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1. 

TAXATION OF CORPORATIONS . 

HT'fRODUCT ION. 
-

To the citizen of the modern state, taxation, how

ever disagreeable it may be , seems natural. It is di.f

ficult to realize that it is essentially a recent grow

th and that it marks a comparatively late stage in the 

development of the public revenues; it is difficult to 

realize that each age has its own system of public rev

enue, and that the taxes of to:day are different from 

those of former times; it is still more difficult to 

perceive that our ideas of justice in taxation change 

with the alteration in social conditions. Not only the 

actual forms of taxation, but the theories of taxation 

as well, vary with the economic relations. This is tr

ue even where the direct influence of political causes 

is tracable, for political changes are in the last re

sort dependent on economic changes. "Finance and ec

anomies are inextricably inter~wined 11 • "Like all facts 

of social life, taxation itself is only a historical 

growth". 

THE DEVELOPN£NT OF TAXATIOtL -HISTORICAL. 

At the beginning of history there is no such th

ing as a State. Whatever the origin of society, grad

ually from either physical, ethical, or religious re

asons a leader developed. He acts as the great priest, 
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judge or leader in war--the chief. Under these condi

tions there are no financial needs. With the growth 

of siciety into a larger and more complicated commun

ity, the public necessities are developed and gradual-.. 

ly that, which in government we know as administration, 

begins. Maintenance of or~er, protection from enemies, 

the building of roads and later, the general internal 

development of the nation require an assured revenue. 

Under these primitive conditions the · government's in

come is first, personal or voluntary gifts constitute 

the contributions of the embryo government. The Sec'!!" 

ond step in the development of governn:ent revenues com

es from conquered tribes and nations. The next comes 

in payment for certain privileges by individuals, pay

merits for the breaking of the 11 kings 11 peace, and the 

rights of wreck, "escheat tt, and "confiscation". 

Through evolution, voluntary and moral obli gations 

grow to legal obligations; thus social usage and cus

tom grow into law. As civilization gradually advances, 

the primitive equality slowly disappears and as the old 

methods of raising revenue prove inadequate, the idea 

of compulsory giving, or as we express it the need of 

taxation arises. 

As Seligman expresses it-"A direct tax is out of 

the question- the taxation of property is as difficult 

as the direct taxation of the person. It is regarded 
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as a _badge of' disgrace for the freeman-" nota captivita

tis11, as the Roman at first called it, because only con

quered enemies have to pay this arbitrary impost. Thus 

through long years of evolution, by means of disguises, 

the selling of' certain pri'Iileges, granting certain gov

ermental protection, certain fees, charges, privileges 

of transportation, trade privileges, etc., the people 

became accustomed to the 11 customs" "evil duties 11 and 

"exercises"; the community enters upon the stage of in

direct taxationu. 

The reason for the growth and development of indir

ect taxation before direct taxation was that the indirect 

taxes were paid for centuries, by the people, before tbey 

were aware they were being taxed, in fact many people in 

the United States do not yet know; for example in our 

discussion of the tariff', "the foreigner pays the tax". 

The historical growth of taxation is well illustrat

ed by etymoloey. If we look at the various terms applied 

to what we to-day call a tax, we shall find every sh

ade of the development reflected not only in the words 

used in former centuries, but in those still employed 

to-day. Seligman is the authority for the statenent that 

there are no less than seven different stages in this 

etymological growth. The original idea was that of' gift. 

'rhe individual made a present to the government. We see 
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this in the mediaeval Latin ter "donum 11 and in the 

English benevolence, which was used far into the mid

dle ages. The. second stage was reached when the gov

ernment humbly implored or prayed the people for sup

port. This is the meaning of the Latin percarium, used 

for many centuries on the continent, as well as of the 

German "Bede", from 11 beten", to pay. The "Landbede 11 

was the term applied to the land tax in the German · 

states until quite recently. With the third stage 

we come to the idea of assistance to the state. The 

individual felt that if not reaking a gift, he was at 

least doing the government a favor. This idea is shown 

in the Latin "adjutorium", the English "aid" and the 

French "aide", which was at one time used for all kinds 

of taxes. The same idea is discernable in the English 

subsidy and contribution. It has survived in the Ger

man tern for a tax, Steur (steuern, to help), and in 

the Scandinavian Hjelp. In France contribution is even 

to-day commonly used as synonymous with tax. The fourth 

stage of development brings out the idea of sacrifice by 

the ' individual in the interest of the state. He now sur

enders something for the public good. This is seen in 

the old French ·"gabelle", in the modern German "ab

gabe", and in the familiar Italian "dazio". In each 

case the citizen gives or sacrifices · something. With 

the fifth stage the feeling of obligation develops in 
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the tax payer. 'rhe English duty was not originally 

restricted to its present narrow me aning in the United 

Stated. Here it is usually applied to import taxes and 

some time s to the internal revenue taxes. But even to

day in England the term includes some of the important 

so called direct taxes, like the inhe~itance tax and the 

income tax. It is not until the sixth stage is reached 

that we meet the idea of compulsion _on the part of' the 

state. 

We see this in our "impost", or "imposition", as 

well as in the French "impot" and the ltalian "imposta". 

Although we limit the term to a certain kind of tax, 

the French use it as the generic epithet par excellence. 

The same idea is seen in the German "Auflage" (something 

"clapped on"), frequently used at present for certain 

indirect charges on commodities. 

With the seventh and final stage we reach the idea 

of an assessment, fixed or estimated by the government 

without ref'erence to the volition of the taxpayer. We 

see this in the medieval "English "scot" (to be "at scot" 

and lot"), which is not used in the early part of' the cen

tury. Above all, it iB recognized in our tax (taxare, to 

fix, to estimate), the French "taxe ", the Italian "tassa" 

and t he English 11 rate". It is worthy of' note that in 

the middle ages utax" always meant a dire.ct tax, for wh

ich a regular assessment list or schedule was made. 
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As civilization advances, public expenditures grow 

and with the introduction of the direct tax, the rais- 

ing of government revenues becomes far easier. From 

earliest down the government 's expenditures for the 

development of commerce, trj~~portat~J2' education, com

munication , internal impro~ents, sa7vation and ~he - care 

of the infirm require an adequate revenue and as Selig

man says, "These new functions mean fresh expenditures; 

and these expenditures mean increased taxes. 'rhus the 

characteristic mark of the modern age is taxation as ag

ainst the more or less self sufficing public economy of 

former times". 

As Robertus has pointed out, the first property tax

es are entirely in harmony with the facts of early in~ 

.dustrial life. It is matter of common knowledge that 

the early period of every civilization is marked by two 

chief facts, the almost exclusiv~preponderance of agri

culture and the existence of slavery. This leads to a 

fundamental distinction between ancient and modern econ

omic theories. In modern civilization we have not only 

a quantitive division of wealth, but also a qualitative 

difference. That is, not only are there rich and poor, 

but there a~e land owners, capitalists, employers and 

laborers. In early civilization there was a quantitative 

but no qualitative distinction in wealth. 
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All property consisted simply of land and the land

owner's household, including slaves and beasts of burden. 

There was no important capital apart from landed proper

ty, and hence therqwere no distinct shares in distribu

tion. Wherever we find only agriculture and slavery, 

there we have the inseparable mass of collective prop

erty, not yet gplit up into its constituent parts. The 

importance of this lies here: ~ince we have only this 

general collective property., and since this property 

consists practically of land and the means to till the 

land, the direct property tax must take the shape either 

of the land tax or of the tax on the cattle and slaves or 

implemen~s used in agriculture . These are practically 

tantamount to each ot her. For the produce of given piec

es of land will vary about in proportion to the value of 

the land, when all related factors are taken into consid

eration, together with the amount of slaves and other th- uv~ 

ings necessary to till it. Everywhere at first, therefore, 

the direct property tax is found to be either the land tax 

or the tax on agricultural capital. It is the only prac

ticable and the only just form of taxation at this early 

period. 

During this period the tax is not so much on the la

nd as upon the "produce" of the land, therefore as Selig

man says, "Whether we have the primitive village commun
.. 
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ity or only the system ,of common cultivation, the earl

iest primitive private property consists of the produce 

of the soil, hence the tax during this period is not so 

much on 11 land" as on the "produce" of the land . In the 

early middle ages when land had become private property 

it had no selling value, was not bought nor sold, but had 

its rent value, which was the value. I find when the Am

erican colonies were founded, private property in land was 

well established and the land taxes there very soon be

came property taxes, although we not infrequently find 

examples of the taxation of gross produce rather than 

property. With the_ progress and development of the col

onies the tax on gross produce is supplanted by the prop

erty tax on the market value of the land. 
/ 

A change comes in the form of economic life-- a ch

ange thatin its very nature produces an effect on the 

conscience of tbe public and its ideas of justice . With 

the growth of modern economic conditions personal prop

erty makes its appearance, and as Seligman says, "If the 

general property tax is still to continue a fair evidence 

of individual ability to pay, personal property must be 

taken into the assessment lists" . At first this person

al property will consist of material not easily conceal

ed and constituting a very fair index to the progress and 

general prosperity of the age and of the individual, dis
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tinctively marking the transitional period from the prim

itive ancient and middle ages to the modern industrial 

and economic conditions. 

A distinguishing characteristic of the early modern 
' I 

from the industrial period preceding the colonization of 

America the movables or personals exceed the real or im

movable . With this age begins the contest between the 

· moneyed and landed interes~s, between rent and profit. 

As George Clapperton says, "Where aristocratic conditions 

prevail less strongly, than ' in Europe, as in lm.erica up 

to the pre sent time, labor fares better but the contest 

between the country and city, between large interests 

and small, assumes the more acute form". 

The history of modern taxation, in Europe and Am

erica is largely a contest of these class antagonisms. 

CHANGES IN 'l'HE BASIS OF 'rAXAT ION . 

With this new industrial development, individual ab

ility undergoes a change--the productive powers of the 

various classes of society differ. Many forms of earn

ings are now derived from .industry rather than from _prop-


erty, or the idea of net earnings comes in as formerly 

the idea of gross produce prevailed, or put in another 

form the idea of allowing for . expense of production was 

introduced. To further illustrate, two pieces of land 

produce $500 each, but the expense on the first is $100 



lll .. 

and on the seccnd is $250, the second would not be able 

to pay the s ame tax as the first. This idea of taxation 

on the net instead of the gross income marks a forward 

step in .taxation. This stage of taxation appeared at the 

close of the eighteenth century and the first of the nine

teenth. As Francia Walker said, "Relatively good as this 
!t) 

system was, it was s4n seen not to be entirely satisfac-
J 

tory. It failed to respond to modern economic conditions. 

It looked at the produce of the source of industry, rath

er than at the recipient of the earnings; it was tax on th- 2.• 

ings rather than on persons; it abstracted from the person

al situation of the taxpayer; it made no allowance for in

debtedness . Just as the tax on gross produce was defect

ive because it paid no attention to expenses of cultiva

tlon, so the tax on net produce, while in itself an im

provement, was nevertheless faulty because it paid no at

tention to what may be called personal expenses of culti, . 

vation, i,e. the interest on indebtedness. Thus it is th ~ t 

at in recent decades the tendency has arisen to substitute 

personal taxes for the older real taxes, and to assess 

the individual rather than the thing; or, putting it in 

simpler language, to put revenue or income in place of 

proceeds or earnings as the test of taxation. 

As Roswell Powell says, "The modern point of view is, 

it is the duty of the citizen to support the government 
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~?eroding to this capaci ty to nupport himself" . Sel

igman says, "Income or revenue may not , indeed be an 

ideal test,for there is no absolute test which can ex

actly guage all the varyine personal circumstances of each 

individual,but it is the best workable test that govern

ments can secure, and it is in harmony with the test im

posed on the individual by the force of social opinion 

i.n regard to this duty to his own family. l!'or this reason 

modern statesmen are changing their revinue systems, so 

that the taxes shall correspond, as nearly as possible, to 

the revenues of the citizens. This is the last step in the 

evolutionrr. 

Followine this development of the idea of "revenue" 

or "income'' as the test of taxation in the American colon

i-es, yet the social conditions of the three colonial ·sec

tions make a wide difference in the systems of taxation. 

In n ew England where every one. owned some land and where 

the distribution of property wasfarily equal, there is 

t he poll tax, the tax on gross produce of the land,ei'ther 

actual or comput·ed, according to quani:(i ty or quality of 

the land. These grew into a gene r a l property tax--there 

was also a tax on those who worked, kno\vn as the artisan 

tax. The Southern colonies, instead of the small property · 

owner and owning all land as in new England, there was the 

great land owner, and comparatively few real property hol
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ders. The holders of land oh jected seriously and effec

tively -to the "land tax" and with the development of 

slavery,equally as effectively to the poll tax. There

fore we find a system of indirect taxes, which fell he-avily 

on the poor people and enabled the wealthy to escape . their 

,just tax. 

Again in the middle colonies we find neither the 

New England nor the Southern system in vogue, but tpe trad

ing classes dominate, hence we find no poll and pro~rty 

tax as in New England nor the import as in the Southern, 

but the trade or excise system from the Netherlands . We 

find therefore that each section had a fiscal system more 

or less in harmony with its local economic conditions. It 

is not until late in the eighteenth centurJ when the eco

nomic and fiscal conditions began to approach each other, 

that we find the npro~ rty" tax becoming g_eneral, based 

not on produce, · but on the market value of property.This 

same difference in economic conditions marks the distinc

tion between the fiscal systems of the North,South and 

West at the present time. 

ThUs until rec~ntly and even now to a more or less 

degree, the license system prevails in the south, in the 

North the taxation of the moneyed interests, and in the 

west, with certain exceptions, the general property tax. 

As .1Prancis Walke :f~~~' 11 J3ut _with the general unification of 

economic conditions, which is slowly taking place through
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out the entire count~r,we may expect that the systems of 

taxation will become more nearly uniform, until the results 

of modern industrial and democratic development will finally 

appear here as they are appearing ' in other parts of the world. 

Seld:gman says, "From the above survey one fact stands 

out prominently. Amid the clashing of divergent interests, 

and the endeavor of each social class to roll off the bur

den of taxation on some other class, we discern the slow 

and laborious growth of standards of justice in taxation, 

and the attempt on the part of the co~munity as a whole 

to realize this justice." The history of finance, in other 

words, shows the evolution of the principle of faculty or 

ability in taxation --the principle that·each individual 

should be held to help the state in proportion to his abili

ty to help himself. In the earliest indirect payoents there 

was no idea of equity, but only force. But with the advance 

of civilization and social ethics, we reach the first stage 

of equality in the poll tax. Step by step the revenue sys

tern advanced t 'o successfully h:igher planes. Expenditure, 

property,product--each of these in turn was considered 

the test of individual capacity and obligation toward the 

state; until finally in modern times revenue or income 

has come to be regarded as the most equitable and the most 

practicable measure of individual and social faculty. To 

arrange a system of taxation which shall, on the vnole, 

correspond as closely as possible to the net revenues of 

individuals and social classes, and which shall take into 
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account the variations in tax--paying ability, has thus 

become the demand of modern civilization. But unless this 

system is in harmony with the external and internal con

ditions of modern economic life, it is foredoomed to fail

ure. If the history of taxation teaches any one lesson,it 

is that all social and. moral advance is the result of a 

slow process and. that while fiscal systems are continually 

modified by the working out of ethical id.e~ls, these ideals 

themselve's depend fo r the·ir realization upon the economic 

forces which are continually transforming the face of human 

societ;~t . 

THE GENERAL PROPERTY TAX. 

The general property tax is mistakenly thousht to be 

genuinely American. The proport ional t axation of all prop

erty is thoroughly ingrained in the minds of the Arm ric an 

people, yet few questions have given rise to more angry dis

cussions, dissatisfaction and protest than this principle of 

taxation,in the last few years.Why t :his discontent? 

The question will be discussed. under three heads: 

The nTHEORY", "HISTORY", and. 11 PRACTICAL DEJl'ECTS ." 

Does property as property, owe any special duty to 

the state for which it should. pay taxes? There are two schools 

or prevailing opinions. 

The first is that the state deals directly with per

sons and. not with property; ·the individual from his exist

ance in the state,is under certain definite obligations 

to the stat~,that of protecting and supporting the state. 
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Every civilized state taxes the individual ·according to 

his ability to pay, which may be measured by property or 

some other standard. Yet it is the individual, in the last 

analysis who owes this duty to the state. Is property the 

ture test of ability? Which were the greatest factors in the 

protection of ~he state,Loncoln and Grant or Vanderbilt and 

Gould? In primitive communities it probably is true--T. R. 

Roosevelt has said,HEvery freeman is a proprietor and all 

are supported by the produce of the soil.l! This is true. 
•"Comparative equality of wealth gives comparative equality 

of opportunity 11 and in the early development of society 

property may be a rough test of ability. 

Granting this to be true,changes early set in, as the 

people take up 11 division of labor11 
, certain classes develop, 

who will support themselves not by their property but by 

their earnings or labor. 

vThy should a distinction be made between the man who 

recej_ves the s arne income whether it be from ·salaTiJ, interest 

or as profits from property? Does not productiveness become 

a controlling factor in dete r mining the ability to pay a tax; 

what difference does it matter whether t his be a salary,in

come from loans, factories, farms,mines,land held for specu

lation, timber or what not? For example two factories,the 

same investment in each,--one may be earning a good profit, 

the other through some uncontrollable circumstance as the 
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r'Act" of God, is not earning a cent; again two peices of 

land,one by its accidental location is increasing rapidly 

in value and the other is not earning the one hundredth 

part. Is it true that each individuals relation to the 

state has changed with the change in the property? If s o 

the test of ability has been shifted from property to pro

duct.As Seligman says, 11 The truth of t his principle is recog

nized in the legislation of all states removed one step from 

the premitive tax system, in the medieval towns where the 

earnings of artisans and tradesmen were taxable. 11 Again we 

find the same principle in the attempt made by European 

medieval states to tax the proceeds or rent of lands, the 

salaries of officials and the product of individual efforts . 

We again find the same thing in the American colonies,for 

the law of !~Ias sachusetts Bay in 1634 asses.sed each man Accord

ing to his estate and with consideration of all his abilities 

v'7hatsoever", this measure of "ability" is not pro:te rty for 

the law of 1635,"all men shall be rated for their whole abi

lities wheresoever it lies. n In the law of 1646 we see traces 

of new ideas as the law provides for the rating of all 

"estates11 ,both real and personalTT and of "manuel persons and 

artists who are to he rated for returns and gains proportion

al unto other man for the produce of their estates".Hance 

we see product as well as property was taken into account. 

Also by the "faculty" tax, the profits of certain classes 
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were taxable the same as the ''produce" of estates. Hence 

the assertion that "The equal taxation of property , the non

taxation of labor" is a mistaken one.Therefore we find the 

attempt in the colonies to substitute product for property 

as the basis of taxation was abandoned. 

In Europe,however, the product became the basis of 

taxation instead of property and the tax on land,houses, 

wages,interest ·and profits became the basis instead of prop

erty.Pres. Walker insists that 11 the fatal defect of pro perty 

tax consists in its constituting a penalty of savings." 

Seligman answers him by stating 11 the same objection vvould 

attach to any tax based on income just so far as income ex

ceeds expenditures:- an income tax on the surplus is equally 

a t ax on savings". There is no difference in this respect 

betv1een a property tax and t his portion of an income tax." 

"The only logical conclusion from ob,jection to the property 

tax is a tax on expense. If we wish to avoid taxing savings, 

we must tax only expenditures". Pres. Walker correctly opposes 

the expense tax as the most unjust tax of all. 11 The property 

tax is unjust, not because it i s a penalty on savings, but 

because property is no longer a measure of' ability. " I do 

not find a single economist of note favo r able to the prop

erty tax as t he chief direct tax. I find some German writers 

advocating t he propert~ tax as supplemental to the direct 

tax, mainly as an ad .junct to the inconte t ax, so that incomes 

from property may be taxed hi gher than professional or in
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industrial earnings. This could be secured by making a 

difference in the rate of the income tax, similar to the 

Italian 1 aw. 

The chief argument for the property tax is that prop

erty represents the true ability of the man and also that 

under the income or produce tax investment in certain lands, 

timber, mineral lands and certain properties of luxury or 

speculation do not produce an income and hence woulc'i escape 

taxation. Yet the increment on the investment is an income 

and hence could be taxed:- investments in luxuries coul.d be 

reached under a similar assessment. 

PRACTICAirDEl!'ECTS 0.1!1 THE GENERAL PROPERTY TAX. 

According to the International Tax Commission, the de

fects of the general property tax are usually treated under 

five heads: 

1 • . LACK OJ U:UIFORMITY. 

2. LACK OF UNIVERSALITY. 

3. AN HTCENT·JVE TO J) J£ HONESTY. 

4. IT IS REGRESSIOlJ . 

5. DOUBLE TP~TION. 

Unequal assessment is notorious, although nearly eve~J 

state law pro;y:i des for assessment at '1fair cash value 11 yet 

a stild.., of the of the s·tates,'.r assessments various counties, 

etc., shows the failure or absolute willful violation of the 

law.A little study will show that the appraisement is anything 
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but uniform, for example, gold coin is appraised at from 40 

cents to 100 cents per dollar, corporations are variously 

assessed in adjoining counties. 

I believe the following township is typical of con

ditions in rJ:aine, as well as in other states, and it has l1een 

selected as such; The township has a population of 3257, and 

about three fourths of them live in the country village.'rhe 

property asse~sment averages about 70% cash value, and the 

rate of tax is 2.8%. The people are divided into four rep

resentative classes and I believe are thus typical:--farmers, 

mill and facto!'IJ people, tradesmen, and professional includ

ing a college faculty. 

A typical farmer of the poorer class is assessed as 

follows: 49 acres of land~ with buildings - -~p '"'900 
Personal property - - - - - - - - - - - - - - 140 

To tal :pro}:e rty- - - - - - $ 1040 

.Property 'l'ax - 29.12 

.Poll Tax - - - 3.00 
Total tax - - -$ 32.12 

By the most careful estimate by .Prof.tiobert J.Sprague 

this farmer's income was not to exceed $400 . Allo\nng $75 

for house rent his total income does not exceed ~~475. Counting 

his prorerty worth $2000 and money 5%, his interest is $100 

thus leaving a net income of $375 on the plant from which he 

secures a living. His tax of $32.12 on a net income of $375 

is 8-~-%. 
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Exhibit 2. 

Take the typical farm of a high grade:
47t acres, with buildings, assessed at - - - - - - - -$2730 
Property Tax - - - - - - - - - - - - - - - - - 380 

Total assessment - - - - - - $ 3110 

Property Tax - - - - - - - - - - - - $ 87.08 
Poll Tax - - - - - - - - - - - - - - - - - - 3.00 

Total Tax_- - - - - - - - ~$90 . 08 

Prof.Sprague spent several hours and the farmer several 

days .and both agreed on the following statement: 

Total income, after providing for repairs to farm and 

buildings including rental value of his property (buildings) 
- - - - - - - $1100 

Interest on market value of plant - - - - - - 300 
$ 800 

Net income including rent - 

Thus his tax of $ 90.08 is lli% on his net income . 

Quoting from Prof . Sprague,"examining the contributions 

maue by the wage earning class of citizens in one of the larg

est manufacturing plants of the township, the following wage 

scale, not including the superintendents,-- the list includes 

only those men who work the year round for the corporation, 

and who have no other income, to speak of. 

The incomes are as follows: 

7 men at $1040 per year - - - - - - - - - - - -$7280.00 
3 men at 382 per year - - - - - - - - - - 2496.00 
2 men at 780 per year- - ' -- - 1560.00 
3 men at 728 per year - - - - - - 2184.00 
8 men at 624 per year - - - - - - - - 4992.00 
8 men at 557.54 per year - - - - - - - - 4459.52 
19 men at 514.80 per year - - - - - - - - 9781.20 
5 men at 507 per year - - - - - - - - 2535.00 

Total income - - - - -$ 35,287.72 
House rent - - - - 5,500.00 
Ne t income - - - - - -$29, 787.72 

These men pay taxes as follows: 

http:5,500.00
http:35,287.72
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32 men, poll taxes at $3.00 - - - - - - - - - - - - -$96.00 
All others pay an aggregate of - - - - - - - - -----~3=1~6_.~7=0-

Total tax - ~ - - - - - - -$412.70 

or very approximately 1.4~ on their net income. 

A study of the professional men: 
First the college men :-

During the year 1906--1907 the college paid to its 
regular faculty $86,075 . Out of this group eleven men pay 
an aggregate tax of - - - - - - - - - - - - - $618 .90 
10 
30 

men 
men 

pay 
pay 

-
-

- - - - - - - - -
- - -
Total 

- -
tax 

-
- -

-

-

-
-
-

-
-
-

-
-
-

-
-
-

-

-

- 58.00 
90.00 

-$766.90 

Gross income - - -$86,075 
Rent - - -
Net income 

-
-

-
-

-
-

-
-

-
-

-
-

-
-

- 5,100
$ 80,975 or a tax of .94% on net 

income. 

Three doctors in the township gave their net income 

at $5,000 each and paid a tax of $79 .98, or 1.6%. 

The one druggist has a net income of ~~2500 and is taxed 

on $1000 $28.00, or 1.125% on his net income. 

The grocers pay an average of li~ on net income. 

As the several classes have been examined they pay as follows: 
Farmers with poor farms - - - - - - - - -8% on net income 
Farmers with good farms - - - - - - - - - - 11% on net income 
Wage-earners-average- - - - - - - - - - - - lt% on net income 
College professors - - - - - - - - - - - - -.94%on net income 
Doctors - - - - - - - - - - - - - - - - ---1.6% on net income 
Druggist - - - - - - - - - - - - - - - -- -1.125% on net income 
Grocers - - - - - - - - - - - - - - - - -- 1.25% on n et income. 

Taking up corporations. Corporations own 14,261 square 

miles of timbered and wild lands, or 9,129,119 adres valued, 

that is assessed $36,423,301 , and paid in 1906 $91 ,058 .25 or 

less than .3%. 

The assessed valuation of this timber land is a little 
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1 ess than one tenth of its value and i-ts rapidly increasing 

in value, thus thi§ class pays about 3/100 of the rate paid 

by the farmers. 

Quoting from Prof.Sprague, there are 6700 corporations, 

not including public service. corporations, banks and insurance 

companies, with a capitalization of $ 3,000,000,000 from 

which the state collects a tax of $144,650 or an average of 

1/200%. On public service corporations,banks,building asso

ciations and insurance companies the state collects 1/ 10 

of 1% on gross receipts. 

A study of the reports o~ investigating commissions, 

appointed in the different states, shows the injustice of 

unequal taxation, the lack of common honesty and integrity 

among all clas s es, especially among the well to do and t~e 

rich. But any doubt which one may have, will be quickly dis

pelled by a study of the returns and reports. In the Census 

Bureau Report," Wealth and Taxation", page 41, the value of 

all real estate, of what is called Continental United States , 

is given at $ 62,341,472,672, while the assessed value of the 

same property i$ $30,089,818,672, that is only 48.26% of its 

real value. The true value of personal property i§ given at 

$ 44,762,719,783 and it is assessed at $8 ,873,562,448, or 

1 9 . 86% . Corporations are taxed from less than 2% to about 

51%. 

The follow i. ng table has been taken from "Wealth and 

Taxation" page 3 71, tabl e # 20, and gives the averages of assess
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ments from the states and counties:~~ 

8 states where the assessment "is from 30 to 40% .of true 
value 

Counties in same states range from 17 to 90% of -true 
value. 

15 states average from 41 to 5~ of true value. 
Counties in same states -fro m26 to 87% of true value. 
7 states average from 52 t o 60% of true value. 
Counties in same states 20 to 8~b of true value. 
5 states average from 62 to 69)~ of true value. 
7 states average from 75 to 9o% of true value. 
Counties in same from 22 to 92% of true value. 

Corporations 
( 

run from 2/100'% of true value to 5I·fo . 

In Oreg on we find some peculiar contrasts: . 

All assessors swore to the f-act t hat they assessed at full c~sh 

value, but let "facts be submitted to a candid worldn-

County Cash Accounts & :N otes Tel & rreleRraph 
Clatsop $000,000 $800 341 miles -Value~p3447 

11 IIColumbia 36,969 226,596 187 46965 
n IIWasco 180,005 62,260 168 45450 
tl TlLinn 123,395 573,665 300 161620 
n 11Bak er 35,735 81,345 473 90850 

Eight counties in Oregon have no cash. r.lfari on and Multnomah 
have neither notes nor accounts. 

Consulting the report of the State Asse ssors of New York 

find in adjoining counties, where conditions are practical.ly 

identical, a difference in appraisement of $24,000 per mil~ 
,. 

of railroad bed, where cost of equipment,expense of construe

tion and maintenance, etc., were identical. In t he Bienniel 

Report of the Auditor of Public Accounts for nebraska the 

range is from 18 to 100~ . Illinois 5 to 10a%,0regon 4 to 

lOO%.rt needs no argument to show that this is a glaring 

infraction of equality and justice in assessment and tax

ation. Another striking illustration, (G. :B; . Snider in tax

• 

http:practical.ly


ation of R.R . in Wisconsin), is in i:viilwaukee County, Wis

consin, 'l'he Milwaukee--Iilfi ssissippi R.R., taking a section 

of the road seven miles long and running through nine sec 

tions of lana and received nondifferent appraisements.Quot

ing from the same source again the same road was assessed 

$5000 for its holdings in t he City of Milwaukee and paid a 

tax of $85 .05 or 4 mills on the dollar on the cost of its 

depot. Mr .J. Mott Hallowell says in the report of the ::.lass

achusetts idanufacturers Association's Committee on Taxation, 

nThe first constitutional injunction--that of unifornity of 

taxation-- is flagrantly violated"."There is no pretense in 

complying with the law . " 

It was thought that the states could escape these 

evils by creating "State Boards of Equalization":- 33 

states have made the experiment and failed. The membership 

of the boards is such as to render any extensive comparison 

or close scrutiny of the returns practically impossible.Even 

were the boards constituted under ideal conditions the 

local ,jealousies, political maneuverings and desi-re to 

protect would or has prevented any just distribution of 

the burdens. The officials themselves, from every one of 

the 33 states, have openly confessed t hat such distribution 

can not be secured under present systems. (Annual report of 

the Assessors of :N ew York)-- ( l\e-port of the Cal ifornia State 
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Board of Equalization). "A people cannot prosper \IDose 

officers either work or tell lies.There is not an assess

ment r611 made out in this state that does not both te11 

and work lies." (M.I.Townesand i n State Assessors Report 

for Uew York ) . 

2. Lack of Universality, or failure to reach personal 

property . 

This defect is the most flagrant-- it is so patent 

that it has become a 11 hiss and by wordn through-out the 

nation. ;·~rr. Carl C.Plehn of the _National Tax Association 

sa:y:-s , nThe taxation of p·ersonal property is in inverse ratio 

to its quantity; the ·more it increases the less it 1)ays." 

An interesting condition is given in the tenth census:-

The ass essed value of real estate, in the United States, 

increased in value from 1860 to 1880~ from 6,973 millions 

to 13,036 millions, while foT t he same time personal prop

erty decreased f rom 5,111 millions to 3,866 millions.Again 

in California personal property in 1872 was assessed at 220 

millions and in 1880 at 174 millions, and in 1887 at 164 

millions. During the same time real estate increased from 

417 millions to 791 millions:--these figures can be re

produced in eve~J s tate i n the union. 

State or City Year PerEonal Real 
New York (state) 1871 ~~452' 607' 000 ~~1' 599' 930' 000 

II 1893 411,413,000 3,626,645,000 
Washington,D.C. 1878 17,000 ,000 83, 000,000 

11 1894 11,000,000 160,000, 000 
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State 01· City ·Year Personal Real 
Cincinnati 1886 67,218,101 66,454,602 

II 1892 44,735,670 144,208,810 

These striking figures can ~e reproduced in every 

state and city in the land and become rediculous when it 

is known that the value of personal property exceeds that 

of real property, as understood by the taxing power .( Audi tor, 

Washington,D.C.) 

3. Incentive to Dishonesty :

One of the worst, if not the worst, features of the 

general property tax, is that an attempt to enforce the tax

ation of personal property results in evasion,deception, 

.and out and out perjury. Th8re are two general reasons for 

this:- First, Whole classes of goods or rather personal 

property are exempt from state taxation; as, imported mer

chandise in original packages",United States notes,bonds, 

checks and certificates; goods .and property in transit, 

goods produced in one state and sent to another to be sold 

on commission and deposits in savings banks. 

It is a standing joke to convert property into these 

classes of goods, temporarily. "Not only does the ~w hold 

out inducements to practice these frauds, but it sustains 

individuals in the commissionn.secondly: It is found in prac

tice, wherever tried, that an attempt to enforce the personal 

property tax by requiring the tax payer to fill out blanks 

under oath, that perjury is the result. I quote from the 
.. 

following State Tax Commission£:--The t~x commission of 
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New Hampshire declares that,"the mere failure to enforce 

the tax is of no importance in its self considered, in com

parison with the mischief wrought in the corrupting and .de

morali;Zing influences of such le.gi ·slation." The commission 

from Illinois asserts that the system is,rrdebauching to 

the conscience and ~~~~r~3~of the public morals--a 

school of perjury, promoted by lawn.The Connecticut commiss

ion maintains that the resulting 11 demoralization of the 

public conscience is an evd:l of the greatest magnitude." 

A recent New York report states that "it puts a premium on 

perjury and a penalty on integrity.n The Ohio Oommission 

tells us that "it results in debauching the moral sense and 

is a school of per jury, imposing un,just burdens on the man 

who is scrupulously honest." The Cleveland Commission says 

that "the existing system is productive of the gravest in

justice;under its sanction grievous wrongs are inflicted 

upon those least able to bear them; these laws are made and 

. cover and excuse for the grossest oppression and in,justic~; 

above all and beyond all, they produce in the community a 

~widespread demoralization; they induce IB rjury; they invite 

concealment. The present system is a school of evasion and 

dishonesty. The attempt to enforce these laws is utterly 

idle. 11 The West Virginia Commission tells us tm t 11 the pay

ment of the tax on personal property is almost as voluntary 

and is considered. pretty much in the same light as donations 
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to the neighborhood church or Sun(lay School". Quoting from 

Seligman,nalmost every annual report of the state comptrollers 

and assessors complain bitterly that the assessment of 

personal property is nothing but an incentive to perjury." 

4. Regressivity. 

Taxes are progressive when their increase is more 

than proportional to the increase of the property or income 

tax,i.e. when the rate itself increases with the increase 

as the property of income decreases. The general property 

tax in its practical e~fects isoften regressive, since the 

tax on personal property is levied on those who airead~r 

stand on the asse s sors book for real property.Those who 

own real pro:r:e rty usually pay no tax at all and those who 

pay on real property pay all the taxes. The weight of tax

ation rea1ly rests on the farmer, becaus e in the country 

the assessor adds the personal,because it is visible and 

tangible, and hence the farmer pays both.One of the chief 

complaints and justly so, from the farm er, is the over 

burdening of the. farmer with the general property tax. 

The farmer has not only his share of the tax, but also that . 

of all other clas ses. From the official records we learn 

that "the class of property that escapes taxation mo s t is 

the cla ss that pay s the largest dividends. I t is notorious 

that the small owner of prop erty is assessed at a much 

higher rate and pays far more than his just proportion of 

the tax. Or as the State Auditor of Iowa says,"In every 
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portion of the state we find the most unproductive property, 

and that of the lowest real value, assessed at the highest 

ratio. The rule holds good tnat those who have to battle 

hardest with life for subsistance, are compelled to pay the 

most onerous taxes on the real value of their property. 

Hence the cry from the small property O\vner for relief and 

justice, but Walpole very aptly described the situation 

when he said, 11 it is safer to tax real than persona 1 prop

erty, because the landed gentlemen are like the flocks upon 

the plains, who suffer themselves to be shorn without re

sistance; whereas the trading part of the nation resembles 

the ben r, who will not suffer a bristle to be plucked from 

his back without making the whole community echo with his 

complaints 11 
• 

5. Double Taxation. 

Double taxation is unjust and false in principle. 

Shall there be an exe~ption for debt, in part or in full? 

If all indebtedness is deducted, it is found in practice 

that the majority create a false debt, this is true es

pecially of much property which is now escaping its just 

proportion of the tax.On the other hand by not allowing a 

deduction for indebtedness the creditor pays on what he has 

and the debtor pays on what he has not. To exempt mortgages 

is an unjust discrimination against one class of pro]X} rty 

for another, but is not the debtor entitled to some relief 

even if the dishonest dreditor will take undue advantage of 
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the opportunity? If all the defects of the general property 

tax are summed up, it will not be an exaggeration to say 

the system is a dismal failure. No language can be fo~nd 

stronger than that found in official reports. I give the 

f ollowing extracts from the New York reports. 

A more unequal,unjust and partial system could not 

well be devised. The defects of our system are too glaring 

and operat~ too oppressively to be longer tolerated. The 

burdens are so heavy and the inequalities so gross, as al

most to paralyze and dishearten the people. The 'hope of ob

taining satisfactory results from the present broken,shattered 

laws is vain. 

With such criticism little more remains to be said. 

In comparison with this, the view of the European scientists 

is moderate, that "a uruder instrumentality of taxation has 

rarely been devised." As sone one has said,nnotwithstanding 

all this criticism, our methods limp along almost unchanged. 11 

One of our commissions has declared that, ~~~rom every 

point of view good government, justice, and honesty demands 

the absolute divorce of the state from local taxation.H 

THE CORPORATION TAX. 

· In all times and countries it has proven a matter 

of great difficulty to secure a just assessment of intang

ible personal property; and what has, in times past, proven 

a very difficult problem, has become doubly so at present 

through the growth of the modern corporation and modern 
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business. In the modern industrial age, by far the greater 

part of personal property is intang-ible and for the most 

part consists of the securities of stocks of corporations. 

This being the con~ition of things, the first move

ment should be to devise a way whereby this class of prop

erty shall bear its just share of taxation.nWhom shall we 

tax and how shall we tax them that justice may obtain"? 

In the United States 11 We have a chaos of practices and a 

complete absence of principle'1 In Europe, excepting England,• 

conditions are probably but little better, if any.Notwith

standing this chaotic condition, and a wide spread agita

tion, but little concerted action has been made. The National 

~l'ax Association and the economic departments in some of our 

universities are gathering statistics and formulating poli

cies looking toward uniform and concerted action. 

Mr.Seligman says of these efforts in dealing with the 

question of taxation we must recognize that systems of tax

ation are not made to order, @at must be an outgrowth of 

the economic history and growth of the people. -Changes are 

the natural of new forms of property. One of the best feat

ures a system of taxation can have is that it may be easily 

changed to meet new conditions. 

The ~ederal constitution prohibits discrimination 

between subjec.ts of the same class, and between residents 

and new residents: the national laws prohibit interference 

http:subjec.ts
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with interstate commerce. Thus the national constitution 

and laws afford protection to the citizen. As Mr. Wawson 

Purdy says,"Further restraints upon the power of the legis

lature are efforts to impose the will of a living genera

tion upon all those that are to come. 11 

During the first twenty-five years of the nineteenth 

century banks and insurance companies were the chief corpor

ations. Besides these were the toll roads, bridges and a 

few canals. From 1820 to 1840 the question of transporation 

by canals and railroads became the predominant corporations. 

However these were naturally followed by corporations ident i

fied with and dependent upon transportation for development. 

As no laws for the specifid taxation of corporations were 

extant, they were held under the general property tax. 

The first corporation tax law was enacted by New York 

in 1823, these taxes were paid to the stat e by the counties 

collecting and repaid by the state to the counties in which 

stock was held. In 1825 and again in 1828 this law was amen

ded so as to more closely conform to the general property 

tax law. The tax was applicable to "all monied and stock 

corporations deriving an income or profit from their capital 

or otherwise." 

The real estate of these corporations was taxed se

parately: in addition, the roads paid the general property 

tax on their ca pital stock,paid in or secured to be paid 

i n , excepting the amounts deducted for real estate,stock 

belonging to the state, li t erary and charitable institutions 
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companies, 

Uianufacturing and turnpike ... bridge companies paid on the 

cash value of the capital stock; turnpike,bridge and canal 

companies, whose "net income" did not exceed 5% of the capi

tal stock npaid in" were exempt . Manufacturing and marine 

insurance companies whose !!net income" did not exceed 5% 

of "paid in stock 11 might commute by paying an income tax to 

the local officials. 

This remained the corporation tax law of Uew' York 

except for banks and foreign insurance compan~s until 1853. 

In 1853 the total exBmption of non-profit-paying cor

porations was abolishec1 and all companies were taxed on their 

real estate capital stock, surplus profits and reserved funds 

in excess of la% of the capital, with deductions as stated 

in the law of 1828. There was this provision in the law 11 All 

corporations,however, whose profits do not equal 5% on the 

capital stoc}r may commute by paying 5% on their "net annual 

profits or clear income. 11 So few companies availed them

selves of this opportunity of commuting that the privilege 

was repealed in 1857. The law was further amended in 1857 

so that capital of one company invested in another was de

ducted thus avoiding double taxation.The Jaw of 1857 remain

ed in force until 1899. 

11 The lTew York system was a taxation of the real and 

personal property of co rporations by the local assessors, 

and that the personal property was virtually defined as the 
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capital stock not invested in real estate.n 

In other states, where corporations were taxed, they 

were included in the general property tax. 

The Connecticut law of 1826 provided that the property . 

of a corporation be taxed where its principal business was 

transacted. 

In !.1a Esachusetts the law of 1832 provided that only 

machinery and real estate of corporations should be taxed. 

Wisconsin in 1849 and again in 1853 and 1857 adopted 

the New York law. 

In the other states where corporations were taxed, 

the shlres in the hands of individuals were exempt,excepting 

Pennsylvania . 

In the following states, Alabama, Colorado,Florida , 

Iowa, Mississippi, Nevada, Ohio and South Carolina the con

stitution provides," The pro.re rty of all corporations for 

pecuniary profit shall be subject to taxation the same as 

that of an individual. n 

Practical defects of such a system are stated: Inequal

ity of assessment, fai lure to reach personal property, an 

incentive to dishonesty, a double taxation, or as Geo. 

Capperton says, nAs · a system, open to aibmost ever.J conceiv

able objection." 

The more progressive states are giving up the system 

of assessment of corporations by local officials and placing 

the matter in the hands of experts and the assessment is 
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along one or more of the following plans, modified tp 

meet certain local conditions:-- Gross receipts,net receipts, 

mileage, capital stock,capital stock plus bonds. In the 

following states corporations are taxed under general prop

erty, and the local assessors assess the Railroads:-Louis

iana, lJ ew :Mexico, Oklahoma, Oregon, Rhode Island, Tennessee, 

Texas, Utah, -and Washington. In Oregon the work of the local 

assessors is reviewed by a state board and a con)oration 

tax is imposed on Express Companies,Telegraph & Telephone 

Companies,Pullman Cars, Insurance Companies and Refriger

ator Car Companies. The remaining states have some form of 

expert assessment of railroad ar1d certain other corporations. 

As,--First,Value of property; second, Cost of property; 

Third,Capital stock at par value;Fourth,Capital stock at 

market value; Fifth,Capital stock plus bonded debt at market 

value; Sixth,Capital stock plus total debt; both funded and 

floating; Seventh, Bonded debt or loans; Eighth,Business 

transacted; Ninth,Gross earnings; Tenth,Dividends;Eleventh, 

Capital stock according to dividends; Twelfth,Net Earnings; 

Thirteenth,Franchises;Fourteenth,One or more combinations 

of the foregoing. 

HISTORY CONTINUED. Banks:-

The taxation of hanks dates from about the beginning 

of the second war with England, and the first law was enac

ted by George in 1815, ·which provided a tax of 2t% on cap

ital stock and~ on the circulation. In 1812 Massachusetts 
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levied a tax of 1/2% on capital stock. In 1814 Pennsyl

vania imposed a tax of 6% of dividends or net profits,but 

if the bank was e x empted from a national tax the rate should 

be s%. The law was amended in 1824 to 8%, fol'lowed shortly 

by a graduated tax. The law of 1834 levied a tax,(on banks 

of issue), on dividends under 6% or over 8~ , of from 8 to 

11%. In 1859 the law was extended to the banks of discount 

and Deposit , again amended so that the rate was from 8 to 

30% as the dividends were 6 to , 25f but in 1816 - the law was 

changed so that the banks were to set aside a sum equal to 

4% of profits to be paid to the state at the expiration of 

the charter. 

This was again amended in 1825 to a tax of from 2 to 

4f. on dividends and again in 1831 to a tax of 5% and by the 

law of 1845, 6% on dividends after deducting expenses and 

losses. In 1850 the law was again changed to a general prop

erty tax on capital plus contingent fund. 

In 1846 Vriginia introd.ucted the dividend .tax of 1 1/4; 

this rate vras gradually raised until during the Civil War 

it reached 17%. B,rom 1812 to the 'civil War, Massachusetts 

imposed a tax of 11' on 11 Capi tal stock paid in" . 

Louisiana in 1813 and Connecticut in 1830 imposed a tax 

of one-third per cent on "capital stock" . . Most of the other 

states used the gradu::~.ted tax on dividends until the estab

lish.'Ilent of the national banks. 
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IHSURAHCE COMPANIES. 

In 1824 N.Y . passed the first tax law agai nst insur

ance companies, providing a tax of 10% of all premiums on 

property insured in the state by companies forei gn to the 

State of N.Y.,by the law of 1829 - the H.Y.,Law was extended to 

foreign mari:qe companies and by the law of 1837 the rate was 

reduced to 2%. N.Y. domestic companies were subject to the 

"general. property" law of 1828. 

Ohio in 1830 imposed a law taxing insurance companies 

4% on dividends -this was sonn repealed. 

Pennsylvania by the law of 1840 included domestic 

(Penn.) companies in the "general property" law and in 1849 

a tax of 1% was imposed on the gross premiums of foreign com

panies. 

Maryland in 1839 imposed a tax of 2% on gross premiums 

of foreign companies. 

Vermont in 1825 taxed foreign fire insurance 8% on 

gross premiums but repealed the law in 1830. 11iassachusetts 

in 1832 adopted the "rec~procity" law, which imposed a tax 

of t% on amount of insurance written by foreign companies 

in Uassachusetts, provided any state imposed a tax on IEassa

chusetts companies . . A similar law has been adopted in the 

follow i ng states: -Connecticut, Illinois , Kansas, ~!aine ,1'rew 

York, Ohio and Vermont . 

Nearly all the states impose the 11 premium tax on 

foreign insurance companies, in some.form, as given in 
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table on next page , while the rrgeneraP' property tax is levied 

against home companies. 

TABULATIONS. 

The following tables include all public service cor

porations, and states in which a corporation tax is in force 

' in some form . 

The taxation of insurance companies here recorded is 

on the gross or net premiums, and there is usuall~r provision 

for deductions for various reasons . 

In some cases gross earnings tax is a supplementary 

tax , and this has usually been noted in the table with nsup. 

(F.I. means Fire insurance, L.I. Means Life Insurance, 

on gross premiums with no deductions;other states have gross 

premiums insurance but with deductions.) 

:Name of State Tax on Gross receipts Tax on net earnings 

Alabama Local telephone 
F . I. 
L . I. 

Arizona ' F. I. 
L. I. 

Colorado F . I. 
L. I. 

Connecticut F . I. 
Express Companies 

Delaware JP . I. Railways
L. I. 
Telegraph 
Telephone 
Express Companies
Sleephing Cars 

Florida F . I. 
L . I. 
Sleeping and parlor cars 



Georgia 

Illinois 

Iowa 

Kansau 

Kentucky 

Louisiana 

Name of State 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

L. I. 37 
Railways. 
Telegraph. 
Telephone. 
Express Companies. 

F. I. 
Illinois Central-Charter provision. 

F. I. 
L. I. 
Express Companies. 

F. I. 
L. I. 

L .• I. 

F. I. 
L. I. 

Tax on Gross receip t s. Tax on Net 
earnings. 

're lephone. 
Telegraph. 
Railways. 
Express Companies. 
Sleeping cars . 

F. I. 
L. I. 
Railways. 
Telegraph. 
Telephone. 
Express Comp anies. 
Sleeping Cars. 
Other Transportation. 

F. I. 

L. I. 
Express Companies • 

. " Telephone. 
relegraph. 
Sleeping Cars. 

F. I. 
L. I. 
Railways. 
Telegraph. 
Telephone . 

• 
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Name of State 'rax on Gross receipts. 'l'ax on Net earn

ings. 
Express Conpanies. 
Sleeping Cars. 

Mississippi L. I. 

Missouri F. I. 
Express Companies. 

Montana F. I. 

Nebraska F. I. 

New Hampshire L. r. 

New Jersep F. I. 
Telegraph. 
Telephone. 
Express Companies. 
Sleeping Cars. 

New Eexico Telegraph. 
Express Companies. 
Sleeping Cars. 

North Dakota F . r. 
LJ. I • 

New York F. I. 
L. I. 
Railways. Sup. 
Telephone. 
Telegraph. 
Express~ Companies. 
Sleeping Cars. Sup. 

North Carolina F. r. 
L. I. 
Railways. 
Telegraph. 
Telephone. 
Express Companies. 

Ohio F. I. 
Railways . Sup. 
·relegraph . 
Telephone . 
Express Companies. 

Oklahoma B'. I. 
Express Companies. 
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Name of' State. 'i'ax on Gross Reciepts. Tax on 

Telephone Companies. 
•relegraph 11 

Net Earn
ings. 

Oregon. Sleeping Oar Companies. 
Refrigerator car 11 

Oil Car Companies also a 
fee a nd an annual tax on 
corporations (graduated) 

general 
all in

charter 

Pennsylvania L. I. 
Railways. 
Telephone 
'relegraph. 
Express Oom~anies. 
Sleeping Oars. 
Freight Lines. 
Equipment Companies. 
Other transportations. 

Sup. 

Sup. 

Rhode lsland L. I. 
Telegraph. 
Telephone. 
~xpress Companies. 

S. Carolina F. r. 
L. r. 

s. Dakota L. r. 
F. r. 

Tennessee F. I. 
L. r. 

'rexas F. r. 
L. I. 
Railways. 
Express Companies. 
Sleeping Cars. 

Sup. 

Utah F. I. 
L. I. 

Vermont Railw'ays. 
Telegraph. 
Telephone. 
Express Companies. 
Sleeping Oars. 
Other Transportation. 
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Name of' State. Tax on Gross Receipts. Tax on Net Receipts . 

Virgina L. I. 
Railway 
Telegraph. 

Sup. 

're lephone. 

Wisconsin 1'e lephone. 

Wyoming F . I. 
L. I. 

THE GBNERAL CORPORATION TAX . 

The third movement away from the gener:-11 property 

of a ta:x 
tax has been the introduction~that may be applied to 

all corporations. Pennsylvania is the leader in the 

corporation tax. In 1824 Pennsylvania passed a law 

levying a tax on the net dividends of' banks. In 1836 

the law was amended so as to include iron companies and 

imposing a tax of 8% on all dividends exceeding 6%. This 

law was again amended in 1840 so as to include "banks 

and all corporations whatever", which decrlared a divi

dend of 1%, should pay "in addition to all present tax

es " 1/2 mill for each dollar of .the dividend or profit 

and an additional 1/2 mill for every 1% of' dividend". 

By the am~ndment of 1844 "all domestic corporations wh

ich made or declared a dividend of at least 6% paid a 

:tax on capital stock at 1/2 mill for each 1% of dividend 

but it the dividend was less than 6% the tax was 3 mills 
on the dollar". 

'rhe law of 1859 provided that the "3 mill tax sh
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ould be paid only if no dividend was declared: but that 

in case of any dividend the tax should be l/2 mill on 

the capital stock for each 1% of dividend". 

By the law of 1864 a corporation not paying a tax 

on dividends should pay 3% on net earnings. In 1868 

the law was so amended as to impose a tax of 3% on the 

net earnings or income of all corporations, excepting 

banks, foreign insurance companies, saving institutions 

of various kinds, and those liable to the tonnage t e~ 

the transportation companies. '('he law of 1874 made the 

following changes:--Transporation companies and coal 

con!panies, which were reached by a s:p-mcial act. By the 

law of 1879 the prinviple of 1859 was given up and that 

of 1844 re-enacted, i.e. the tax based on the 6% divi

dend and the law was extended to partnerships, manufact

ation stock" shall apply to 11 all corporation, joint stock 

companies and llreited partnerships doing business in the 

state or having any portion of their capital invested 

therein, except banks and saving institutions, foreign 
I 

insurance companies, and manufacturing companies organ

ized exclusively for manufacturing purposes and actually 

carrying on manufacturing within the state and the rate 

shall be 5 mills on each dol~ar of the actual value of 
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the whole capital stock of all kinds. 

This value, must not be less than the average price 

for which the stock has been sold during the yi.=;ar, nor 

less than -the value indicated by the net earnings or by 

the profit in dividend s or by what has been carried to 

the surplus or sinking fundu. Transportation, transmis

sion, electric light, and insurance companies pay a"gross 

receipt" tax in addition to the ''general" corporation 

tax, although several are working toward it: Maryland, 

New Jersey, Mas sachusetts, Wisconsjr._. 

Kentucky has a franchise tax--also the following 

states have a modified franchise tax:--Illinois, Alabama 

Georgiu, Indiana, Kansas and North Carolina. 

The following states have a limited corporation tax: 

--Oregon, Alabama, Colorado, Connecticut, Deleware, Flor-

ida, Georgia, Illinois, low~, Kansas, Kentucky, Louisiana, 

Maine, Maryland, Massachusetts, New Hampshire, New Jersey, 

New Mexico, New York, North Oa.rolina, North Dakota, Ohio, 

Oklahoma, Pennsylvania, Rhode Island, South Carolina, 'ren

nessee, Texas, Utah, Vermont, Virginia, Wisconsin and Wyo

ming . 

'rhe corporation tax must not be conflused with the ''in.;.. 

corporating fee". 

That there is need f o r a just and uniform corporation 

tax is shown from the fact that there are 13 or 14 importaHt 

methods of taxing corporations be sides in-numerable combin
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ations or methods. 

The following are the general forms or bases of cor

poration taxation:--B'irst, Value of property; second, 

Cost of the property; Third, Capital stock or parvalue; 

Fourth, Capital Stock at market value; Fifth, Capital 

stock at market value plus bonded debt; Sixth, Capital 

stock plus total debt, both funded and floating; Seventh, 

Bonded debt or loans; Eighth, Bnsmaess transacted; Ninth, 

Gross earnings; 'renth, Dividends; Eleventh, Capital stock 

according to dividends; Twelfth, Net Earnings; Thirteenth 

On franchise. 

AN EXAJJ INA'l' I ON UF THESE METHODS . 

As has been stated tLe generally accepted theory of 

taxation is on the ability to pay and the present market 

value of the property is not necessarly in proportion to 

its value and the value is so liable to vary in the whims_ 

or interests of the assessor and is subject to the general 

objections o:f the "general property" tax, viz, F'irst, Lack 

of uni:formity; Second , Lack o:f Universality: Third, Incen

tives to dishonesty; Pourth, Double taxation; Fi:fth, Re

gress ivi ty. 

Second:-The cost of a property as a basis o:f taxation 

in unjust because the original cost is very unlikely to 

bear any relation to its present r e al value or earning cap

acity, hence sho~ld at the most be taken as a remote :factor 

in determining its ~axable value. 
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Third: The following may be urged as the chief ob

jection to the taxation of the capital stock at its mar

ket value:-First, The capital stock does not represent 

the value of the property. Second, The Capital stock 

does not necessarily represent any relation to the earn

ings, and the market value is very uncertain and depend

ent on too many factorsy frequently varying 50 to 75~ 

within a few days or weeks. Third;- According to Mr. J. 

D. Weeks of Pennsylvania Tax Comission, (a) "It is clumsy 

and devoid of scientific and practical merit" . (b), "It 

is impossible of any general application". Fourth, It ad

mits of evasion in many ways, says the Pennsylvania ·rax: 

Commission. 

Fourth:--The taxation of capital stock at par value 

is objectionable for the reasons named under the method 

pf , "Market value" and further t he new York State Tax Com

missl.on finds that corporations organize with small cap

ital and sell to its members at a very great premium. The 

par value is no measure of its real value or earning value. 

It has one weak recommendation in that it is an easy way 

and uniform method of assessllient. 

Fifth:--Osing the capital stock plus the bonded debt 

as a basis has the following objections: First, The state 

can tax only those bonds held by residents of the state; 

Second, lf the capital stock plus bonded debt is taken as 

the value of the tax could only be applied in the state 

http:missl.on
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where the corporation is officially located; Third, If 

the corporation pays no dividends the market value will 

be low and hence will bear no relation to its real value, 

as for example the Union and Gouthern Pacific R. R., the 

0. R. &. N. Companies, for several years used ' their net 

earnings to improve the properties . and to buy other prop

erty. 

1'he points favorable to this method are: --The value 

may be proportioned per milo to the capital stock plus 

the bonded debt and thus escape objection, ( See #2 above). 

Second, The market value plus bonded debt will likely be 

nearly proportional to its dividend paying powers, hence 

its ability to pay, but this fails to reach the very ob

jectionable feature of, (See #3 above). 

Sixth: --The ob,jection to the methods of taxing the 

cross earnings are:--First, Gross earnings have no just 

relation to ability to pay, that is it is not likely to 

bear any relation to its true earnings; Seccnd, It does 

not consider the question of true and just current expenses 

Third, It may bear no relati0n to cost of construction 

and it may in fact paralize a very important enterprise 

in the development of a community, in t·hat some project 

may cost a great sum in constructjon and another of slight 

cost--both rray have approximately equal gross incomes but 

their true earnings be very unequal and hence the e.bility 

to pay unequal. This could in part be over come by the 
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"graded gross earnings" tax. 

'l'he advantages are: -First, 'l'he gross Earnings are e 

easily found. Second, It can be easily eveded. Third, 

Little lillihood of perjury. 

Seventh: -1'he disadvantages of the method of "the bus

iness transacted" are: First, The business does not mean 

even large gross earnings. Secohd, An extensive business 

does not mean even large gross earnings. Third, Does not 

consider true earnings. Fourth, Foes not consider the 

~alue of good and bad management. Fif,th, Honest current 

expenses. It is similar to the "gross 11 earnings but has 

none of its advantages. 

Eighth:-The objection to taxation of dividends are:

First, Leads to dishonest methods. Second, It does not 

reach watered stock. Third, The stockholders may be hol

ders of fiotious bonds and the dividends used to pay in

terest. Fourth, Earnings used to buy other stock as in 

the case of the earnings of the O.R.&.N and U.P. Fifth, 

l'he earnings used for foreign construction and general 

equipment. Sixth, It works an injustice to those cor

porations having no indebtedness compared to those having 

watered stock or fictious indebtedness. Seventh, It reaches 

only a part of the earning capacity. 

Ninth:-The following objections may be urged against 

the "net earnings"tax. First, 'fhe profit may be divided as 

expenses,salaries, etc.,thus leaving very small or no net 

earnings. Second, As on writer puts it, "It may be that 
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the tax is impracticable in the case of great R. R. or 

other corporations having property leased in other stat

es, will manipulate the business so that the heavily mort

gaged property will earn l~ttle or nothing above fixed ch

arges. Third, As stated ·by Geo. H. B,rancis of Wisconsin, 

"It has been urged that a. tax on corporate earnings, be

cause the value of a corporate s e c u rity is fixe d n o t only 

by its present but also by its prospective productivness". 
> 

This is answered by Mr. Walker, "If pfoductivness be ac

cepted a t all as a standard of capacity, the most logical 

and de#ensible method is the taxation of the product as it 

appears. 

N.E 'r EARN INGS DEF IJ'-I.t<_;D. 

Net earnings include al l earnings after the payment of 

the i immediate operating expenaes, or taking the defini

tion of the interstate commerce commission:- "From gross 

receipts, consisting of all earnings from transportation 

of freight and passengers, receipts from bonds and stocks 

owned, rents of property and all miscellane ous receipts 

from auxiliary business enterprises or otherwillse, deduct 

i mmediate operating expenses, main tenance of 
( 

roadway, st- · 

ructures and equipment, and for general IIL'nagement. No 

deductions for fixed charges, i.e. for taxes or interest 

on debt, new equipment, constructions, betterments, invest

menta, or for any of the expenditures that find t h eir way 
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:i_nto , profit and loss account". Or as the English law 

'says, "In the estimate of incomes are included all sums, 

under whatsoever . title, distributed among share holders - or 

added to capital, surplus or sinking fund or otherwise used 

in ~ancelling debts. 

For local purposes corporations are taxed by some one 

of the following methods:--First, _A local general property 

tax. · Second, A local corpcrate franchise tax in additio:Q., 

to the general property tax. Third, A local tax on real 

estate. Fourth, A distribution of the state tax on corpor

ations to local districts. 

'l'he :International ·rax Association makes the following 

recomme @dation for the taxation of' corporations:--"The ten

dency of legislation and of judicial interp~etation in the 

most progressive states is toward the following plan, which, 

although not yet completely realized in all its features 

in any one state, is in accord with sound economic prin

ciples 11 • 

First, Corporations should be taxed separately and 

on different principles from individuals. Second, Cor
() 

porations should be taxed lcco.lly on t heir real estate 

only. rhird, Corporations should be taxed for state pur

· poses on Lheir earnings, or on their capital and loans • 

.B'ourth, OrJly so n;uch of total earnings or capital should 

be taxed as is actually received or employed•within the 

state. In the case of transportation companies, a conven
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ient and f'airly accurate test is milage . Fif'th, Capital 

and loans should be taxed with ref'orence to the residence 

of' the share holder or bond holder. Sixth, There should 

be no distinction between domestic and f'oreign companies. 

~ Seventh, If' corporations are taxed on their propertyJ prop

erty beyond the state should be exempt. Eighth, If' cor

porations are taxed on their capital stock, they should 

not be taxed again on their property. Ninth, Where the 

corporations and share holders or bond holders are residents 

of' dif'f'erent state, the tax should be divided between the 

several state by interstate agreement. Tenth, An addition

al tax should be levied on corporations whi.ch have through 

natural legal or ec onomic f'orces become nomopolistic enter

prises. 

A. L. Briggs. 

May 23, 1910. 
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