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FCREICRD,

Literature on the subject of the income tax has hecome so vast that to
add scmething worthihile to it scems almost & hopeless task,., Men who have become
authorities through yecrs of reading and study in the field of taxation have set
forth their views at length; commissions apvointed hy states and nations have
made investigetions ~nd reported their findings, both ns ‘o the theory of the tax
and its application; every fiscal report of ¢he many nations and several stntes
employing this form of levy is, in part, a document dealing with it. Supplementing
these sources of material are sumnaries of them, to he found in nearly every book
on Economics or Puklic Finance, and partisan arguments for or against the tax
are mumerous and easy to find,

In view of these facts, vhat, it may be asked, is the excuse for a
paper dealing with an income tax for Virginiax And the answer is to be found in
the above facts. Voters who choose and instruct present day lawmakers are usually
tusy pecple who lack time to make studies- of each deteiled part of the system of
laws under which they are governed, The men who pays the taxes is keenly interested
in how much he has to pay and what his neighbor pays, as well as in what benefit
he recelves in return for thls payment, hut the intricate workings of a tax systenm
interest him only in a remote way.

Zven lawmakers, it is said, ofton find other diversions more to their
tastes than long hours of research in libraries in an effort to gather all
available information on each law that is pronosed,

80, it is as a labor saver-- as a convenience-- for the civizen ,
interested but busy, and for the lawmaker confronted with a vest press of business
and who seeks some lighter form of diversion during his leisure hours, that the
present study is presented.

The form given to it was influenced by a conception of two classes of
readers, There are those who seek condensed information and are willing to abide

by the opinion of a writer who seems to be informed on his subjeoct., To this class

(1)



Foreword, II.

lorg sxcerpts frowu scurces of information and carerful citation of all authorities
are noxious anda will cause o laying aside of the study long hefore many pages
have teer ocvered, In contrast, there is ancther class of reader who loéthes whet
may appear as dogmatism, especially coming from one who is not recogrised as an
authority,. This class demands that statements of opinion he hacked not merely by
the vague "authorities say," but also by an exact citation of when and whore a
certain specified authority makes such a statement, or where faocts quoted were
obtained,

An effort has heer made here to please beth classes, So far as possible
the study has been placed in non technical lanpuage and condensed as much as
clarity would allow, rather than expanded into an exhaustive study-- this was doi-
for the average reader, For the careful student, an effort hos been made %to cite
adequate autiority fo- all statements open to question, but to keep rost of
these in foot-notes, ard to cpern the way to further reading on all moot points,
through the medium of references and a hibliography. The bihliography given
is nct intended to he exhaustive, hut contains references to other more complete
lists for reading while within itself it contains gnly those works which the
writer h-s fourd especially helpful.

In short, it is hoped that "in Income Tex for Virginia,” will be
informasive to the vobter ~vho must make up his mind as to the advocacy of
certain reverme lows, while to the student of tazation it will serve as a guide
4o the literature on the stbject as it relers, directly or indirectly, to this
state.

To thoss wio have aided in securing information, or who have, by
discussion, helped in clarifying certain points, th writer would sacknowledge
his indebtedness, More espeeially is gratitude due to M. H. Seay, Jr., professc
of Fconomics at the University of Richmond, whose supervision made this study
possible, while his encouragement made it pleasurable.

Uriversity of Richmond, Va.
January 18,1926,



AN INCOME TAY FOR VIRGINIA,

S0 muoh has been said c¢f the inequalities and inefficiencies of Virginia
present tax system that further dissussion here hardly seems necessary., In the re
port of the 1914 Joint Committes on Tax Revision; that of the 1924 Commission on
Simplification and Economy in Govermment; Virginia State Chamber of Commerce
Finance Documents one and three, issued in 1925; editorial and other newspaper
discussions arnd numerous other places, there will be found references to unfair
distribution of the tax burden, It is charged, and upon good authority, that
large amournts of property of certain classes escape taxation completely, while
varying rates of assessiient make that portion taxed bear an undue burden in some
narts of the state and too light a burden in other parts,

The cause of this cendition, as pointed out in documents mentioned
atove, is very largely the fact that bthe state has no system of taxation, hut
merely a group of corflicting and urrelated laws, added one upcn the other as
additional sources of revenue were needed, not with regard to fairness in placing
of the burden, hut in an effort to derive funds with the least possible effort.

As is indicated in the State Chamber of Commerce'!s third finance
dooumert, "Tax Administration in Virginia and Other States," this condition is
not peculiar to Virginia hbut is merely more aggravated in this state beeause
remedial measures have teen longer neglected,

HMAXESIIFT MEASURES

Tn sesking to improve conditions, segregation of revenue sourees
end improved administration by a state tax board are advocated, each expedient
having its supporters while there are others who believe that the two can and
should go together in an effort toward reform,

fmong all of these groups, however, there more careful students are
.greed that such measures are only preliminary to a deep and sweeping reform of

“l-



An Income Tax for Virginia, Y

the tax system as a whole. Betver edainistration is necessary to the effective
working of any sysbeq of baratiern that might be adopted and some degree of
separatlon of revvenue suourzes also 1s likely to bring about a fairer division
of the hurden,

Buv, to quote from the first finance document of the State Chamber of
Commerce on "Tax Conditions in Virginia," "A modern tox system alone can accomplic
equalization and justice and make progress possible,”

In seeking to introduce a mcdern system of toxation, those in charge o
the financial affairs of the state rill be required to give some attention to the
ircome tax, which has of late heen growing in favor as a souree of state as well
as national revenus. The third finance document of the State Chamber of Commercs,
already referred tc. stetes,"T"e income tax, if properly administéred, is recog-
nised ac ore ci The falrest of allvtaxes, and it is nor employed by eighteen
states, eitler as 2 sunplaiertary measure or in lieu of certain property baxes."

Yo show tie charncteristics of the income bYax and the place which it is
possibly for il tu sccupy in u new vevenue system for Virginia is the rurpose
of this study,

FATRNESS 15 GOAL

As has already been suggested, the aim of tax reform in Virginia is not
primarily to incrsase the amount of reverue obtained, but rather to distribute thc
turden more fairly amorg the citlzens of the state.

“Tnet, then, constitutes fairness in taxation?

A

A1 old, Idos, trases of which still remain, and which is not entirely

erronscus. was that sitizens sheuld contribute to the commonwealth in proportioa
to tenefi*s they derived by Living under its protection, In fees for certain
sevioces or assessments for specific improvements, this principle still i1s

recngntsed, But in general it has been abandoned.



An Income Tax fer Vieginda 3o

5121145y of determining the benefit

Ous reason oo this 18 tha 1wme

vl

value of moat public gaivices fo eny individual, Tiow much is it worth to a man
to have his person guarded ggainsw injury? The cost of furnishing protection

to the property of %he nosr man is just as great as that for keeping the rich

man‘s possessions inGeen- - should both pay the same tax? The impossibility of
arplying the theory of benerit sr of paying for services in proportion to their
cost is perhaps hest illustrated hy the example of maintenance of jails and
pocrhovses. How could prisoners and paupers, who certainly are those who benefit--
be made Lo pay Jer the upkesp of these institutions which they make necessary?
Opruion Lo, tuerefor, turned more and more toward the principle
enunciabed oy Adan Smith in “The Wealth of Nations," that "the subjects of every
state opghﬁ wroseoutribubs towards the support of the government, as nearly as
possible, in proportior to wierr resvective abilities; that 1s, in proportion
to the reveime whisl “lhey respectivaly enjoy under the protection of the state.”
Here we bLove the bauis nt a summing up of the much talked of doctrine of
atility Ge pav,' which most modern wiiters agree is the rule to be followed in
fair evpovtiormert of {axes.
LIMITATTICH O THaCRY

Thile, frem the standnoint of the individual and according to present
day ideas of gosicl oh.ligavden, "ahility to pay" is the proper measure of fairnes-
in taxaﬁior, vher. 16 mikber ‘s looked ab from the side of the state, or socleby

as a whole %lece - aaciher point Lo be considered, This has Lo do with social
affeuts »7 hHawes, Lo may Do wha’ certain wealthy men are bebter able to ppy all

¢he ¢hase than are +the majority of its citizens to contribute

4

)
"y
Iy
*
[
ra

the sxpounses ol

srea & small corsion, bus o place the burden on the few weuld be umwiss,



Ar. Income Tax for Virgiris. b

If the majority c¢f the civizers ueve relieved of any obligation to support their
govermment and yet were allowed to control its policies, mismanagement would be
almost sure te result, There is also the danger of Zosing a séuroe of revenue
by taxing it teco heavily-- the wealthy citizens called upon to support the
government ¥ould scon leave for other states in which they irere more fairly
treated,

This indicates that "ability to pay" is rot a simple matter of
determining how muclh o man requires to live in a modest way and then taking
away from those having a surplus enough to run the govermment, It is, as
Adam Smith, indicates. a matter of proportional coniribution and the proportion
must be determined with - eye to expediency and in a practical way rather than
by an entirely <hacretical process. To do this requires careful study,

And it s here that ~he income tast possesses a distinet advantage
over a compiex colleciiorn of Laws such as that now existing in Virginia,

Tho ean now say what any oltigens contribution is to {the support
of his statc govermment? He pays direct toxes on real and personal property,
at varying vabtes; rveruaps he pays for a license to do business, this tax being
calculated in a different wsy yebh; indirect taxes are numerous, each citizen
really contributing @ portion toward other license taxes, stamp texes and
franchlsc charges which ere passed or te him in higher prices for cormodities
or servicecs.
Hapeclinn emalyeleosily,” says Professor (1. C, Adams, in his book, "The
Science off Pinanse,” "ail taxss muss Te pafd out of income, and if properly
understocd, not iroome,” Discusisioa cf this point hardly seems necessary. A maun
cemmot Levg continue to pay taxes out of capital without dryinf up the source from

shish the state derives its reverue, Mary other taxes are shifted Wy persons upon
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whem Bheyr are fevied end infenled to fall-- exactly who eventually bears the burde
is open to question.{l) Lut, tiuis is not tive of e btax on net income-~ the ultimet
source from which all %arxes are dravm, The employee whese tax is levied on his
income cannot for tha® reascn make his employer pay him at a higher rate. If ©
tax were applied to ~workers iu ons industry only, the worker might change to
another line orf tusiness, creating a shortage of laborers in the industry taxed
and enabling those who romained to command a higher wagc, But a general income
tax Ttears on all lires of eaployment with equal ferse and since neither the demarc
for lahor ncr the =wvatlable supply is changed, the man against whom the tax is
aggessgsed ust pav it

Advecates ol the ircome bax argue, shen, that when it is imposed, it is

, .

possitlie to debsrmivs exactly who s paying the tar and sc adjust the burden

Lairly.

2557 INTELL OF ABILITY,.

(l)
3
3
mn
o

¥rofe IS paan same,FJust as a mants ability to support himself or
Wis family ig goer oy his income or revemve, so in the same way, it is recognicsed
that the tosh of a manfe abllity ©o support the stote is to be found in this same
sourve 7 rteveruae rron  the modern point of view it is the duty of the citizen
So support the gowermmerdt sccrrding to his ecapanity to support himself, ., o for
this reason. wodﬂtn stases everywhere are shonging their reverue systems, so

that the Saxes saall osrrescond as nearly es possinie to the revenues of the

) For a full discassicn of the 3indiderce and shifting of the income and

(9]
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eiirman’s 'Essays irn Taxation,'

(7, Wasays in Taxatlon, p. 15,
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An Tnecare B

From andothss anbnoritatlive sovrece comes the statement:'This tax (the
inceme tax) is bLsvter fivtad sana cgy other to carry out the nrinciple that
every person Liaviwug veoasonebls vaxslis nbility should contribute te the support
of the goverrment under which he lives. . , i% is as fair in XXEEX¥ principle
ag any bax cen tej under proper oonditions 1t can be well admiristered by an
American stele as Vilsconsin awnd “lessachusetts have proved. ., . the committee is

of the oririon that a perzonal ionma Sex is the best method of enforeing the

obligzation of the cltizea for the support of the gznvermment under which he lives,"

To pive ons more opinien as te the conformity of the income tax to the
rrincipie o ability 4o pay, "Atother edventage of tho tax on income is the
opportunity % oirers Lo falvly disbributing the turden of taxation. . . both
on financial end =quitable grounds thare is a strong caso for the use of the
inemmas cax, uwot 2g ke sole souveo of cempulsory revenve, but in due proportion
with other receipts end with close avtention %o the snscific circumstances of
the country."(4)

And in the marases just Jiebed i3 to te found a hint of why income
taxes nave nob been meve Targely usen in Lihs best ard now are looked at askance
Dy 80 mAry perschs,

So celied "single texers® ore of varicus types, Some would have all

revarne Gerired Sron the inerease in land values due wo advancement of sceiety:
revsanue derived i'rom H

ie a sales W us e gole sowsre of revomae, while others point

~t-

others wdveo

to the simpiicity and Tairress-- in theor)-- of the income tax and say,"here is

4 panaseéa for oar tax Tre mbles,”

HoT A PONACEA
Al

Y

‘nGescoary se coimiens here, tut regarding the incoms tax, we have the warning of

2 - - . - - - - . - - ~ - - — -~

(3) WebSiona Tax Assosiacior commitbee on a medel system for state and docal
"xallo;. 1920 ropors. P 10-~l1
:) Bagsakle, "unlic Firance." p.479,

211 are wrong, tn flaws ir the argumerts of other single taxers Lt ceems

(%



in Trnceome Tax for Virginia, T

Professor Seligzmar., probably the best infcrmed man on the subject and one of its
strongest advosaies, who says,"e ara forced to she coneclusion that <the income
tax is not the panacea which it has often heen represented to be,"(5)

As this writer points out, nc tax in itself is adequate and the income
tax is no excepbdion to this rule,

The ofject of the present paper is not to pr esent the income tax asa
substitute for the present tax system in Virginia, but rather to show that in
the new tax system which is mo necessary, it can and should be given a more
important piice then it has heretofor occupied. Its fairness as a means of
collecting reverue is dependant, very largely, upon the other levies in corjur~ -
ion with which it is used,

PLACE FIR THE INCOME TAX

Ir. shert, the income tax is not adveocated as a system of taxation, buv
rather as a baex desarving of an imperbant plase in any system which seeks fairno:
in distritution of the burden of pgoverrnment,

Professor Hurter says,"liost ceountries outside of the United States, i
wes indicated (in o preseding chapter) have long since given up property taxes
4n their search for some method which would more nearly corform to faculty
(ability to pay; under the modern ccmplex industrial organization. Some form of
income tax has beer. widely adopted where the property tax has been given up.

In the future, no doubt, inccme taxes will occupy a place of much greater
importance in the fiscal systems of the states thar they have held heretofore,

Seligman also says,"The growrth of the taxation of incomes and inherite

(5) Pssays in Taxation, p. 18.
(&) Cutlines of Public Finance, p.278.
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1s the most strikirg lfcat.re of the endsavor to realize the principle of

abllivy in texation,"(7) and again, after discussing the advantages »f the
ircome tax, he says,"fhen, finally, we add to these considerations the
reflection that the ircome tax is in harmony -rith a pronounced tendency
throughout the civilized world, and that everywhere we find the spread of
democracy, we find the growth of inccme taxation, the argument for the adoption
of some form of income tax becomes well nigh irrestible,"(8)

If further opinion favorahle to the income tax as a fair and efficient
form of levy is desired, it is %o te fourd in the stabement of Jens P, Jensen,
that "from a fiscal point of view, income taxes possess distinet adventages. No
other tax can be made Yo yield as much revenue or to yleld it so dependably, . «
this capacity of elasticity teing one of the most desirable characteristice of
the income tas, we may exyect to see it used s%ill more in the future.”(9)

Or, there 13 the statement of Professor T, S. Adams of Yale, in a
sommunication tn the Maniioba commission on taration in 1919:"The literature or
the subject of the persoral income tax is so ¥ast, American opinion so nearly
unenimous, and the results of Americarn experierce so nearly conclusive--~ at
least for the United States-- that extended discussion seems unnecessary. The
state or previncial inccome tax is now a demorstrated success,"

"Theoretically, it is best to make the income tax the central ore of

t

the system, the gaps in which are filled in by other taxes," says Professor

XELLEE Plehn, (10)

Pinally, to quote irom the special tax commission for Georgia,"Re-
sognizing,as <re do, that an .ncome tex is perhars the falrest and most equitablc
method of raisirg revenve, particularly for those classes of property which are

the most difricult to assess, we are pleased to rote that fongress has enaoted

7) Essays in Taxation, p.538,

82 The Income Text, [.642,

9)Problems of Fublic finarce, p. 362,

10) Introductien to Putlic Finanoe, p. 287,
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w lawr which gives Jawso chabes huaving an income bax law, upon request cf the
ZOVerror of the .%eue, nevess . the data upon whioh the fedoral income tex is
row assessed; sc¢ rav as 5% efTeclts corporations, and we hepe that a similar
rrovision will scen Lo made in that afffecting the income of individuals. The
erly reascnable ohbjection to waration bv this method being the diffioulty and
xpense atterding ite aduiristratior, arnd this having teen almost entirely
elimirated by the grenting of the privelsze mentioned above, we reccwmmnend that
Georgla get in line by eracting, as soor as the constitutioral amendmert herein
provided fer will permit, a law providirng for taxution on an income basis, and
at a very lov rate."(11)
CILANFE IN CPINIOCN

In corneotion witih tiils almost uranimous endersemesnt of tho inccme ta

for stete purpscec by ths leading econcmists of the present dey, it is signift..

to noties thei 2% is oniy in ricent years that they rave come to thiec point of
view. Tho onirion oFf seoncmists; feor mery years favorablie to an ilncome tax for
national purpeses was that it wouid rnot be a success wher used by a state, Thie
visw 18 s5ill held by nany legiuiators tut the majerity of those who have mede
clesc ghudy of the protlem havs urdergorne a charge of attitude,

Richard I, 21y says,'The mistake of the critics ir conderning the
inccme tax {or American use was due very largely to a misinterpretaticn of ths
failure of the fersonal property tax, The tax is largely IXEKXXWXY evaded. The
critics inferred from this that American tax payers arse liars ard wculd simile. .
avedd an lncome tax, Axperience with the irncoms tex has shown, however, that
the averags American tax payer i3 horest and will meke ar hcrest deelaration i

tlis tax be egquitable and tax officials are at the same time firm, ocompetent eu

" \
scnsidsrate ' (12)

(11) 1919 rerort, p. 43 ' ;
(12\} (utlines of Econ(‘}:ics, (»‘,;-Td Edition) p.rr‘z.
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Frovatty tas poen substanding change in attidude is that of Professor
Soligmar. wns hap "o gaou:d sevarel times alyeady. In his book,"The Income
Tew,” publisued in 36,4, he rolers 5o conditlons the Unilted States as similear
to thrse ir Swituerland and fror. exrerienee there deduces that a state inoome ta:
28 hound Jo fuil {L6j, I ©he labest editicn of "dssays in Taxation," published
in Aovemkber, 1925, thir witer admits a complete change of attitude and says Xk¥*
ir. axplainetion of bis fuzmer ovrosition to the state income tax,"Cut objeetion
to the state income tax hns beer alimost entirely due to the relipf that with
the adininicirative methods then almost uriferrly in vogue, 1t would be just atou-
ac & frioult o Jeculire irosme for purpcses.of taxation as it has teen, ard sti”
‘e, b0 wocalize prrogerty,”(14)

After a divoussicn of the failings of tha classifled prorerty tax,
ne adds Miaeh trsn fu this Tettar remedy and what s the rext sbep for states
like New Yorw? Ts rave roe rezivetton at the present time in onswrering: The
subshitutisn o ireace for peipecty as thetasis of taxation," (This secticn of

the broir awidont'y nu: 124 Reor 1evised since Now York stats adopted its presexnt

o

incone ez,
Plis caw vriter says. iie are slowly tut surely teing pushed inte a

. . - ) .
position whers propsriy is to be replaced ty inccme as the chief basis of

tarable ability. uritil the recent adovtior of the federel income kax, the
outinok for e succesaful siabe income tox vwas exceedingly slipht. Now, howevor,

- 3 o~ . 1"/
thA eitatebion is endirely altered and full of prumiss, (15)

L)

See p.363
Seo pe 650 to 05l.
Issays in Texatlon, p. 69€.

TN
e
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LTI TT . Ao
CTLCRISTICAL JDVANTAT

Tooeum o apy et Uofern o Varginde carnol stop abt measures of minor
adjustosrten v charpe mvicg 5 reuliy solentific end medern system of taxaticn

iz the tnirg nesldsd, (ho Mnecre Lan. rrorosed as e subatitute (not for the

.

ayrber, Mor for sorituir cdating vaxzes havirg an impertant place in the system)
is rot a panacen FTop -1l ufsting alls, but it is regzardsd by leading economists

93 avproaciing as nem L7 o oany tur can to fairness, judged by a taxrayer!s

me

ability o pay, Tais thocretlcn: auvptoval of tiie tar has beern changed in recent

years to aoilve surport of i5 s o prectical measure for adéptiorn, first, by
nationsl rover Lents and novr, ty sStates as well,

Tutn Lhis tasrs of sucsrt oprinionthe .aext effort of this study will be
dirscted “owird 1 very srist aramination of the recert history of the inceome ba
t5 doternine wasther ~nhn sxpecienco of cther ctates and nations is such as to
Justify laccer w0 Laing moade ol 1%y Yaz in Virgiria, If experierce doos seem
to bear 2ub thc cacosno.crl sodorssrent ¢f economists, i1t will remain to ans.er
gome of whe rore cowmon CLiceilon. Lo bhe amrloyment of this 'evy and to shew in

Lo fithed Lute oo~y definite rlace in the reverue system of

whet wey 1t can

Vireicia,

a7 detanied infermotion as tc the use of the inecme

tax of1l £5va mabeslal for readine X roferred to in foot-notes end the bibllogre.

Laok of stace aere alloss guotatien of orly a few very general ccnolusions of tlius

P

who hewe mace careful ruolies cnd “nes e works, as cited, contain the facts servuin-

as a hasis Zeor their conclucions,

[ onad]

ver I:: CTIaL COU}:TP-I?:S.

Anilire esterticn to the fact that more than fifty courtries outside

of the Uulted States have an income tax ac an importart part of their revenus
qutenq Professor Junter says,""Ths sigrificant feature is that the tax is one
bt)

o7 the newest systems of securing reverus ard that its place in the differert
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seuniries where 14 ie uelng used i3 hecorning more extended and more sesure," (16

Mesv writerc on DPoolic Pinance give rarticular attention to the Britih
and ferrer systems as rupresentitg ordirely different types of taxes based on
income, sach adapted tc {the coun'ry in which it is used, and eeoh proving subbe.:

e Armitage Swith says of the British tax,"that the metkod of celloctic
is simple and ecorcmic, that the tax is hirhly productive ard that it satisfies
fasrly all the carons of Adam Smith. Lt has ncw beccme an established element i
the Eritish tex system ard demoecratic tendencies strengthen its position." (17)

Ce Fo Bastable, professor in the University of Dublin, is of the
orinior. that "allowing for the inevitable marpin of error, the results of the
Frnglish inecme tax are emincntly satisfactory,"(18)

"The English Inceme tax," says Frofessor Seolimran,"has lasted in 1ts
present shave for well nigh three-quarters of a century. The most striking fact
in its history is the great charge that has taken place in public sentiment.
Slowly and very gradually the original ard inveterate repugrance to the tax
has tzen overcomc und has given way to a recognition of 1ts #nevitableness ana
to an appreciatlon of the great function that it has to perform in English firc.
and soclal 1ifews . « So that what was originally pegarded as insupporteble hau
how come to be regards as not only endurable, tut rreper," (19)

This writer, in discussing the Eritish tex (2C; gives as outstanding

featurcs »f the system:

(riginal assecsors are aprointees of the Land Tex Commissiorers who

are nen-salacies rerreserntatives of the local gertry.,

(utlines of Fublic .Firamce, p. 295.

g ¥rircirles ard Ilethods o T-xation, p. 6%,
Fuhlic Firance, p.493.
The Inccme Tax, r,.213.

é The Income Tex, p.214-215,

XN TN S
QY ®-1%

FINITNATNANTN
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Fxperic are uz:d thre o ke madfwn of additional commissiorers who

SE ngsn A% whe agscss buainiess incomes.

Thore we no Inquesisorial rroaecdure,

The tax is colleciod Ly Sac mebied of “stoppege at source,"-- that is
tne payment is made before *l: irndividual receives his income md is received b,
the goverrment from employers, eorporations or other sourves,

There are schedures. daifferent rutes and rroeesedure beirnp aprlied to
‘inoome from varying sources., Rates are moderate and ure differentianted to meetb
aprarent demands of justice a3 aprlied to varying inccme sources,

Rates are rregressive, rod only as rszards large iroomes from one
gource, but through a suprervax imposed on individuals directly, 1f their
incomes are above a certailn flgure and from mixed sourves,

Schedules irto wiaich incoms sources arg divided as mentioned aebove ar

as follows: (21)

A, Land or hoasc..

B, Use or cocudor:y =i land,

0, Interest, anruiti:u, diridends or geveriment geouriticst

D, Incomes from trsder, frulessiors and tusiness,

T, Salaries cf povermueal nd scorporuticn employees,

An example of lhe elastle quelity cf the ircome tex a8 e revenus
source is seer. ir the procesds from the Britisl toax which mounted, duwe partialle
to an lroréase in sneawer ard perilally e revised lewrs, (22) from slightly
over & 4L,570,0CC pr 1912 1o a maximum off 352,00C; (0 jn 1921, Fven the depre-

whioh <then followed reduced the rebturns only to £ 345,96C,000 in 1922 and

2 289,000 ,CCC in 1923, vwhile estimates rlaced 1921 recelpts at £ 333 ,0C0,00C.
s 3 i

oo "Solected Roadings in Pybliic Firance,” Eullock, p.265-275,

oe Senate dosumert 186, Sixty~sighth corzress, second session.,p, 39.
r further information on the Frglish svstem, see: Plehn, pad(-262;
Jeuser., p.364-365; Pastartle, P.481-493, tooks wmentioned in tibliogr:

o

F
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N ey .
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"

Mice Ailfersng oo T Teplish syotea ¢f stoprags et source is the
feeman ysiem whel uadines o OfoLeus vorsens’ dncorme tax levied on the
ind’viiual, Beconomists quite ¢omes-isv Msileve thaw thils system ls better adaptec
wrouse in Frussia than anywhero etie, Ti- Tuplisiy systen does not require the
vexveyer to file a return, -r.copt in the caur of ths surtaxes ond then he 1s
~sscesed by men who live ir 1ds comramity and knpw something about his wealth.

The Prussian systen. muxe~ it necegssery o ~btain a stotement of each
irdividualis total inceme, The inguisitorial moih.ds employed for this purpose
have mich to do with “he effosbiveoneds of wuhe tor *ub these methods would
hardly bte tolerated eisewherec. (15 might e montirred hore that the danger of
ingui siterial methods ¢f sssessient has Teer advancad a3 an arpunent agoinst
the use of “he irsone La: in e Jriued States, mt oxperlerce hae shown that the

uss of She incomo sax ir the Taiiad Staces may e male offectlve without the usa

of sush axzedients.
Seligman (%4) desecrites -.I'» Farmoan Sox ag fiscaily efliclent. due tc

. H a Kal S Saly . 4 Y4 .o
excellent administration, but lie “ci.eves . less of aotlve than tho Bratish

method cf storpage at source. greaiing oy she edoptlon oF whe Pruesian tax

he says: "The characteristic feat.r« of “he Trucsian rof'cens of 1891-93 were tho

replacement of the old state tga or rrulice vy a roderalzad income tex and the nad -

.~ - . . o e S .. ].
14’ on to tha income tax of a lizht surplemsardary fropervy wcax (heavier or. earred

A L - 701 Ty T B b
income), . . The mcverent s cvesediiuily ratpassiad Ty Frussia gradually

v.. 4 o N oaye 35
spread througheut th2 empiive, (2L) «rd (26,

{24} Thc TInucme Tax, Ps 27Cs
(205 Essays in Texation, L. 497,
(%6} ¥er further information on
Plehn, p.248-25C,

the Scrmon system see: Jensen, p.37(~371;
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o0 CCUNTRIES,

Frence hes an irusae uni sysbem wiich combines the English and German
nebhods,. Differeuiial vasss hTaying o income frum wmrious sources are. somewhatb
similar to that in the Fagilvi ter , while, as in Garmany, the entire income of
an individual is taxed, but only i)Y in the case of those receiving atove a
certaln figure, Inquisitorial .aathceds are aveided.

Inoome 1is taxed at the source os:

A, Individual or ccmpary profits.

B, Agricultural profits.

Co Salaries, wages, pensions, arnuities,

D, Professicnal earnings.

B, Prcfits frem transfer ol securities,

7, Income from impreoved or urimproved proporty.
In addition t5 this tax levied at the source, a supertax is imposed on
the tetal net anrual ircome.

Pelgiwa hae a tax orn only a few classes of incorme until 1919 when a

rew tex was impased in Jieu of levio: on real rrorerty, rersonal rroperty and

sorporation licence taxes.
The new plan ircludes:
I. A scheduled %o on incone from:
A, Real property.
R, Investisents or rercoral rrorerty.

O Profiv:z of risinese, %trade or professions.

+
II. A surertax on incems derived by the individual from all sdurces,
. _p ) income taxes wiich are rot markedl
AustriaX, Italy and Switzerland have incom y
(27)

successiful due to poor administration.

o { . 42 .trlGS see: pell g!na-rl ! lle
" - / Tw’ p 525 05"’ B 1 y 1 3, v nsen’ p'S 3 and wena be
vaoome s - asi,z)l) e o) 4_-8 49 e '? l . 72 Q

‘- oumant 186,
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Jardde s inesc ver was Loposed in 1917 as a war act and proved success
as 9T BACTECLSY 2CLru€ 0v rOvhias, proccsds rising from $44,228,100 in 1919 to
$2.03,827,672 irn 1922 wa-n +he faSes were veducel. crusirg a decrease in revernue
£y the following yvear,

As to income toxwes in aucitralia, Selipman says,"The last flew years have
everyvhere witnessed e growvio; salization o the irportarce of income taxation,
+ 2 in Australesia, as o wiole, 1f we take the ircome ond the irheritence taxes
together, we fird that their yield Torms an overvhelmirng rroportion of the
revenue from direct texmatiorn," (26)

IN TU5 ONITTD STATES

"irecome taration in the Urited States," says Selipman,"is cnly in the
very first stages of develcpmart. YThat has teern suscessfully accomplished in
Ergland, in Jermary and ia Aastrelasia, is, for the mest part, only in the
stage of discusslor urn whe United States," (29)

Smnee bhis shidy has to do with an inecoms tax: for use by states rather

un :
tharn ty the federcl goverrrert, 5 seems/necoszary here to deal with the federal
tax, That i% has been effective ar a revenue producer, no one can dery. That, XLV
despite mary defests ircidert to the settirg up of a new administrative systen,
it has largely disproved the theory that an income tax could rot be assessed
ard sollected in the United States, most oconcmists and many putlic men agrse,
It has, in faot, mors than enythirg else served tc change the views of many

students of taration vheo, before its intredueiior, were doubiful atout the

ot e .
usefulness ¢f “he ircoms tex in <his courntry. (30

(28) ®ssays in Taxatior; P. gf%.

29) Rssays in Texation, P. 9%<. ] )

§803 For giscussicns of the federal inocme %ax see: Flehn, '.262_38,;
Tunter, p.296-3C6 ar.d Seligman, The Incore Tax,” and "Bssays in

. 1
Taxaticn.
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vy . -

wdld e s nscie tect with shich we have to deal, Shovring

She atbidiude wroshe Thasd NraZers duriune gha years from 1910 toX 1921,
Soligman gotas “roa rosorT of cartaas sthoda cormissions or committees
funceioaing during thet dseede. fo sumiarize their opinions on the subjeot
in the trisfest vossibie Lopm

Towa, 1612-- ot r2acy yet, tut fesl that the income tax will soon
be usaful to the state,
Nevi Jerrey,:1913~- Nat sure that the public is roady to acoept the tax

Uteh, 181238~ Not suve that the ruklic is ready, but approve of the

tax in theory,.

3

New Yerk, 1916+ 7onzliude that the income tax for ccrporations and
individuals is needed in ths stabe.
19L6-<2ferk ous in letall end present for adortion an

Hassachsetca

ircone tex bill,

Califorrii, 2010 - A insene %ax considered desirable for adoption f

the neas Nvhire.
Aunaectious Lehanper X comacren commlttoe), 1917=~ Recommund

£

irmodiate acoption of arn Lucmue wat.
Ohic,1918~- Ircecnme fiax ranomuended.
Britich Columbia, 1.319-- Income tes: rocorizended,
Haritcka, -919-- Tocel income %ax lavored.
mersary nscone tat favoved,

Luisiana, 1021-- fupplemen

St Caroling  L4fle- Sunnleqentery incone tex favored, (31)

Fags

(31 Tssays in tewation, p. 62D e seq.
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Incems Taw: Jor Tirpluia, -18-

RASHATHUELTS IRCGIE! T,
Io 2800 Tusesy Lowerts 2lopend ¢ ororsoncl ineoe SELX tax, this being
Follvwed by ~owororrasion 1oor See dn WUis. wounzilies urempted from propert
vates end ggucined gl op ocnte ol sl serceny o) 4af LnGoRE derived fron them
vicldra in I1PL0  fariy savcarty of who Setas inceamn tany the yelld from annuities
texed &6 the Lo rave f oue md o nalf peveont is recligible; brokers paying

3

S oon Gealings lr Lrlurgtbics Lonbdriluted thres porcent of the income levy;

o

ircomss frewm prolossiors. zuplements, “rades ard hLusiness, taxed at a rate of o
and a half poroeni yilelded ever Nati® of 1he ravenus from the income tax in
that year,

Treuptions 1roivnde lacone rrom real estrle. dividends of Massachusetts
verporations. lrterest g0 ook concsits and morbtzaces seccured by lassachusetts
real. acsale. thore kolng othwer leries which reach there clarces of ilncome,

Per zanel evenpoions of irtaugibhle or anmuity incoues arc §300 if the

tobel is ness chen REGGY ro exemprion on dealings in intengibles is allared, whi. -

“he exemypiion or Luiccans rru proafessicas, erpioynmenses, trades and business

ig $2.000 ©an tedisidunle aad 7,000 for hends of families. with an additional

nliowarice for :nchh Gemendan’ of G200, the total o/ these additiona allotmnces
not tc ex:eed LL. 020

Adminicteabion ~7 *he Gao i¢ cenbrallized, deruty commissioners supervi

ing the lotal asueseors. Tellowing the praetics of the fedsral govermment, jnfer.

the sourcs wi' whe ircome wheno—es possible, employers add

i S 1Y om 1vs X o
sorporations Foir exquired o zive in wosnaiicn.
Tars oo “he freums bt eollactre Ty ke state is dislributed <o

.

Tocal Aivisions for locel rurposes, Tie amount each division receives 1s propoi .-

wonel or 1is expenditures for srhool purpcses, the object being to increase s

expenditurcs, In 1927 the tan: yielded 312,500,000 and in 1920 (the tax on

buginess incomes was increcsed one percent and oneincomes from intengibles, one

and o half percent in 1919) it was £16,250,000.
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“Compared 5o the vield of the foderal tax on rersonal inccmes," seys

CNBET, Iror.rhose Tool Uhe bire inTormasion wrus okualned,"the lMassachusetts
Tax 18 rela ively an el ioiens iserl encine, “ien one bears in mind the
difference in raves. (52)

N TCRRS FXPERIRTCH

Tewr York 3wate adophed a corporatiorn ircoms tex in 1917 and one on
individuels in 1919, Perscnal inceme exemriticns are similar to those provided
ir. the fedoral lawz, hile rotes ere cone percent on the first ten-thousand

dollars tuxatle and two rpercers on the next fertyliticusand dollars of taxable
income with a three percsnt rate on incemos in excess of Pifty-thousand dollars,
Jorporation dividends are not exempted under the porsonal “nceme tax,

This levy repiaces onc formerly placed on invangitle peresonal rreperty.
Admiristravion is centrelized, veirns supervised by a stobe comaission, The ton
is collected at tho source oniy in thn case of nen-residents who are taxed on
TOOEECINCTONHNE AT FIIYTCLY inccine derived frou sourcos within the state of
New York, Irfernatiorn at u'e sourco is oburined on paments of cvor 891,000,

In hendling she ~unds sooured under 0-1s sz, che stnbe retcins 3250,00
tc meet devards Jor refunds ard akote wnis, Ur gle rencinder, 'ifty perconk is
distributed amcng the counties or. che tasis of cacied velue of real estate, the
object teing to increase ossessed volues of real esvate and to ofset the
irfluance of the property tex vhich tonds torard lovering essessuents and
a raising of the locel rave.

..

ispite the very low rate of the incone tex, in 1920 the yleld vras

& . . - . - 1 -l PR 1. .
$37,C00,000, this Teing tet-een ons-"oursh ond one-%tihird of the total reverue

collected by Tthe s ate governmnent.

Professor Yensen seys;'In view cf <he fact that little di7 iculty hes

45 administration, it is reparded as recsorably satisfactory

Leen erncountered in its

s : i1 e i
~nd thers is no thought ¢ abenderirg it et present, (33)

{32)Prchlems of Fublic Finance, Ppe 3?5;368.
({33} Problems of Fublic Finance, p. 574
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This same writor sxgs of “ne Cklahoma income tax (see p.ST?),"The
expariepue ol Okialisre widh he cesent conpared with the localized administration
of tne origlinal invome Yer suueg clearly the advartage of centralized administre :
The yield has irereasc i tiues nnd doubtless the yield could, eren in the
industrially undeveloped st:te of Cklahoma, be frncrensed still more."

oA TAT IN WISCCHSIN.

Another quotaticn frem the same source says of the tax in Vlisconsin,
"Enaoted in 1911 when all previous state income taxes had foiled, it hes justifie
itself and furnished a precedent for other states,"”

This tax is levied on?progressive scale, one rercent on the first
thousand dollars taxable and IDZXX increasing until six percent is reached on
incomes ol thirteen thousand and over, The irdividual exemption is $80C, while
a husband and wife are allowod a 31,200 exemption with $200 additional for |
each dependent.

A1l income originating in the state, regordless of the residence of
the recoivor is subjecs tn the Tax. Irlormation hub not collection at the souroe
is the jracticy, Peporix are reytired orn all paynents of salary or dividends
smounting to $700 or over.

The state tax commlssior is in charge of assessnment, appoint;ng subora
civil service rules. Collection is by locel officials. Much of the

ates under

success of the tax is credited to the efficient admiristrative system,

Ter. percent of the proc-.eds are cdeductnd for state use in covering

1 3 LS s T2 p .
colleation ccsts, albhough in praviize 2t has been found that less than a thirdc

of this amount is required i'cr the purpose specified, Of the remainder, sevent:

percert goes to the locality in which the tax was collected and the other

twenty -percant te the county.

The personal preperty vox is replaced by the income tax and this

system of distritutbing returns compensates the localitles for the loss

which otherwlse would be suffered,
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Fild ¢ ancaesmw e - Coaye s Se 1
SLEEgemer. st Taen Lewid Yo have several defects-- industrial

Ly,

SONNIEY T MALELVR il Luwnpe 2 opmo osiegion of e Texy an effort to tax rental
velue f &relllazs bes Jarcgily Yedied and L% has heen found dirfficult. to make

fermers pay aryithing Locanse of Sheir uss of produse rhiech is never cenverted

<uto money and so s nat o usved a3 iacone ; Vhile in their money trarsaotion,
accounting methods are so ©oor nr G make it difficult to estimate their real
iroone, It muct he admiiuod thab thase are the great weaknesses of the income
tex whon applied to e s .ate »e largely agricultural as is Virgiria, Bdrb‘thero
are mary <o helileve that the firmers have too long borne the burden of maint-
aining the state ard that o system whose only outstanding ault would be aend
undue ligh%aning of “he farmer's burder has much tc recommend it.

Ir. 5ptte of these defects, the "Tisconsin 8toate Tax Commission in

2

its 1616 repert sayse "2es1lts have been satisfactory., The ircrease in the tax

is general throughoat the stafe, » « & constant inorease inreverus from income

i e . 1"
taxation may be corridertl; expected.
COLCIUF I FRO: BEXPTRIELCTE
Jumaing ue this exper fuce, e may fay that inocome toxzes are growing

jn impovtance ard usefulress wnonz +hie states. “nperierce in those states which

have made “he most progress with this Tform of levy is so encouraging as to

justify tho view (in the ioinicn of this writer, at least) that Virginia could

with ;rofit melke a trial 22 the systen,
anerles e pulloc, triting walther nessimietically, as did most

a

[FCIUUR Y S S 1 48 -
withers in 1606, expresses sometinng which is s+till larpgely true when he

says:"A cereful study of +e hishory of the tax leads ore to the conclusiorn
: sereful V

thét the failure hes been due to edmiristratior. of the laws,(34)

R Selected Readings in Public Finance,
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It e adrigsed that Virslala's Tirst weed is betber administration,
bule whed Thils hos setn BUsiasd, ft s leilevad the' e income tox intended
to produse 2 woaliy Lgorlon: shwes of 500 rovorue can te inade effec’cive.(ss)

SEDNLUN i VINGTHIA,

That rubllic ozirion in Mrginio is turnirg toward the income tax has
of lato been indicated. i aucttion to .ne stebemerts elready quoted from the
tuiletins issued by the dtaic fumtsy of Correrce, ablention mipght be called

the opinions expzsadd Ty eb:la Lloaders attending corferences held in Richmond
Novembter 18 tc 21, 1925 urder ausplces of the Jtate Chamber and reported in
The Richrord Times-Dlspeheh anl othor state popers issued on those deys. Groups
met on tihe warious days represinting interests ¢f epriculture, tanks and finanoi:
insbitubions,. publie willifues, insurance comperiss; industries, labor and, indec
nearly erery cless suhjes’ uc taratisn in the stuto. In each of these groups
there wers mer. wap wroroecd H2a% 3 more prominert rlace in the state system of
taxatior ne glven t¢ she iery sesed or income, Tr. R, H, Tucker of Vlashington
and Lae Unlversity. chairmsan of Hin Stn%e Choamber «f Commerce Committee on
Texatlcn, Sharles ", MacHii oF ~alasizl, a2 mewbor of tnis group and Ir,
Timtoa R, Snaveiy, ~f “ho Uziversaty of Virginia, its ecoremjc advisor,. all
expressed such views durang Thece wectlnys, togetner with thelr other suggestion:
for tax reform,

b letber from Albertu O, Cxner of Opring ircve suggested a grg.dua’hed

P o-hall % =5 wepoonbe £ cozanication from 9, A, Turrer o,
inscme tax of from cnre-ha.l o pe : “

. , v .
Holliac Crllege {avorad She ircome tar nnd harvey Clapp, an officer of the croyp

improvement associa®ion, adsrcated net income as a fair tasis for tasation.

' j - ty states see:
51 F: ther informaticn on uso of t'e income tex ty
(837 £ flﬁﬂiﬂ};Zr l'p, 306-:u08 Piehy, p.287—-290, Bullock, p.275 and Seligman,

LTLe Income Tasfand "ZEssays in Taxaticr."
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A e B Teai LN T,k » s ~t Tet
ALTRR o taled o0 Faugulae ceenly GL FL Holsinger of HoGaheysville,
FEABININTA Ve Jockigacs lenuTe faimers: dsscelstlern, aad Jlomer L, Ferguson,

-~

wp3at dars ¢ e D A e g ;
FUIFLLSLG €3 Wae wainort Conn Thipuaildiie and Dry Toek Company, “rere among obhun

In bils Gar poapaasle, whilchsd Locembar 21,1346, Jovernor-Eleot .ﬂm.ry

e

Floed Fyrd demorstretod is Lollef in the incoue Lo by proposing an increase

~

In 1%, be be balaroed Ty a decresso on the tor cn intaurildies and My, Byrdis
friepde who sponcapsd hls waen fa She farm of 3 bULL prosented to the @General
Assen*ly oharged nts orizinsl rlan to make cve:l largsr ase of the inccme tax,
tovarser Py les Trincle, in hit messave =o the f'??z-.vnral Assemtly, delivered
denuery 10,1026, says,"I Pind <has many hainkirg veople, many of wvhom would fall

under tils Gex, Bolleve ukaw ¢ areoums Taw in Tiopinia sheuld te roised in a

roderate ey, o o

Svosiurg o 'he awiudl oongted of the Statn Thamler of Commerce on
Jamary 25, wen nomt e of o Faneral Avserkly cudé othors prominent in stata

afrfelcs were gurson. Dr. Tusder ag i intloeted boe nel.ef in the irccme tox

whel. he sumiarhsed srieitly Wk esaclacions reaviied Ly his cormittes after a

yoix i rinly and  sdvesatea o cevared podification of tho present tax law with

o

to wgonen’e od 1ndustiiac scrditions," wrd said that

a view to aifustianl

I

"Tirgiria‘s “ex system ol the future ghould draw jts revenues from texation whic’

M
§ H - - . a~
meleo wkpve~ G3e ' income 2c 4 dacls of dam peyiny Litit:,

Ruseel'. Profe29or Of LOMLLLCS oUl SUMoreo aT Imory ard iens
Tig Lwdn R s

Collese end & foense meher ol the Yerorel. Asrextly ariting In the Dacemter 13
v L e e S - . .

H] . S
issue of obs Funlowic <f the Satiorel Tex Acsoviaticn on A Hirdranse tu Tox e

ofers to seosisnelisn &8 the chief difficulty, charging that ‘»
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in

part of the sbtave there %s a fight for scloliticn of the tax or/tangible persenal’

while another soction is aiwanpiing to essape the tax on tangible property. e
asks: "Ehy rnot apply the principlc of texing so as to leave a fair return upon
the investment of the owmers of teth tangibles and intengitles? In fine, why
rot ebandon both ferms of rersonal prorerty texatior and adopt the polisy,
regarded Iin most progressive states as more equitable, of taxing returns, 1. e,
income from troverty?"

s rroroses as steps for the assembly to teke toward this end:
(1) ¥xemption of all persoral property from taxation and extersicn of ineccme
and business taxes Lo compersate for reverue lest,
(2) Segregation of real estate to the ccunties exclusively for texation to meke
up for the loss they weuld suffer in the remeval ¢f a tax on personal property.

ACHERS TC CBJECTIONS

To those whe advocate a state tax derartment as the graat reed for
Virginia at present, the advocates of the income tam answer that they are in
faver of .centralized sémiristraticrn, but that this in itself will do enly .a
1imited amount ef good and a sclertific tax law for the derartmert to erforce
i8 the next reed, ‘

Advocates of segregation as the next ster will te reminded of the
ptatement of Professcr Seligman: "The ccntroiling reasons for suggesting ths
of state and lccal reverues have always been to relegate the

seraration

taxation of real estate to the localities ard to previde for a centralized

gtate administratior of taxes on ccrporatiors, irheritences ard the like. The

adortion of a state ircome tax would really be in harmony with this system of

serardfior for real estate would be exclusively taxed by the local communitie.
& ’ 4

while corporations ard irheritarces weuld be assessed by the state authoritiec.

26) Rssays in Texation, r. 657
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To.those eritics who will ohject that a state inoome tax in addition
to a national income tax is unjust becouse it constitutes douhle taxation, it
mey be answered, as feligman Coes, that taxes are unfair only when they do not
affect an entire class in the same menner. If it is admitted thet beth state and
nation have a right to collect taxes; the principle of doutle taxation is
established, for regardless of the base upon which 1evied; all atxes, as has teen
pointéd out before in this study, rust come from net income. In faot, the federal
tax returns are a great ald in tlie assessment of a stnte income tax. To take
advantage of this, it is ccnsidered advisatle to make the defin:tions of net
income and other phases of the stabe law quite'similar to the rational law, This
-simplifies the makiug out of returrs and also allows the use of one.return as a
check or the other, FE{

ADEQUACY ¢ RETURN

Cre of the principal objections to the income tax made by its
opponents 35 <hat it is toc uncertain as a major soufce of state reverue-~ that
e period of deprsssion, reducin? inccme, at orce will te reflected in e deorease

in returns from the tax, while a% the sems time the state may noed funds es

greatly as during more profperous pariocds,

The answer is that while it is true that the incom: base for taxation

ghtinks more easily than does a vroperty base, 1t ic onn of the easiest on which

to levy a higher tax Tty means of & higher rete, vhereas under the present system

preperty, the ohief base, is already so heavily hurdened that a need for additiona
3 4 =2

revenues mst be met ty the impositicn of a new tax~- not where it is most equital

%o apply it but usually whers it will te easiest to collect,

Ir,for example, a 31C,0CC,000 income wex were ‘being collected in Virgin:

and a period of depressicn resulted in only 59,0CG,0C0 being secured in one year,

this would ceuse a defitit. Put the state cculd take care of this by borrowing ans

fhen meke it up by a slirhtly higher rate of taxatlon the following yeer-- a much

fmpler process tan the wnryipg cut of a new and distinet law to raise additions.
simple ] , sorkin

kT ved-hall-H
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m - P o CP X
there are soas wao say that increases in the tox mads to meet o

deficit would rot bs repealel after tais need had passed and so would mean

permarently higher veration, but proff that states as well as the federal

goverrmernt may lewer as well us reise income tax rates to moet changing needs
is seen in the action of New York State where a twenty-five percert reduction
was allowed or returrs Zor 1924 when it was found %' at the expested return would
be greater than the sstimaved needs of the state,

That the fluotuation of ircome in rermel times, which might give
rise to failure o the tax return to meet exrectaticre are less gheat than some
persorns btelieve is shewn. by fipuces compiled ty the l“e.i:icne.l Bureau of Eoonomio
Regearch and Irelud:d in the sbudy of "Inccma ir. the Urited States; Its Amount
end Distributicn, 19¢9~7€15," which indicates that while the actusl ircome in

money varied quite widely, especielly during the years of the imr, the inoome

éstimated on the besis of purchasing power-- and this would apply to the ability

of the state to purchase services, as well as tc individuals-- varied less than
twenty percent for any ons year as comparsd with any other year in even this
abnormal decale,

AHarley 1, Iutz in the =eport of a speclal joint commitice on taxation
of the Ohio Yereral Assembly suys:"The.incomo tax is fiscally adequate, Under
proper conditions it will produce prcbakly more reverue for the state as a whole %

thar it would be possitle to obtain from intangitles undor the personal property

tax," (37)
FRORLYS T JUSTICE
Certain problems of justice also arise ir correoticn with the

(37) Revort, 1919, p. 124,



An Income Tax for Virginia.

:administratisn of che inwemc Uax, It is olaimed ty some that the property tax

is fairer hscause tle incoms bdax vlaces en undue turden on the wapge earner who
has nothing remaining if v any reason his <ncoms shoﬁld be cut off, while

the preperty owner is ecssurud of a constant ircome and of somsthing to rass on to
his heirs,

The rerly is thab this would »e true if the income tax were the édnly
one levied and ro rrovision were made for making it bear more heavily on those
who receive their income from scme scurce other than their personal lakors.

But this is nct the cose, The income tax widich Virpinia might adopt would
be a source of state reverue while real rrererty would he tased ty the localitiss,
The wage earner, now escaping taxatior, would bte made to pay a just shﬁre. The
rroperty ovaer,hhvirg the swre incems, would pay a similer emount in the form of a.,
inceme tax to the state bub ir addition to this, he would, as is now the oase,
Ttear the chief burden of louel expenditures through the tex on his property. The
men whose property is not yisldinz an inceme would be relioved of an urjust
burden of state tarxaticn. Lt 4o ok propossd to atolish the tax on ooréorations.
(This should te changed so as o be tased con incemo rather than property ovmed,
tut consideration of this matier is nct attempted in this paper which has tc do
orly with the arrlication of a rersoral ircome tex,) The man vhose incoms came
from stock in ccrperations would ray ths sare irocme tax as the wage earrer, but
his potetntial incoms would e recured tecause of the toax collected from the
corperation vhich otherwise micht have been distrituted as additional dividends, T

This is a species cf dculble taxvation but it serve more fairly to distribute the
burden, ,

If it is felt that the wage earnsr still is bearing toc heavy a proporti
of the purder; it would be rossitle to Co &8 the federal government does and

differentiate Letwesn earred ard unear...l ircoma, considering all ircome up ‘o

A Lo 4 ’
o cortain amount as earned erd allowirg a deducticn to those texpayers vhose

revenue dces not come frcm sSome form of pEcrerty.
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ShOUREMLD CTRJUSTICR NGW

The iaherent Lijustlac of the pressnl system is seen in the fact that
(according to Nedicra: Buram: of fconemio Research figures; aprroximately
forty rercent of the ropuiaticr living cn farms, ir. 1921, received slightly cver
eixtesrn percert of the S-o%al anount of irecome, yet with the prorerty tex as
The chief source of roverus, thc state dervies a large proportior of its funds,
in addition to that ¥aken by the counties out of this sixteen percent,

"nat,is referred to ac the proklem of "inccmes in use" is often
mentloned in argumerts apainst the income tex, It is said that the man who spends
$1,0CC a year for re.i s taxsd or this part of his income, vhile the neightor
who lives nex%t door ir ©he cade tyre cf house whish he cvus, pays no tax or the %
@1;000 benefit waich he derivoas from its ocCouUpancys Tare ageir, howsver, the
rroeperty tax comes in ~s a correchive, “he man w0 owrs his home pays o tex to
the -locakity on his preverwv-. N1ie nieghtor who rénts & house eseapes this, The
man who cwns a house wrd zants 14 %o scmeone else rays a tax both on the rroperty
and orn the inccme from .3 rewta. Tut this is incems for which he has not
labored snd from an assurad soura<, hence it equitatle should tear a heavier tax,

T+ might 5e merticaed bers that tatatior. on ar ircome taesis -iculd
‘do muich to aid ir consesvaiica of bimber larnds, Under the present system, heavy
taxation on his troverty forces tha cimer to cut his timter as quickly eas
possitle, or even to clear tae l1ad. Tf the +a tere tased on income derived
firom the property, he veuld -vai% ursil ths tress wrere well grown ard when he

did cut them, tine siate would receive its just share of toxes at the same t;me

the owner received peyment for nis rroperty.

Atterticn should te called here tc the faot that the adjustments

menticned ers merely approximate, 1t 45 rot elaimed that the halarces here

suggested will result in each citizen pe,.ag exactly the tax which his ability
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mokes 1% equivellc 2or hiv 4s 1y, tut it is believed that the system here outiin
Wwill aporonch mura ueevhy o raivunsss Lhen the rresent system and is a long ster
Loward the cuualiraiicn which 13 tns goal of tax reform.

Iy ther, wn insome tat 13 desired by many people in Virgirnia and coul.
be administered in e way *c justify 4t cn grounds of fairness and would be a
stabie and reliable rcurce of revenue, the quostion remains as to just how large
place it might occuzy in the severus system,

Greot accuracy is not claimed for the folleowing estimate, but it is
telioved that the result ropresents foirly well vhat wight be expected as a
return from en inccme tax ~ffiolently administered in Virzinia, Fizures used
ere oktairsd mainly Irea s'mdies made bty the Naticral Bureau of Reonomic Researoch

Lty prooesces which it hac hcen thoupht test to describe separately in Appensix A,

(38)Tax estirates given here are computed on the surpesition that incomes within
the desigraced brackets iould ve waxed ot rates tc average the percentages mettios
for the taxpayer's ealirc uiconee Tnis weuld invoive e higher rate or a certain
portiorn-of it, sincs I's wruld recelve the beneflt of lower rates applying to the
rart of his income within “he iower hrackets,
Working ou’ . th nethed by which this carn best be done is left to
levmekers oxperienced 1a szch metuers, tut for the sake of clarity and to give a
oornicrets exarple of hew it night te done, the followlng pcssitle scheduls of
normal ané supertexres (which ill be understond by those who have made out federec
income tax returne’ is sagzested: Is A special tex of +6% epplving only to thcse
whose inccmes are ove:r $UCT and la2ss than $1,,CC-C, Those whose inceme is less thar
$50C pay no tax, hut those with oo inccine of $5CO or more ore 'baxed‘ on the tasis -
the ertire amourt, (This woulc sorultc in the retprn irdicated for this tracket,)
II. A normal tax of 2% applying tc the entire inscme of those receiving $1,CC0 or
I;;;:'A super tax: of 255 applying So all ir.come in_ 43100883 of $2,00C, .
IV. An adéitional super Gex ¢f £, applying to all iaceme in excess of $6,000,
Vi, Srcther additional super tax of 22 aprly.ng to all income in excess of $10,0C(.
| A 11ttle carculebion will shew taot j:h—me rates weculd result in, the .
everage retes given for the variocus brackets mzil:a tl}e reximum t'.: for thcie witl
very large ir.comes would aprroach, hut never ruvach 85 on ﬁxe antire amount,
AS a ccnsrese exampla, a man with an incone ofb.,;z..O,CCO would pays
IT. Normal tox of z% or. §;ZC,CCO?.... sesoeosnes 0%24“/(:?
I11, Super tex of '2"/(g cr. 318,CEO¢.---0-..--..... 36('0
1V, sdditionel tex of 2% on $15,C0C.cascsvavss 360,
V" Aﬂ'ditional +taxz of 2% on :’10,0(:0...0--...-0 ZCOQ

TOTAL (everage of €.°.(cr inccme}...§1,260,
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FUSSIPIT. PROGMIDT FRCHT AN INCOME T'X

Insomes ©yow; Totzl-kcceivadk Average Froceeds
by %ais grour: tax rate: from tex
$5C0 to $1,06C §1C7,363,5(C, 5% $§ 536,817,
£1,760 to $2,0cC 43,259,0&0. 2 §26,00C
$2.0C0 to $5,000 253,238,CC0 . 3% 7,597,140,
$5,000 to $10,00C 26,024,000 4% 1,766,96C.
$10,0CC ugp. 32,636,00C , 6% 1,961,160,

TETAL « o v 0 0 0 v o 4 o v v s a st e e e e e e e e e e o s e $21,997,077,

o7, then, wou.d this revenue of nearly $12,000,0CC be utilizéd, and
sinse it has already hean stabted in this study that the proposed tax is not to b.
an add.ticnal scurce 31 vevorue, bub in lieu of others now in use, whioch of
these should Le abclished?

g hes glreaay Leen sbated, +© e ahove estimate is mods on the Lasis

of figures for 1927 4 vaeay of depression, In sugpesting revenues to te
rerlaced, Tudget eawincwes for 1526 (ir.cludec 41 the governor's hudget report
TERCEW O XUAY, nado tu tae Mzioral. Assembly January 15,1926) are used, this belug
regardad as a year of prosyerity. ™is fact should make the estimated return frc
the irccme tax apranr scnservative. tut to avoid any possible charge of overesti -
ing, letnggfégL,GCC te deduoted, to allow for irefficiercles in administration,
sdministrative costs and other lesses, and it may be assumed that a tox such as
thet. suggested would, in 1926 yicld at least ¢1..C00,C00

Tria emount might not INOBHX male rossitle an entire clearing up
pf the present tax situatior, tut it would enatle the atolition ef the majorit:
& tasis nct making for feirness erd with changes which

the texes levied cn

would te made later with adopticn of a corroraticr. tax on an income tax basis,

the state would to given a fairly sclentific and equitoble system,
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<eRe punisited fur sunlasement by the income tex ore:

Ircene
Targikle pevsorat.y
Irntangivle pevscially
Nor.ey

(39) Iicenses

(40) Public servics corrsrations

(41) Real estate

TOTAL DEIUCTICNS N 3TATE REVINUE
Surplus of in:oie tax over deductions

state where ueaded, or

$1,700,0CC.
- 358,050,
2,425,84C,

165,000+
1,000,000,
2,000,060,

2,604,000,

—p - ——— ———

$10,252,890.

5747,11C,

=3l

to be used by

£ k2, returred te citizons by allowing a reduction in

irccme tax ratss or asempiiirs on small inecemes (.11 ineome under $1,00C might

ke exeripted by apy isauisn of this amount, as shour. in table Ziven atove.).

TLCTT IMVTEE O
Pergonel rroverty o cli classes

Favko

TOTAL EE.UGTICH IN LGC,.L REVFIULS

82,139,911.32

87,789.95

£2,227,701426

SHING TR TCOCURTITRY ard CITIRS

3tate tax cn real estale

" SYRSERT s UM AY T Tl
Nem ATN 70 BCCALITIEE

(29) The remaining §8CC,CCC expected fro
state to issue 1i
trimarily for reverue, )
140} $1,98%,0CC of the public servie
5 o T 1 ; irterstate e
this to te lsvied malrly on irter

rean merely a gain
servinse cerporations are rassed on to t
for servises. The %2, .
+n the state shculd bring relief to &

41) ZXKEXX This lsvy segregated to localities,

&

£386,298,73

(12) Ses Chamker of Commerce Finarcs Decumsrt III, p. Se

".?2, 604,OOC.CC

(42)

n licerses would remain, erahling the
1eorsen for rurposes of control over tusiness, rather than

e ccrroraticn frarchise tax. is laft untounhe
nterrrises whers reduction of texes woul
to cther states at Virginia's exper.se, laxes or. publio

iie rublic in the form of a higher charge

c LCG,CCO reduction suggested if taken off enverrrises orerct
: Lose paying for services rendored,
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Thers gocu e e zood ransohs for not disturting other items going
e make ap the udget of silehlly over 351, CCJ ,CCO 1f such an income tux e
the one suggested were inteodaced, altnough‘ a8 has been menticred tefore,
the addition of ¢ acrmerati-n iiccme bax weuld make cther changes desirahle.
Such items 18 2371¢0l income to the state, federal oid for rogds,
gervice payments anc. fres are really not taxes at all end so would not be
distrubed. The tax on insurance scmraniss should te allowed to remain because,
anlthough total abolition ¢f such taxes might be desiratle, as long as they ure
teing levisd by other sistes, Virginia would te the loser by ?Pailing to acoppt
her share, Untll tiv fee system is atclished, the state should contiiue to
receivs payments Irom clerks ¢f courts and other cffiecials whe are now
required to make certaln rayrouts to the state,

the tas on shares »f bonk steek is allcewed to remain, for, as in
the caie or reel csurte cndasizoration earnings, the verson recsiving income

fv..ome not deperdant upon his perscnel effort ond

this scwrae has A weowged

80 oan afrord a deulho rog as coararead with the vvage earner,
Too cagipetion oz 3 wsed for “ee mary purroses ot er than revenus

to Justify ha renovad of thi. Jovy which is rot heavy ercugh to ceuse undue

;res%re Ol arveae,

temorite lisernse hasos are just, since théy vplace the burden of

. A ’ - - .\ ¥ -( J' Ls ,‘.
road tuilding and repsir or tacsa wac are beth arle to ray and tereflt the mest

Ty the use of the Rlziways. Tac gasolzne tax, il yeid by the motorist is just

.o 208 i yemad depan =T % A 2 3 » -
for the saxe: rassol., tut L7 . as Suls writel ',',LIC\‘BS, it is raid in Pa.rt if not

3., iag, i sg ig wri the tax on irsurance cor:
ertirely Ty the il Scmpanics, TSR a8 ie the case with © 0

. . . . Ny A <211 m al- kenefit other BLF.'tBB
nies, failurs of YIrgine Yoo She fax iwiil merely 8

- mstordsie *rill be payving
part of whese daxos Virgirie motoriste ~All Taying,

Tn the interest of justice erd efficiency in the raising of revermer

reeded for ocrryirg on the affairs of the ccmmonwoalth, the atove - suggestions

in Virginia are sutmitted in the hore that they will cause thone

fer tax reform in
d these pages o thirk along constructive lins

who. have had the interest to rea
I
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* This siady, whroh the writer was unable to obtaln before
cempleticr. ¢f Uh: foregolng paper ocontains very valuaeble
iafeemablon vt tae oreration of income taxes in various
stabesn, ruppiemenclng “he Tacts in Frefessor Seligmen's
book cn the income tar and bringing his investigatisn
dovr. “hrsuga an additicnel decade. It L8 reocommended to
these dssiringz infor ation atout the exact provision of
state laws oxd tvhe-adrinistration of the tax during the
last ten yeazs.

s o
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LIHTRTAUVYICK & T RGEINIA INCQEIES,
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coomvele Ymrdeonins G sasual reader, L5 has seemed tetter to exrlal:
hers wrashsy than i She S of thy study the method by whioh estimates of
1reonmes cf varisus slizes iu Virgiria were chtained, |

It is not cleinesl “hat the fimures given here are strietly acourate,
but it ls Telieved thal tin zaitinates ars conservative and, taken in the aggregu
are net encugh in error L. sarinualy effaot the expected tex returr. tased upon
them. Irnformatior as bo the iruome In the etots is oxoeedingly difficult to
okteln in usa%le foom. Tating wint fisures were availatle, it hos besn necessary
n sere cagcs to lusd up e cless of estimate for one year with ancther slass
for s difleront year hut ln deing tudls an effort has beer. made to do rcthing
urreasonatla ar stni.sgiisdly lasxact.

Froe the drtested Dursen of Beonem’c “esiarch study of irnecme in
the varicus s%ebor. wnd esiinmate of §764,211 for incemes of less than $1C,CCC
in Virgiado Za 1921 war tkoa. e study states that this is 96,3 percent of th-
tobal Lutoee Surovhe sehs 1 wasdh vear,

MiglCing rousil Dy U6 pereerd, o total atate irnceme of $316,897,000
1g ovtairad, ard subirecting ©hs firat fipure frem thie ons, en income of
£22,086,070 in tu? Lracievc over $10,06C is ctiaineds

Ths same svady givnz the Lotel in&ama belew $5,(CC a8 $757,287
for the sae year, and substriebing shils amount from the total less than‘$lp,00“i
$4 4s found that 225,024,070 §s che to%al for the £5,(CC to §10,CC0 bracket.

Tc securo the amuvanis in the lower trackets, e little suprosition an
compericor. becomee rnecvaasary., Anvther Hatiornal Furesu of Rconcmic Research
study cf inccme in the Urited States from 19C9 to 1919 (sse p,134) gives

sstinates of ircimes over and under $2,CCC for the year 1918 which show that
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N

appferiretely nmby verweut of the Ins-me for that year was in the bracket
wider U000, rereanuaz:s of vovalaldia veseuving the various slusses of
inneme ord cther Il arss sivan dluuteX thas the prorortion would not be
mueh dirfarent ia 1y tkarn it was in 1618, 'if tho numter considersd is.
1

iurge sroush for (he lww of Liz wvarages ¢ weri, ond that the prorortion
Lo Virginle would rot inffer sroutly frem thut i the whole United States,

3¢, ussvninrz that 2029y versent of the Income is in the brackets

3 3 =
eleva $%,000 eié dadusting tna nine revcent alrsady insluded in trackets
5 =
atovy, §5,0(2C, thare rernui-s thirtr one nmerzent of the estimated incoms, or
3 . ; 1 - 3‘ 3

§283,738 Cle ir Bhe 20,000 to £€,000 bracket.

Thera scemel [ Jeazcuailly aszrurats method sf arriving at the amount
of incean L the trasiay frca 31,0Cb o $Z,COO so 1t was based on federal incom.

L PISAR EH

tuxwr returns for thab yvear. fise this is the treacsket in which the federal luw
most easlly svadel, chis :3.la~%y 45 deubbless Zower than it should te, tut it

nae th: alvartayn (£ Telngz concervative.,

ng

Lacerding Yo Jularda. Yoo E88, Sixty-sirhth longress, rerort 356,
first eecsin tatt . retirnt . 7 rorsonus in Virgirie having an ircome eof
freom ¢1,00C to §2,0CC were 27,500 in numter and muitirlying by the median
fizura of the Tiesiek, 2L,B00 a totel of J41.25C,CCO is chtained.

For the fl.2l wreclkst frem £857°C tz §1,000 more estimating is
recessery, Tho rercrt on inccmes in various states made by the Natloral
Bureen of Wocnerios ressarcu pives {481, T98,(CC as the total inrcme from wages

< en -

und saseries = Virpinia ir 1921, Pureau cf Internal Revenue estimates for 19°7-
ghow that of the l.ccme over $1,00C, iroperty produced 26,t gercent, the remo.
soming from personal Industry. Now, if from the 3356,C98,000 already placad L
braxzets atove §,0(C wo cedust 25 percent which mey te supjosed to have been

ottairned from rroperty, thers remains 3}4¢7,773,0CC protably derived from

geluries ard wazes,
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Lo fron Yhe Bodal cotinate or waluriss aud wages, there is ebtained

Bo-
P’

%L.0CC, It seems conservative

"o L1 -~ L -
BT tv 5'-;’-‘. (,{“.,.; 3& 1. :_‘.__n':-,,‘)q"‘:. $eoo e o vt es andes

to assurs That soiii wrig s rralan wow reaveiling, net mere than half this amount

woeald B pali to pesrzens wAnee Locars s la2do than $5(C a year, therafore,

JLOT,3F3,300 58 vlazel 1 She U505 b4 §7,C7C brasket,

The flpuces trhue arraveld as shcw fnoomws a%heve $6CC wmcunting to

. . . -~ - « N “ s - !
G465, 46l 80 For aly trasisse, _r oniy siightly over half of the stats s
ceuimatos Lotal income of J81C,887,000, Since {ths Nationel Bureau of

Fearomle Sssversh esbuvaie of sverags income in Virgiria is slightly less than

wLe toal estlmabe 2opzers reasceneirly accurate,

e

bt}

iv‘;'»u }(., it
By avar 37 sheoi, % night be actived that the estimats for incomes

In oxeess of 35,000 20 guvwon Poary 35 Zess than twy perasent higher than the

ggbinate ot e ftesvs fudl vy medn for Jevernor Fyrd and quoted in his publishe”

vlar fex tax 1ofiri,

o e
lf..".”
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CLALERY A MNOORL INCoMD TAK LAY F@ STATES.

o Uae Hatloasl Tex As.colaticrn, (Vol, 6, No.4,
ceusey DU wlone 2 ig mhven o drelt of inedel dirceme bax lews for states,
es “ravr by 3 Sonaitt~n r1 tie esioslebiun having Charles J, Bullock as
chafrmen ad Lecluiing wcwwyers and exports in taxation dravm from those
Cetates i hich dhwr Sora of levy hes so far bteen most successfully used,

it ceems tnadvisa™io to uttampt to quote here the luws which may

-.-

:ntad; vat the one ralating to a personal inocme tax may be

ba found a3
J

seranstared trisfly oo follows:

ARTICSIE -~ Tofintione of terms used in the law,

ALTICLE 1= T2els siitn imposition of the 8K tax, providing that
1% snwid wxely b oawk resiisrhs of the state and tc resident flducieries
pduirdeterisn estazes Raten Trebozed are on total rot inooms, ore peroent on
+h? fuyst DL,0000 wa pot.o iy cn the sezornd §1,0004 three percent on the third
mroa i L1 o foarth §1.00C5 five percent or the fifth §1,000
ard gdx percenc onosll Luiones L r oexsess of §E,CC0,

ALTHCIT T L Txvie’ies Che aothod of computation of the tax, defining
procs innume rush after She  2urner =8 the federal law and defining items deduo.
3bies At axerytion of ¢1,C00 fur single persons and £3,0C4 fer married couples

rroided,

3]

JRATICIE Ve Tesls with Lhe maurer in vhich returns are to be made an

3

wrevidas for furrishing of wiformatior at scurce or 2ll peymerts of $1,000 or « -
rade Se wnd’-lduais, By sartierehips or corporations,
E2ICLE Voo ITsvides fer ccllection of the tax and énforcement of

raynak, eturns are to te exemined ty the stabte tox commission,



AR, §39) AVBINDZX B,

PINLGIC Ve s voovidos far tecactior in oeass of fraundulent
- PR . - .
sebarme ot e Pllogee s e 3aUhaca WD oaonnoeiat. TN Sho tas,

STIGLL Ve e, She Swr orayer bt vipbt to sppead to aay seurt

R

Taring puresdactann e vomaton ol his asesasuert by nmakineg comriaint

- B T . -t e - - 3 A
AFALUDL S LOe Nt ban comlcelon,

WOTTULN VLT Losts with edtuinwstraticn, whish is to be by

whe alose comaisaion, avharwity Lo glven o divide the stoate into

dusorieve e wzacssrent vurpssen and to sptatlish btranch offices of the
- gghon e o it isn, the eormission is glven power to examine, or to

lavy axasised Ty respesdy cwatdllfisd sutordiretos, beoke and rarers having to

hoodu,esbts camed 1rdey sha law and to nell wllnesses to give needed

do iy
ProviseT wf meds for publisetion of stabistics on operation

Yod wmaaest o,

Bocad Law; ancunts ccliected dunssos of toopayers, inocomes and exe:ptions,

. L adl
il afftlale cre r 2 ul et By x99 21t centenis of individual returns seoret
v A ey wvane oy ps proridsd Jer violation of “his provision,

S1L0LT IK e Belns vn by migocilaniaous natters such as distribution ef
Gereg egllectod Lo ablinlidlone 1 the state for local purposes, 1llegality of
cdreete Toy Jboe asswvagilun LI che persscnal inczoms tax of another person

aul o seatemens ¢F wacn 1o it e to go inko effect,

to
=

=
a=
=
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