma hardly he e%prebvied tha t  t h i s  Lax etolrld be f'kt without 

p ro jeao ion .  The i a c t  t ha t  R company m~keu larder  p r o f i t s  than 

o;hera doe8 not g Lo prove t h ~ t  the coqwny i e  o r  i t 6  8hnroholdeT8 

a r c  r i c h  ao o8 t o  a t t r a c t  a h i  ,her r a t e  of tu. 

b s p r d t e  tt&~Llon of oomg~niee snd t he i r  ebarsholderm 

i a  simple Lo a d d n i s b e r  and .,OIL *d{i irjre~ber f l e x i b i l i t y  to the 

taa syatea. I t  i~ fa l lac ,  t o  m i n t a m  t t n t  taaing L O L ~  the 

i ~ r o l ' i t a  of the coqr&ny mi the dividendr in the  hande of h i r e -  

ho1dt:rn r ebu l t r  i n  double ta ra t ion .  hei ther  of the tier8 of the  

corporation tax inctiacrrsa exactly how much tax should be irspomsd 

on the cow any. The leve l  of oorporation t u r  should, therofora, 

be ueLer*i.incd oainly by the li e ly  r f t e c t 8  of Lhe tax r a t e r  t o  

he f i r m  on the gowth  of p r iva te  oc~rporato saotor in  the aountry 

mnd a l e0  Ly tho uurrant rctenuo noeds. hrd any loe joa l  w i t i c i r  

o ~ i n s t  the  corporation t .r et~ould be aide by eube t l t u t in ,  f o r  

.aouble b r a t i o n '  such t e r m  an . h ide r  or r e l a t ive ly  h i d e r  

1. l n o r i t y  o f  the  b y  .l Comiaeion, Pindl haport, l W ? ,  pp.3b3-4. 
If i t  i a  conofuerea Lhat some aonoereiorm 8hould ba &ivcm, it 
is d t i r . i b l e  t o  grant norm concersionm d i r e o t  to 8hreholdera  
:mi f o r  t h i s  purposo the 6.Z.A. , r l o t i o e  rthy be fol lowd.  



In his, the plohoim of t a x i r ~  c o q a n i 6 r  t h e i r  

e h r s h o l d r r o  hnli p t m t s . .  Lhro@ a n y  stdl,eu, rinoe :he inbrociuo- 

.ion of' ~ h u  lndian incorn-Tux Act of I&&. Anporbanb r t n g y  are 

r:o L :ru b l o w  I 

1. In i t s  i t s e l f ,  cor$imirr were reoo,gieea a 

sep r .t* o i t e d r y  of aeseereer,  and incoma-tsrx raa cb*rbed on the 

n .t irlcorna, of coapclnies ttt a flab raLc of b p i e r  i n  tho rupee, 

But dividend# declared out of ta1e.i incomn of ooepniom r u e  

~ l t o - , e t h e r  exon.pi, from t a  i n  the bnde  o r  ahweholderr. 

2. In 1617, e rupor-tar ram introdwoci rsnd obr& 

,it w : a t  vsryin, from 1 annrk to  3 r~nnae i n  the  rupee on the  pro- 

r i t e  excssdin& nl. 50,000. Thia aaa nr aa ~ p , r l i c a b l s  not on ly  t o  

iauivftiu-14 Lut i t  W J ~  :-u, extended l o  'Uke u n d i r t r i c u t d  p r o f i t e  

of oopanicrm, firma arid jo int  Hindu famlisrr .  Tho rdlrron k a r  t o  

n 1. rooas, ;'he Yoirtvsar Corporation ?ax btruoLurs, ha rtnkod in  
lioris I. Bittker's k'ederull income, t s t abe  and 05 t Taxation, 
1564, p .  592. 

P 



brint; d e r  tax.tion Uie abnor.ml p r o r i t s  r*lde are -1 rosulL of mar 

conui ' . ios~.  Only f o r  ei..nL of a more e f f ec t ive  metho~i a ruper-tru 
i 

of tt.isr hind bas uaciced upon i i n ~  tho a i 8 t r i b ~ : e a  port ion of 

pro i i  t a o!' a ccmpny was tirrou t o  super-L .x i n  ~ t l e  h m ~ s  of' sh.rr-  

!,oldere. 

3. ~ h u  incorm-.ar Act 1916, iritroduoacl a new grovi- 

uron b j  . hi-h the ne t  dividends r e c  ivw t-y ttre mhnrrholdera wrrr, 

ior  t h b  f i reL  t im,  t a k ~ n  h t o  ~ccowi t  (only) f o r  ch l~Uht i r I& Lhr 

rate of tax i p ,  l i cdb le  to o ~ h v r  irioomou of the ahLlrrholdsrr. Tho 

; ~ i r i d o n u ~ ,  hopever, r e r e  octltinued 00 km oxum, t from inoom-tar  

i n  t h e i r  hmdr. 

4. in 14W, the i a d r  of i g o e i n , .  nuper-tt~x on 

conq-wior ,as Atered .nu ihe  ruper-Lax warp ahrge( i  on a11 inaom 

i .e. , ( i i s t r i bubw wd w d i s t r i b u t e &  income of oolq~anioro, in  eroomm 

of ha. blr,000 a t  & f l a t  r = t e  of 1 anna l a  t h e  rupee. h tar on 

ool~anirce as euch nm reco.nirsd snn ihe  rtareholderm wue not 

nl lohtd  m y  c r e d t  i n  raepecL of super-ta it.itr by %he company. 

1. 'uhi lot  ~ h u r  s r t e n ~ i &  ;he ~upr:r-l~.x t o  the undimtributd 
pri>:i ts ,  Lhs Govornmnt had no d e a i r s  Lo be hrrrah o r  uneglapa- 
~ha ; i c .  To m+ke the t r a a  ~ o c u p u b l o  Re ors ib la ,  t he  Oorern- 
mnt nllored .re de<tuction a mum not orosed ! n& 1W of t h e  jholr 
p r o i i t s  before the t a m b l o  u n u i s t r i b u ~ a r  r o i i t s  rur dr r i id  Y t *  - J.!'. !iiyoejr 'the Evolution of tho rdian incoer TaxW(l9()2l), 
i . 141. 



5. The Incomo .ax Act ' 422,  introduced r ah~nde  i n  

the t r e ~  . , an t  r f iividunda in  t t m  h < ~ r J ~ 1  of rjh reholdor6 a m  t h e  

. i ividenda here t a ~ s n  inLo .ccour.t for o r s i c ~ l ~ r ~ i n ~ ,  -ha ra te  a;;lif 

cvbls  .o othor incom of  ah-raholders, not as :.l,a 1185 fibwe but 

it ,he " roeeed' fir.ra. It#s g g ~ r m a d "  i i , ,ure i r ~ l u ~ e d  the por- 

:Ion of incom-tar p i a  by :ha combany on tho profit6 out of  

;Mch   hi^ )diviuenas rers dtiolored. ?'he aiureholaorr, however, 

c a r e  llowed a refum of ir:com-t x on tho ' gor t i rd '  diridundr 

oalotdatei. at  oiffercnca betasen the, comiclny rate  of tux and 

t.h~.ir paroon&l rato of incom-tax. 



of the fncom~ of cornpanicm. 

8. iieouritly Jn 1559, ar, 1 iiret s .ep to simpliFy t h e  

~ j a t e n  of t sxa t ion  of coqlafiioo m a  the shareboldare, a new pro- 

viaior, w 8 intro.:uced for  d e - u d t i ~  t ~ x  t a t  y r e n ~ c r i b d  raterr from 

; i v  idencm a t  aouroe. 

9. An l % O g  prowl eions allowin,.  a rL ; i t  of iacocr  tax 

: . t S : 1  by c a q  n i e s  t*  t h e  bh:reholders were withdrnm. 

-11 st,i,.;er i n  the &oath of Lhe r l n d o  oor,mation tux, come to 

r o c o g i s e  f u l l y  c o q a n i e r  a 5  sep r a t n  tuzaole o n t i t i e a  part from 

tho  sh~roholdcrs .  A t  preecnt, in  m n t  af the countrios i n  t he  

c o q  :ny profiL9 w e  k i x d  once and for -11 by n a h &  tax a t  a 

nniforrn rate, for  v,hich l i t t l e  or no c r e u i t  is  &iron 14 the 
1 

rhareholasr in hie aaeasemnt.. In 1965, the G.K. joined t h i s  
2 

list. 

1. Taxation ami Yoreim lnves tmn t  - P stwly by ;he National 
Courlcil of h] pl ied  i;aonodo freee;*roh, LisSLij, I.. 41. 

2. rurtr ,er eet Appan .ir o. 



)'or the aaveeurnent y w r  1';.59/60 i.e. i laMiiz te ly  

before t h e  introduction of the now suhcrm~:, crery doamrtia acmpany 

i r ;  Ir;iiii w:ts su~,jec'.a: t o  R r o f m a b l e  insow-tsx  o f  31.W ( i n c o u -  

Lax 301 plue : :u rchr , , e  i..n ir,conre-tax a t  bA) ,&nu 8 non-rrf undlrblr 

aucs r - t . 1~  of 2Q3i (normal rate). i n  addi t ion Lo Lhe a ore  incone- 

:,ax and susjur-tax, compnies were auk~ jec~ed  t o  an oxoaee di r idendr  

L ~ L  no H wealth tar. 

a r t  o f  the dr.twlaoks of t i le ~ l i ~ h - h o l d i ~  drviaa  am 

: d o k ~ t c a  ic  lndf;:. , were f u l l y  b r o u t  t o  l i  h t  by tthr ' l 'put ion 

%quiry  ~owni8bion 15163-64. The Gov~rrtmerit, i t  ae,:ou, obma t o  

v p r r c i  l t e  f u l l y  the sdminietraLirr  b w a m  oanneatra with t h i a  

eyrtcr .~ t y  :amdin& ; ~ r o r i s i o n s  re&rdin. j  g o r r i n &  u:' of airidendm 

i n  the  hands of shareholders i n  1956, eo .xu t o  avoid tho ajar 

loopholes 01 the syaten aria LO eeo !.hat i n  no cnse o r d i t  a l l o w d  

t o  t h e  sh#.reholder@ axcseda<l  he a c t w l  a m u n t  of iriaomr-tar 

co l lac  L~B: frcm ooqaniea.  hreaaonablenrs8 of' u ne:llth tar and 

.n ercesa dividunde Lax on c o n p n i e s  :ilso ,,am roalised. l n  1'260, 

the nor schema of t axa t ion  of  co: :pniss  w8 int ronwcd and Lho 

le& f i o t i on  tha t  tha  income-lax i.ii1.i by a coqiany unr d e e d  

t o  be p i  i d  cn beh:;lf' of iLo ehira-Lol.:ort> nlim abolished. she  

we41 th-tax anti exccaa r;iriden:ie tux on ooq:w.ies i o r e  m i  thuram. 



l 'hc r a to s  c f  irrcom-tax urlu super-LAX ,.are 1'ix.d a t  2iib and 2 5 ~ 0  

(norm1 r a t e )  re rprc~iveAy.  'ihie bnric rbte of Lax on ooepanier 

WAS r i n d  a t  4tl gi.r cenb (no a,,,::inmt 31.6;cj to yrouuoa the lam 

.im..wlt  of amu. . l  nc t  revenue as belore mcer Lhe ola schsm iea;lr- 

cf ..lly, iri ~hrs srresrarrsnt y e ~ r  1557/bLi .and 1Lls/5b) ad it ram 

e y ; e & e ~  t ha t  ;he i n t e r ea t a  of ah reho lde re  rot& not be affected 

b; the i~iLhdraua1 of 'g 'a~ain&-up'  barref it. 

c o n p n i - ~ a  etould not f e  diriderur into i n c o m u b t ~  and ewer- tax  

9 1 
n i~ st.:.:uld be d e f i n ~ a  tie corporation t a x D .  in 1566, as a 

; irt ot ,,onoral reform, supr-La% on ~omyirriam war i n t e j n ~ e d  

i th  i cow-tax but if. cus r i o ~  mmeb 'tor,-OJ rrtion h x ' .  The taU 

7n ocmpmior wtiirr tho naw schuw st40Jd, i n  proper, be usfined 

tla corporation Lax uacorciinn; -0 Lhe l n d a n  C o n r t i t u ~ i a n  (Artiolo 

f u i l y  the nlrtwe -.nd purpose of t h e  tax. 




