
house . . . . No. 2118

House of Representatives, Apr. 27. 1916.

The committee on Taxation, to whom was referred the
report of the special commission appointed to investigate
relative to the necessity and advisability of making changes
in existing tax laws (House, No. 1700), submit the follow-
ing:—

The income tax bill (House, No. 2073) reported by this
committee is of such importance that we believe the members
of the legislature will find it desirable and convenient to have
the gist of the committee’s information about it in the form
of this brief printed report, which we submit, with appendices
A, B and C. These appendices may be referred to for more
detailed information.

The bill is in nearly every important respect the same as
that recommended by the Special Commission, and printed
as Appendix X of their report (House, No. 1700), and is the
result of the three months of study and consideration which
that measure has received, since it was first published, from
the public, from the officers who are to have charge of its
administration and enforcement, and from the members of
this committee. We have had the benefit of several largely
attended hearings, and the advice and assistance of the Tax
Commissioner, and, after long and careful study and de-
liberation, we submit House Bill Number 2073.

This bill provides for three things
b A tax of 6 per cent on the income from intangible

property.
2. A tax of 1| per cent upon the income derived from

annuities, professions, employments, trade and business.
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3. A tax of 3 per cent upon net profits from the purchase
and sale of intangible property.

The bill does not affect the taxation of real estate, tangible
personal property, or non-taxable securities.

Property.

The taxation of intangible property at present varying
rates of local taxation has caused the chief evils of the exist-
ing system of taxation in the commonwealth. These are in
brief, the great injustice done to the few, widows and others,
who pay taxes upon such property as compared with the
many owners who do not pay, the concentration of wealth in
towns with low tax rates, leaving the poor people to bear the
burden in the cities and towns with high tax rates, and the
loss of taxes by removal of taxable property to other states
which have more equitable systems of taxation.

The Tax Commissioner portrayed these evils clearly in his
report upon “The Intent and Operation of the Tax Laws,”
Senate Document No. 440 of 1915. A considerable part of
this report is hereto annexed and marked Appendix “B,”
and we earnestly recommend its study by any who are in
doubt as to the necessity of an immediate change from the
present haphazard system of taxation of intangibles.

The change which this committee recommends follows the
report of the Special Commission. It has been demonstrated,
after more than three months of discussion and critical
examination, to be by far the best change which has been
brought to our attention, as a substitute for the present
system, or rather lack of system.

The 6 per cent tax upon the income of intangible property
which House Bill 2073 provides for is uniform and state-wide,
and is to be administered by the Tax Commissioner and
enforced by compulsory returns.

This committee believes that such a change will result in
more equitable and less burdensome taxes and also in a con-
siderable increase in revenue. We recommend a rate of 6
per cent, because we believe that in the beginning at least
it will yield more revenue than any other rate. The danger

I. The Six Per Cent Tax on the Income of Intangible
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of a higher rate in the beginning is that it will drive taxable
intangibles out of the commonwealth, either by change of
residence of the owner or by change of investment to non-
taxables. If this is avoided by fixing a low rate, and then
sufficient revenue is not produced, it is a simple matter to
raise the rate and get an increased revenue from the property
already disclosed within the commonwealth; but if property
is driven out of the state by too high a rate a change to a
lower rate will not bring it back at once. The rate of 6 per
cent is favored by the Special Commission on Taxation, and
we desire to call the attention of the members of the General
Court to pages 40 to 46 of their report (House Document
No. 1700), also to the exhibits shown on pages 57 to 69.
Lack of space forbids the reprinting of these exhibits, but as
each member of the House has a copy of House No. 1700
those who desire may easily refer to them.-

The text of the Commission’s report relative to the rate,
however, is reprinted, marked “Appendix C” and hereto
annexed. It contains the Commission’s calculations showing
that at the state-wide rate of 6 per cent on income more
revenue will be obtained from intangibles than is obtained
from them under the present system. The Tax Commis-
sioner has stated to this committee that in his opinion the
calculations made by the Special Commission are exceedingly
conservative. Evidence was introduced before this com-
mittee to the effect that the revenue from intangibles in the
commonwealth taken as a whole wall be greatly increased by
the proposed uniform 6 per cent tax, and it was even stated
that 6 per cent will produce more revenue than any other
rate. It is certain that a 6 per cent income tax will be much
easier of enforcement than one at any higher rate.

Exhibit B gives in cogent form other reasons which, in the
opinion of the Special Commission, make 6 per cent decidedly
the most desirable rate. This committee agrees with those
reasons, and has some additional reasons of its own. Under
the present system it is impossible for trustees, executors,
administrators, and others required by law to make returns,
to own taxable securities, because the tax, at local rates of
taxation, would take up too much of the income of the
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securities. The same reason has discouraged many individ-
uals, who for one reason or another fear that the local
assessors may learn of their holdings, from investing in
taxables. The result has been a loss of revenue, and an
artificial and unhealthy demand for non-taxables which has
not benefited Massachusetts industries; but has in numerous
instances caused industries located in other states to obtain
Massachusetts charters in such form that only a nominal
franchise tax was paid, but an opportunity was offered to in-
vestors to avoid taxation on the company’s stock. Also this
demand for non-taxables has operated to the positive detri-
ment of Massachusetts industries in many cases, making it
necessary for them to issue stock paying a high rate of
interest, for the reason that bonds, paying a lower rate of
interest, would be unsalable because taxable. Thus cities
and towns have lost revenue, and nobody has been benefited.
At a 6 per cent rate on income, however, taxable securities
can compete with non-taxables on their merits, for the
amount of the tax will not be sufficient to discourage the in-
vestor from choosing the better investment. This will be
beneficial to business and industry, and at the same time, in
the judgment of this committee, will largely increase the
taxable holdings of Massachusetts investors, with a resulting
increase in revenue much in excess of that estimated by the
special commission.

Incomes from annuities, professions, employments, trades
and business are brought within the scope of the act because
such incomes have long been taxed in this Commonwealth.
It is unlikely that any legislature will exempt this class of
incomes from taxation, and it is obvious that such taxation
should be at a uniform rate throughout the Commonwealth,
in order to remove all inducements for taxpayers to change
their place of domicile. An additional reason is that under
the provisions for efficient administration which are herein
recommended, this tax upon personal and business incomes
will be much better enforced, and will yield considerably
more revenue than at present.

11. The 11 per cent Tax on Earned Income
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HI. The Tax of 3 per cent on Profits from Buying
and Selling Securities

This provision the committee believes goes far toward
solving the problem of taxing securities which yield no
income. Often considerable profits are made by buying such
securities at a low price and selling them at a higher price.
These profits are a form of income from securities. The
Federal government, and some states and foreign countries,
tax them as income. They are not earnings of productive
labor or productive business, but are the unearned apprecia-
tion in value of the securities. Such profits therefore ought
to be taxed at a higher rate than earnings, and approaching
that imposed on other forms of unearned incomes, such as
interest and dividends. On the other hand, such profits,
though in fact income, are often reinvested as capital, and
in such a case the investor would feel that he was being
harshly treated if he were required to pay taxes on them at
the rate of six per cent, as on dividends.

In practice, a tax of 6 per cent on such profits would
work hardship, especially in cases where the property had
been carried for years at values equal to or exceeding that
at which it was sold. There was a considerable expression
of sentiment, at hearings before this committee, in favor of
taxing profits from purchase and sale of securities at the
same rate as earned incomes. For reasons already stated,
we do not accept this view, but we do not believe that public
opinion would support, or that justice requires, a tax of 6 per
cent on such profits. We accordingly recommend for them
a tax of 3 per cent. This is fair and right, and will, we
believe, meet with general approval.

The foregoing is a very brief outline of the bill and of our
reasons for it. We have also prepared a detailed explanation
of all its provisions, which is hereto annexed and marked
“Appendix A.” We desire to call attention especially to
Sections 12, 13 and 14, relating respectively to returns,
penalties for failure to make returns and for fraudulent re-
turns, and to the assessment of the tax, to Section 21, pro-
viding for local taxation on securities in case of failure to
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make return of their income, to Section 22, providing for
local assessment of tangible property where no return is filed,
and to Section 23, providing for distribution and safeguard-
ing cities and towns against loss.

Respectfully submitted,
GEORGE P. DRURY

For the Committee



1916.] HOUSE — No. 2118. 7

Explanation in Detail of the Provisions of the Bill.
Section 1 provides that in 1917 and in each year there-

after there shall be a tax upon incomes as set forth in sub-
sequent sections.

Section 2 carefully defines the proposed tax upon income
from intangible property. This tax applies to the income
derived from the classes of property mentioned in paragraphs
2 and 3 of section 4 of Part I of chapter 490 of the Acts of
1909. Specifically it applies to interest received from bonds,
notes, money at interest and other debts due the taxpayer,
and to dividends upon the shares of corporations, joint stock
companies, and certain associations.

The tax does not apply to income from non-taxable in-
tangibles, including savings deposits, mortgages on taxable
real estate within the Commonwealth, dividends upon the
shares of Massachusetts corporations, United States bonds,
and such bonds and notes of the Commonwealth and politi-
cal subdivisions thereof as are at present exempt from
taxation. Shares in national banks, which are taxed under
a special statute, in accordance with Federal law, are left
undisturbed, and no tax is imposed on their income. In short
the bill follows present laws as to what is taxable.

At one point, however, it has seemed advisable to depart
from the existing practice. Shares of voluntary associations
of all descriptions are now in practice exempt from taxation,
and there has developed in recent years a tendency to re-
organize, in the form of voluntary associations with trans-
ferable shares, foreign corporations the stock of which was
formerly taxable. In order to meet this situation, the bill
provides that dividends from shares of partnerships, trusts
and associations, the beneficial interest in which is repre-
sented by transferable shares, shall be taxable at the rate of

Appendix A.
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6 per cent, unless their property consists exclusively of real
estate wherever situated and supplies therefor and receipts
therefrom, or stocks of corporations taxable in this common-
wealth upon their corporate franchises, tax exempt bonds
and notes of the Commonwealth and political subdivisions
thereof, or intangible property the income of which is tax-
able under the proposed lawT, or two or more of such kinds of
property. This will avoid the imposition of a double tax
upon real estate, wherever situated, tangible personal prop-
erty within the Commonwealth, the stock of Massachusetts
corporations and intangible property reached by the income
tax; but will subject to taxation upon their income the
shares of associations doing business outside of the Com-
monwealth and will thereby place these associations upon
the same status as foreign corporations.

Some associations of this sort have owned intangible prop-
erty that would be taxable if held by an individual, and ap-
pear not to have been taxed thereon. The proposed law ac-
cordingly provides that such associations, if the dividends on
their shares of capital stock are exempt from taxation, shall
pay to the Tax Commissioner of the Commonwealth an
annual tax of 6 per cent upon the income derived from tax-
able intangible property.

Another change which is proposed is found at the end of
Section 2, where it is provided that hereafter the income
arising from taxable intangible property held by an agent
as security for a debt of his principal shall be taxable to
the principal.

This is intended to meet the situation arising from de-
cisions of our Supreme Court that such property is for the
purpose of taxation the property of the agent. These
decisions have the effect of placing the tax upon the wrong
person, and if we are to have a strictly enforced income tax,
it will be necessary to place the tax definitely upon the
principal, who is the real party in interest, and should be
the actual taxpayer.

Section 3 deals with the deduction of interest upon debts.
Safeguards against possible abuse of the privilege are herein
provided, and with them it will be practicable, as it un-
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doubtedly is just, to permit taxpayers, under certain con-
ditions, to deduct from their taxable income interest which
they pay upon indebtedness.

The method followed in section 3 is to regard the income
of the taxpayer and his indebtedness as a whole. It is pro-
vided that a person applying for an offset for indebtedness
shall fi'e with the Tax Commissioner or income tax assessor
a return of his entire income, together with such additional
information as the Tax Commissioner may require. It is
then provided in effect that the taxpayer may deduct from
his income derived from taxable intangible property such a
proportion of the interest paid upon indebtedness as his
income derived from taxable intangible property shall bear
to his gross income from all sources.

The practical result of this will be, to take an extreme
case, that if a taxpayer derives $l,OOO of income from taxable
intangible property, and $99,000 of income from other
classes of property not taxable under this law, and if he at
the same time has to pay $50,000 of interest upon indebted-
ness, he will be allowed to deduct from the $l,OOO of income
from taxable intangible property $5OO of interest paid upon
indebtedness. This offset, it will be seen, bears the same
proportion to the taxpayer’s total payments for interest
upon indebtedness that his $l,OOO of income from taxable
intangible property bears to his gross income from all
sources. In principle this is right, and in practice it will
under the proposed method of administration, lead to no
abuses.

Section 4 of the proposed law authorizes an exemption of
$3OO of income from intangible property in case of persons
whose total income from all sources does not exceed $6OO.
This is a departure from our present practice, under which a
person holding any amount of intangible property, however
small, is subject to taxation unless his circumstances justify
the assessors in making an abatement. The proposed exemp-
tion, however, is both just and expedient, and it will not
affect materially the revenue derived from the act.

Sections 5 and 6 of the act provide for a tax at the rate of
l‘l per cent upon income from annuities, from professions,
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employments, trades or business, in excess of the sum of
$2,000. Section 5 also provides for a tax of 3 per cent upon
profits from purchases and sales of intangibles. The pro-
visions as to earned incomes substitute for the present in-
definite and inadequate provisions of paragraph 4 of section 4
of Part I. of chapter 490 of the Acts of 1909 a definite and
practicable plan of income taxation.

Taxable income is defined to include the gross income
from the profession, employment, trade or business, including
profits from the sale of capital assets employed therein, less
the following deductions: (a) expenses incurred in the pro-
fession, trade or business; (h ) a reasonable allowance for
depreciation and absolescence of property employed in the
trade or business; (c) taxes paid within the year; (d) in-
terest paid upon indebtedness incurred in connection with
the trade or business; ( e) losses from the sale of capital assets
or losses sustained by fire, theft or other casualties; (/) debts
which have been included as receivable in a return, but have
been charged off during the year as non-collectable; ( g) an
amount equal to 5 per cent, of the assessed value of the
tangible property employed in the profession, trade, business
or employment; and ( h ) the sum of $5OO for a husband or
wife with ■whom the party lives, and $250 for each child
under eighteen years of age, or parent actually dependent,
but not to exceed in all $l,OOO.

In general these authorized deductions from the gross
income of the trade or business are of the kind customarily
and necessarily authorized by income tax laws. Probably a
taxpayer would be entitled to all of them under the existing
statutes of the Commonwealth if an attempt were made to
enforce strictly the taxation of business incomes under them.
If the income tax is to be made enforceable, as the proposed
act contemplates, it is absolutely necessary to make clear
and certain provisions of law upon all of these points.

The deduction described under (g) is consistent with the
theory of the present law, which provides that income
derived from property subject to taxation shall not be taxed,
but it is intended to remove all uncertainty in this matter.
It provides a deduction amounting to 5 per cent, of the
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assessed value of the tangible property used in the business
or employment and actually taxed. It also provides in as
simple and practicable a manner as possible against double
taxation of property employed in the profession, employment,
trade or business and subject to taxation other than that
imposed by the act.

Deduction ([h), granting an additional exemption for mar-
ried persons living together and for children and parents sup-
ported by them, recognizes the principle that tax burdens
should be distributed in proportion to the ability of the tax-
payer to bear them.

The 3 per cent, tax upon the profits of speculation or trad-
ing in securities is a light burden upon an easily won income.
It taxes only the net profit, thus permitting all proper deduc-
tions.

Section 7 of the bill provides that income taxable under
the act may be estimated upon a basis other than that of
actual cash receipts and disbursements, that is, upon an
accrual basis. It is impracticable to provide in sections 2,
5 and 6 that taxable income shall always be accounted for
upon an accrual basis, because many taxpayers do not keep
books or do not keep them in such a manner that the
accrued income can be estimated. These, of course, in
general are the smaller taxpayers, and in order not to force
them to adopt new and complicated systems of bookkeeping
it is necessary to define their taxable income in terms of cash
receipts and disbursements. Section 7 merely provides a
better and alternative form of accounting for persons who
customarily keep their books upon an accrual basis.

Section 8 makes a simple and effective provision for reach-
ing income of estates of decedents, and requires no explana-
tion or comment.

Section 9, which relates to property held in trust, intro-
duces certain changes in the practice of the Commonwealth
which should be briefly explained.

Our present practice in dealing with property held in
trust is illogical in theory and Unfair and inexpedient in its
practical operation. With some limitations we undertake
to tax all beneficiaries who reside in the Commonwealth, no
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matter where the trustee resides or may have derived hisappointment, and then tax all trustees who are inhabitantsof the Commonwealth, even though some or all of the bene-
ficiaries of the trusts reside in other States. The only de-
finable principle upon which the existing law proceeds
appears to be “heads I win and tails you lose,” and it is
clear that such an unfair law reflects no credit upon the
Commonwealth.

Besides being unjust, it is highly inexpedient, because it
has prevented inhabitants of [Massachusetts from acting as
trustees under many trusts the beneficiaries of which resided
in other States. Here, as elsewhere, injustice in the provi-
sions of our tax laws has reacted to the injury of the Com-
monwealth.

The act proposes that the new taxes levied upon income
shall be governed by the domicile of the beneficiary and not
by that of the trustee. For administrative convenience it
provides that taxable income shall be assessed to the trustee,
but it does not impose a tax upon income from a trust that
is payable to inhabitants of other States. In order to carry
out consistently the principle of taxing the beneficiary, the
act provides that an inhabitant of this Commonwealth re-
ceiving income from executors, administrators or trustees
who are inhabitants of other States shall return such income
for taxation in Massachusetts. Under this provision income
from property which has in recent years to a considerable
amount been placed in the hands of trustees in adjoining
States for beneficiaries living in Massachusetts will remain
taxable, and under the effective methods of administration
herein provided will be fully taxed.

Section 9 also makes corporations authorized under the
laws of this Commonwealth to act as trustee subject to
taxation in respect of income received by them in the
capacity of trustee, in the same manner as trustees who are
inhabitants of this Commonwealth. It also provides that
such corporations shall not be taxed in respect of indentures
of mortgage or pledge to secure bonds and other evidences of
indebtedness which are themselves taxable if owned by in-
habitants of the Commonwealth or the principal of which is
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exempt from taxation under the existing law. This will not
subject to double taxation the income from corporation
bonds and the trustee who simply acts as such under in-
dentures of mortgage or pledge to secure such bond issues.

Section 10, which relates to the income of partnerships,
provides a convenient method of taxing the income of such
concerns to the partnerships themselves, and grants the
separate partners the same exemptions that they would
enjoy if they were taxed as individuals.

Section 11 makes appropriate provision for exempting
from other taxation property of which the income is taxed,
and also provides that nothing in this act shall affect the
taxation of corporate franchises or impose a tax upon the
income of property which is now expressly exempted from
taxation by law.

Section 12 makes suitable provision for returns of taxable
income. It provides for returns of income taxable under this
act, with such information as the Tax Commissioner shall
in any case deem necessary. It requires returns from all
persons who are inhabitants of the Commonwealth at any
time between the first day of January and the thirtieth day
of June, inclusive, an any year, and thereby makes all such
persons subject to taxation. With an income tax it is not
necessary to limit taxation to persons who are inhabitants
of the Commonwealth on the first day of April in any year,
and the adjustment there proposed is in principle fair, and
in practice should prove easier to administer than any other.

Section 13 imposes heavy penalties for failure to file a
return of taxable income. It also makes still more drastic
provis on in the case of persons who file fraudulent returns,
and supp ements its other requirements by provision that
upon the petit on of the Tax Commissioner or ten tax
payers any justice of the Supreme Judicial Court or the
Superior Court may issue a writ of mandamus requiring
the filing of a return.

Section 14 provides for the assessment of the tax by the
lax Commissioner from the returns required by this act or
m any other manner, and authorizes him for the purpose of
verifying any return made within two years to examine the
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books and papers of a tax payer, either himself or by any
properly authorized officer. It further authorizes the Com-
missioner to examine the taxpayer under oath. In case
taxpayers fail to make returns, the Tax Commissioner is
to ascertain the taxable income according to his best in-
formation and belief and assess the taxpayer for twice the
amount of such income Provision is further made for the
assessment and collection of back taxes at any time within
two years from the first day of September of the year in
which such taxes should have been assessed.

Sections 15 and 16 provide other simple administrative
details and require no comment.

Section 17 provides a new method of tax administration
which is not only desirable but abso’utely necessary if there
is to be a uniform administration of the income tax through-
out the State.

This section provides for dividing the State into income
tax districts,' and for the appointment by the Tax Com-
missioner of an income tax assessor for each district, who,
under the direction of the Tax Commissioner, shall assist
in the assessment of taxes upon income.

Such an arrangement will place the administration of the
tax substantially in the hands of the Tax Commissioner and
will secure uniform enforcement throughout the Common-
wealth. It will also provide in each income tax district a
district assessor of incomes, who will do most of the detail
work within the district. It will relieve the assessors of the
several cities and towns of the labor and responsibility of
enforcing the tax upon income, which they cannot do with
uniformity and do not desire to attempt, and will give
them more time for the assessment of property subject to
local taxation.

A large number of local assessors, who appeared before the
special commission on taxation, favored enforcement by the
Tax Commissioner, and no assessor has made objection to
this feature of the bill. They will recognize that a State-
wide tax should be enforced by the State. Also unquestion-
ably relieving the assessors from the to them vexatious duty
of assessing intangibles, will result in better assessment of
real estate and tangible personal property.
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The division of the Commonwealth into districts avoids
one of the worst evils in the administration of the Federal
income tax law. The Federal income tax collector has but
one office in the State, at Boston. The result is that in cases
where any doubt or difficulty arises citizens in distant parts
of Massachusetts are compelled to journey to Boston, or to
send their lawyers or representatives. In fact, a taxpayer
who does not live within convenient distance of Boston, and
cannot consult the collector as to his return, frequently, and
perhaps generally, finds it necessary to go to a lawyer to
make out the return for him.

Also the Federal government loses revenue because the
administration of its income tax is too centralized. The
collectors cannot know the conditions in Massachusetts with
sufficient intimacy to secure the best results. In Wisconsin
it is regularly found by the State Tax. Commission that their
income tax assessors are more successful in taxing income
than is the United States Government.

The best way to administer an income tax is to have the
taxpayer, or his representative, go directly before an as-
sessor of incomes and talk the whole thing over. This is the
way it works in Wisconsin, and it is undoubtedly the way we
shall find it to be in Massachusetts under a district system.
Such a practice brings the administration of the law home
to the people, diminishes the cost to which taxpayers are
put, greatly improves the administration of the law, and
secures niore revenue than where the only communication
with the officer administering the law is by letter or through
an attorney.

Sections 18, 19 and 20 make suitable provisions for the
collection of the income tax, for abatements, and for appeals
from assessment. They safeguard effectively the interests
of the Commonwealth, and at the same time safeguard the
right of the taxpayer.

Section 21 provides that any property, the income of
which is taxable under this bill, shall also be subject to local
taxation as at present in case the owner does not return his
income for taxation as required by the proposed law. This
provides a most drastic penalty for failure to make a full
return of taxable income, and is a valuable addition to the



TAXATION. [Apr.16

machinery provided for insuring strict enforcement of the
income tax.

Section 22 makes a very necessary provision for the as-
sessment of personal property in the cities and towns in the
year 1917. It provides that no taxpayer shall be assessed
in that year for a less amount of personal property than he
was taxed for in the previous year, unless he brings in a
list of his taxable personal estate as provided under the
existing law. This provision needs to be made in order to
insure the assessment at its full and true value of tangible
personal property belonging to any taxpayer who receives
the benefits of the new r income tax. Without it the assessors
would have to guess, as to wdiat proportion of the personal
property assessed in 1916 represented intangible property
and what part represented tangible. The result would be
unsatisfactory in every way and considerable revenue might
be lost to the localities, whereas under section 22 we shall
secure in 1917 a fuller assessment of tangible property than
we have ever before had in this Commonwealth.

Section 23 deals with the difficult subject of the disposition
to be made of the revenue derived from the income tax. It
proposes a temporary adjustment for the year 1917, and
leaves the future disposition of the revenue to the determina-
tion of subsequent legislatures. While it might be desirable
to make a final provision at this time for the distribution of
the revenue from the income tax, it appears to be a sheer
impossibility to do so. It is probable, furthermore, that the
question can be best settled after the law goes into opera-
tion, and it is known exactly how much revenue it yields.

It is impossible to determine upon the disposition of the
revenue now, because the matter is connected with the
distribution of the, direct State tax and the two things need
to be treated together. The revenue from intangible prop-
erty and from professional or business incomes now goes to

the cities and towns where taxpayers are domiciled, and this
fact is taken into account in the apportionment of the State
tax. It is obvious that this revenue cannot be taken a\\a\

from the cities and towns that now enjoy it without re-
apportioning at the same time the State tax, and it is



1916.] HOUSE —No. 2118. 17

obvious also that no such reapportionment of the State tax is
possible until the income tax law has been put into opera-
tion, and it is determined how much personal property will
be left subject to taxation by the cities and towns.

The bill proposes, therefore, that in the year 1917 the
revenue from the income tax shall be distributed in such a
manner as to maintain the status quo.

It proposes substantially that the revenue shall be dis-
tributed to the cities and towns in such a manner that they
will derive the same revenue from the income tax and the
local tax upon personal property in 1917 that they received
from all classes of personal property in 1915. Any surplus
after such payment and after the payment to the common-
wealth of the expenses of administration will be distributed
to the cities and towns in the same proportion as they are
required to contribute to the State tax for the year 1917.

This adjustment is practicable and eminently fair to all
concerned. Under it the status quo will be maintained for
1917, and the Legislature of 1918, with full knowledge of the
revenue derived from the income tax and the amount of
personal property remaining subject to local taxation, will be
able to deal wisely and justly with the question of the ulti-
mate disposition of the revenue from the income tax. It will
also be able to provide for a reapportionment of the State
tax.

Section 24 provides for a necessary detail of administration,
and sections twenty-five and twenty-six provide for informa-
tion at the source concerning taxable income. The useful-
ness of such provisions is beyond question. The remaining
sections are merely formal, or correlating the act with exist-
ing law.
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Extracts from Statement of Tax Commissioner on
Intent and Operation of Tax Laws.”

In 1914 the total amount of taxes laid upon property of
all classes was 885,252,402. Of this amount, $20,461,019
was the tax laid upon personal property and $64,791,383
upon real estate; that is, 23.44 per cent, was on personal
property and 76.56 per cent, was on real estate. The highest
rate, viz., $26, was assessed in the city of Woburn, the town
of Clinton, the town of Huntington, and the town of Savoy;
the lowest rate, viz., $3, was assessed in the town of Orleans.
Rates from $5.50 to $9.80 prevailed in 10 towns, $lO to
$14.90 in 57 towns, 115 to $19.90 in 13 cities and 144 towns,
$2O to $26 in 20 cities and 108 towns.

The assessors are by law- required to assess annually as
of the first day of April the following principal classes of
property, subject, of course, to statutory exemptions:

1. Land and buildings.
2. Machinery and tools.
3. Livestock, household goods, stocks of manufactures including

raw materials, goods in process, and finished produce in factories,
stores, etc.

4. Money and credits and securities not exempt or otherwise taxed,
and income from profession, trade or employment in excess of
$2,000.

So far as the first two items are concerned, substantially
accurate assessment is accomplished in many municipalities,
but great improvement is possible. The assessment of the
third class enumerated above is more difficult and is less well
done. Too often assessors are satisfied with an offhand guess
of the owner, frequently they do not get even that. The
fourth class enumerated above is the point at which is lo-
cated by far the largest part of the failure of assessors and of
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our tax system. The law requires citizens to make sworn re-
turns to the assessors. The statute indicates the general
form of these returns, blanks for which are prepared by the
Tax Commissioner and are uniform for all municipalities,
but the great majority of persons do not make the returns.
For such as fail to make the sworn return the assessors are
required to estimate the value of his property. This is very
difficult, since money, credits and securities and income are
seldom seen, and ownership of them, while it may be sus-
pected, is not definitely known. The result is that large
amounts of “intangible personalty” are not assessed. Gen-
erally speaking, this kind of property is assessed if owned by
a person so conscientious as to make the sworn return, or by
an estate (or beneficiary thereof) which has lately passed
through probate, but not always by any means are these
estates taxed. It is true, beyond dispute, that many boards
of assessors do some conscientious estimating or “dooming”
in attempts to tax this kind of property, but the results do
not indicate that assessors have come anywhere near finding
it all. In a communication to the House of Representatives
in April, 1913, the Tax Commissioner estimated that not less
than $4,646,000,000 of taxable personal property escapes
taxation. This is only an estimate. Nothing more than an
estimate is possible. The total assessed value of real estate
as reported by the municipalities as of April 1, 1913, is
$3,353,716,536, and of personal property, $1,084,742,120.
Estates of deceased persons coming under our scrutiny show
three and one half times as much personal property as real
estate. This is true of all the estates examined by lis in a
period of four years. Making what appears to be suitable
allowances for exempted property, etc., the conclusion as
above is reached.

A large part of this untaxed (but taxable) property is lo-
cated in the more wealthy municipalities, some of which have
been called “tax dodgers’ retreats.” One cannot escape the
conclusion that in many cases this title is deserved, and the
further conclusion that assessors of some municipalities make
little genuine effort to tax intangible personal property
according to law. There are some indications and there
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is a somewhat widespread belief—that in some municipalities
assessors have privately agreed with certain residents thattheir property will not be assessed. Thus certain towns havebecome the legal residences of men of wealth, to mutual
advantage, the men have been largely untaxed on their per-
sonal property and the towns have benefited because the
bank stocks and Massachusetts corporation stocks owned by
these men have brought large amounts of taxes into the
town treasuries via the State treasury. Thus it comes about
that there is a great variation in tax rates (in 1914 the
highest is $26 and the lowest is $3), and that very large
amounts of wealth tend to settle in the towns having low
rates. Taxation as between the municipalities is thus verv
uneven. It is not a satisfactory answer to say that each
town’s taxes are its own business. Let us see how the
State and county taxes and metropolitan assessments bear
on this question. In 1914 these three items aggregated 21
per cent of the total property taxes of the State. The State
and county taxes are charged against the different munici-
palities according to a table made by the Tax Commis-
sioner and enacted into law. Metropolitan assessments are
charged against the municipalities in the several metropoli-
tan districts according to standards established by statutes,
but the aggregate of these assessments is levied on the prop-
erty as assessed by each municipality. There are several
factors considered by the Tax Commissioner (according to
law) in making the table for the apportionment of State
and county taxes. The principal factor is the assessed
valuation of the municipality as reported by the assessors.
Therefore there is a strong inducement for assessors to make
low r valuations, since thereby the town’s portion of the State
tax will be less. There are municipalities where this con-
sideration has controlled assessors.

But in other municipalities low valuations are impossible
because the revenue requirements are large. Such places
find it necessary to make full valuations in order to secure
necessary revenue, and thereby they subject themselves to
the payment of an undue proportion of the State tax. In
this way the greatest inequality and disproportion as between
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municipalities exist. The apportionment of the several
county taxes among the municipalities of the respective coun-
ties similarly to the State tax accomplishes similar inequali-
ties for similar reasons. It is true that in making up the
basis for the apportionment of the State tax the Tax Com-
missioner may add to the assessed valuations of any munici-
pality such amount as he sees fit. In 1913 he added
altogether some three hundred and fifty millions. With
what result? The addition by the Tax Commissioner of an
amount increases the amount of State tax to be paid by the
municipality; but the municipality assesses this larger
amount not on the property values found by the Tax Com-
missioner, but on the smaller amount the assessors have
reported. Thus directly the taxed property pays a State
tax with reference to itself and also with reference to some
untaxed (but taxable) property. With State and county
taxes aggregating some thirteen millions the inequality and
injustice thus perpetrated is very great.

It is a fact, therefore, that every attempt made by the
lax Commissioner to equalize and make proportional as
between the municipal units the basis upon which State and
county taxes and metropolitan assessments are required to
be paid does increase the inequality and disproportion of
taxation as it affects the property and persons of any and
every municipality. For example, in making up the basis
for the State and county taxes in 1912 the Tax Commis-
sioner added to Brookline’s assessed values some $34,000,000.
The presence of these additional values was not denied by
Brookline. By the additions of the Tax Commissioner the
State tax of Brookline was increased nearly $37,000; but
this amount was in no part assessed upon the $34,000,000
of taxable values found by the Commissioner; these values
were entirely unassessed. This charge, like all others, was
levied only on the property actually assessed.

Further, the Tax Commissioner was able to add only three
hundred and fifty millions to municipal assessments, while
he believes that there is ten to fifteen times as much prop-
erty escaping taxation. This indicates how successfully con-
cealment is accomplished.
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This matter of the State and county taxes is set forth toshow that the Commonwealth has a vital and large interestin taxation, and that there exists under our present tax sys-

tem the greatest disproportion, both intermunicipal and with
relation to persons and property in the same municipality.

Now let us see how the imposition of our taxes affects
various classes of property. Take the typical case of an
estate composed as follows:

Real estate in Massachusetts assessed at $lO,OOO
10,000Mortgage on real estate in New York (5 per cent.),

Cash in bank (drawing interest at 2 per cent.),
Shares of Pennsylvania Railroad Company (bought on 5

10,000

per cent, basis), 10,000
10.000Bonds of State of New York (3j per cent.)

Bonds of a Maine corporation all of whose property is in
Massachusetts (5 per cent)., 10,000

Suppose this estate is situated in a city of Massachusetts
having a $2O rate. The total estate is 160,000; every item
is taxable; accordingly the tax will be $1,200. With rela-
tion to the real estate no serious burden will be imposed
because generally real estate is bought and sold and leased on
the basis of passing the tax on to the tenant. Whatever the
tax on it, it is true, in general, that the income net to the
owner may be set down as 4 per cent, or 5 per cent. Thus
in this case, after the tax has been paid, we assume that the
owner has a 5 per cent, income.

The mortgage secured by real estate in New York is in
essence nothing but an interest in real estate. Our own
statutes thus recognize a mortgage secured by real estate in
Massachusetts and do not undertake to tax both the real
estate and the mortgage. But if the security for the mort-
gage (that is, the real estate) is situated outside of Massa-
chusetts, then our statutes appear to proceed upon the
assumption that thex-e are two values, viz., the value of the
real estate itself, which of course is taxable in New York,
and the value of the mortgage itself, which in such a case
our statutes make taxable here upon its full value. Thus
an estate which owns this mortgage and receives (at 5 per
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cent.) an annual income of $5OO from it is called upon to
pay 1200 in taxes. The net income is therefore $3OO, or
3 per cent. And yet the mortgage generally has value only
because of the value of the New York real estate, itself fully
taxed. This is a clear case of double taxation.

The next item in our estate is cash on deposit, which may
be receiving 2 per cent, interest, certainly not more. It is
not probable that an estate of this kind would have $lO,OOO
of cash on deposit the year round. If it did, however, the
entire income from it would be only $2OO, and the tax would
take the whole of the income for the year.

The next item is the shares of the Pennsylvania Railroad.
This is a foreign corporation and its shares of stock are tax-
able property according to our laws. A first-class stock like
this is bought to yield as low as 4 per cent. In this case we
assume a yield of 5 per cent. Now when our estate pur-
chased this stock, it in effect removed $lO,OOO of wealth or
property entirely from Massachusetts, and caused it to be
located somewhere in the territory occupied by the railroad.
It became a small piece of roadbed, or rails, or a freight car,
or a part of a locomotive; at any rate it left Massachusetts.
It became property subject to taxation where located, or per-
haps part of a franchise exercised entirely outside of Massa-
chusetts, not within our taxing power but subject to taxation
where exercised. For sending its wealth beyond the borders
of Massachusetts and turning it into a part of the property
of the railroad our estate received an engraved piece of paper
called a certificate of stock. This stock has value only be-
cause of the property and rights of the railroad, all of which
are undeniably beyond the taxing power of Massachusetts.
Yet our laws call this certificate, of stock property in the
same way that they call land in Massachusetts property.
They tax the two alike. The income derived by our estate
from this railroad stock is $5OO, and of this amount $2OO
goes for taxes. In this case also the net income is $3OO, or
3 per cent, on the investment.

The next item is the bonds of the .State of New York.
They have been acquired at a price which yields 3j per cent.,
or $350. Of this amount, $2OO is paid for taxes, and the
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net income is $l5O, or 1| per cent. Such bonds are a very
desirable investment. They are sound because of property
and facts entirely outside of Massachusetts. Our estate has
in effect turned over to New York State its property, which
has become part of a public building or a canal or some other
public work. The bond itself is an engraved paper, of no
value except because of the promise of a sovereign State en-
graved thereon, signed and sealed. Yet our tax laws call this
bond property just as they call land in Massachusetts prop-
erty, and they tax the two alike.

The last item in our estate is bonds of a Maine corpora-
tion, all of the property and business of which is located in
Massachusetts. Such bonds are usually issued by a mill cor-
poration, and may be either debentures or bonds secured by
a mortgage upon all the property of the corporation. In the
case of such a corporation the real estate, machinery and the
stock of raw material are all taxable to the corporation, upon
the full value thereof, at the rate prevailing in the munici-
pality where they are located. The rate is likely to be as
much as $2O. The bonds issued by such a corporation have
value only because of the property and business of the corpo-
ration, all of which are situated in this State and all or most
of which are taxable. And yet such bonds for purposes of
taxation are considered the same as land or other actual
property here and are taxed accordingly. In this case the
property is taxed as such, and the bonds which derived their
only or principal value from such property are also taxed.
In our estate the income derived from the bonds is $5OO, and
the tax takes $2OO, leaving a net income of $3OO, or 3 per
cent. Here we have double taxation in its worst form, be-
cause the property and the bonds are both in Massachusetts
and are both taxed here as though there were two values,
whereas in fact there is only one value. It is true that with
reference to the two items of bonds in this estate there may
be an offset in the amount of the debts of the estate, but it
frequently happens that there is no indebtedness; in all
such cases taxation falls exactly as here set forth.

The foregoing illustration of what an estate (whether of
a deceased or a living person) may contain is not fanciful;
it is real and true in all essential respects. It is frequently
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said or believed that estates containing such items of prop-
erty belong only to the rich. This is contrary to the actual
fact. In our administration of the inheritance tax law we
find hundreds of estates small in total value but so composed
that their taxation is similar to that of this example. The
following summary of facts relating to the property of this
estate and its taxation under our laws may be made:

1. The total income of the estate is $2,550; of this amount $1,200
is required for taxes in Massachusetts, or over 47 per cent, of the
whole income.

2. Thirty thousand dollars of the whole estate, or 50 per cent,
(items 2, 4 and 5), represent property entirely outside of Massa-
chusetts for which our estate holds only paper evidence of owner-
ship.

3. Ten thousand dollars of our estate, or 16f per cent, (item 6)
is fully taxed in another form in Massachusetts.

4. Ten thousand dollars of our estate, or 16f per cent, (the cash),
is uninvested capital which under such circumstances cannot be ex-
pected to produce much if any more than is necessary to pay the tax.

If we were to assume other items of property in our estate
for further illustration, we should not thereby add any es-
sential element tothe situation. The facts as set forth show
how uneven and unreasonable the actual operation of our tax
laws may be, for we assume no argument is necessary to con-
vince one that tax laws which absorb 47 per cent, of the in-
come of a typical estate are unreasonable, or to show that
our laws act unevenly if, as in this case, they tax at the same
rate property which is itself in Massachusetts and property
entirely outside of Massachusetts of which only the paper
evidence is here.

It goes without saying that persons who own estates com-
posed as is this one use every proper and some improper
means of keeping it secret from assessors. The statutory re-
quirement that every person
of bis property is observed by
people. The records of the t
public records, however, and i

hall annually file a sworn list
only a small proportion of the
states of deceased persons are
-ssessors generally (though not

always) use these records to assist in taxation by estimate or
doomage. During the past seven years the Tax Commis-
sioner has given information to assessors in hundreds of
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cases; but the cases which he has thus called to the atten-tion of assessors constitutes but a small fraction of the totalwhich must exist in the Commonwealth. Thus in actualoperation our tax laws reach some cases and fail to reach amuch larger number, and there results the greatest dispro-
portion in taxation.

Another fact that argues inequality and disproportion is
the great variation in municipal tax rates. In our example
we assumed a $2O rate, which absorbed in taxes 47 per cent,
of the total income of the estate. Suppose we had assumed
a $26 rate, which was actual in four municipalities in 1914;
then taxes would have absorbed over 61 per cent. We
assume the lowest rate of 1914, viz., $3; then taxes would
have absorbed $lBO or only 7 per cent, of the income. Now
whatever is the reasonable ability of such an estate to pay
taxes it certainly is not 7 per cent, of its income in one
municipality and 61 per cent, of its income in another
municipality. It is undeniable that estates of this kind ex-
ist in many municipalities of varying rates. The estates
are alike in all essential respects, and yet the extent of their
taxation, if they are taxed strictly according to law, differs
greatly and is extremely disproportionate. Under such cir-
cumstances we need only ask the question, “In what munic-
ipalities will such estates tend to locate?” No extended
answer to this question needs to be given. It is well known
that municipalities having low tax rates seek and secure the
location therein of many persons owning considerable prop-
erty; it is equally well known that persons owning small
estates cannot generally leave the industrial cities and towns
where tax rates are always high and secure domicile in the
residential towns which have low rates. This whole situ-
ation of high and low rates shows exceedingly great uneven-
ness and disproportion in taxation and the amount of tax
burden to be borne by people residing in different parts of
the Commonwealth.

The State tax each municipality is required to pay into
the State treasury is raised (as a part of the municipal rate)

by an assessment upon the property in the municipality.
The following table is made up of figures for 1914:
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Amount of
State TaxTotal
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The second column of figures shows that assessed property
in various parts of the Commonwealth contributes varying
amounts to the State tax. Thus in Lancaster each $l,OOO
of assessed property actually paid in 1914 $4,112 into the
State treasury, while in Orleans each $l,OOO paid only
$0,866. Thus so far as the State tax is concerned there is

Brook
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no “proportional” contribution. To have had such con-tributions proportional each $l,OOO of assessed value in theCommonwealth should have paid $1.90 into the State
treasury.

That taxation in Massachusetts as it actually operates is
not equal and proportional is not and cannot be denied bv
any one who is familiar with the facts. There are those
however, who vigorously claim that strict enforcement of our
present tax laws will result in proportional taxation as con-
templated by the Constitution. “The general purpose of
the constitutional provision above quoted is to put the bur-
dens of government equally upon all the people in proportion
to their ability to bear them.” (195 Mass. 609.)

If the capital value of all kinds of property is a reasonably
accurate standard by which to measure the ability of the
individual to support government, then it may be granted
that a strict and uniform enforcement would produce pro-
portional contribution from all property owners in the same
municipality; but, even so, there would follow greater dis-
proportion than now exists between property owners in dif-
ferent municipalities. It is argued that if by enforcement
of our present tax laws we were to increase greatly the
amount of property which is assessed for purposes of taxa-
tion we should thereby materially reduce the tax rates. It
is believed by many that tax rates would thus become per-
haps half of what they now are. It is a fact which I have
observed in many cases during the last five or ten years, and
about which I have absolutely no doubt, that the tax rate in
a given municipality becomes high only after there has been
made more than an average attempt to assess all the property
in the municipality; that is, boards of assessors and city or
town officials try to control the tax rate, rather than primarily
to find all the assessable property. It is generally believed
that a high tax rate is a bad advertisement for a city, and
that all possible efforts ought to be made to keep the tax rate
low. Thus I risk little in saying that long before a tax rate
has become $2O there has been made strong effort to increase
the assessment of taxable property. The effort thus made
by assessors in cities and towns where the tax rate threatens
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to reach, or is in danger of approaching, let ns say, $2O, is
much greater than is a similar effort made in other cities and
towns (especially in the residential towns) where the tax
rate is, let ns say, $lO or $l2, and where such a rate produces
enough revenue to afford to the citizens of the town the best
of everything. Thus it is a fact that enforcement of the tax
statute is more nearly approached in the places where the
tax rate is high than it is in the places where the tax rate is
low. To illustrate; my observation leads me to the conclu-
sion that if we were to assume that 50 per cent, of the tax-
able property is actually assessed in, let us say, Fall River or
Lawrence or Haverhill, we should be entirely justified in
assuming that In Lancaster and Manchester and Brookline
(for example) not over 25 or 20 per cent., or even a smaller
proportion of the total taxable property, is actually assessed.
This situation, which I have observed for many years, the
proof of which is difficult to set forth and yet nevertheless
can be found, tends to demonstrate that if all the taxable
property were suddenly assessed we should find that the tax
rate would be cut in half in some municipalities, and we
should as surely find that the tax rate would be reduced much
more than 50 per cent, in many of our other cities and towns.
And, in general, the cities and towns in which the reduction
would be largest are those places where the tax rate at the
present is the loxvest. The result, therefore, of a sudden en-
forcement of the law by -which all taxable property should be
written upon the assessment books would be a greater diver-
sity than now exists in municipal tax rates. I have no hesi-
tation in saying that the disproportion in taxation borne by
residents of the different cities and towns would be vastly
greater under a rule of strict enforcement than it is under
our present practice. I am bound to say that there is very
little inducement for any board of assessors to enter upon a
campaign of strict enforcement. The risk is too great.
Assessors know of the experience of the city of Malden, and
from it they get little to encourage them. Previous to the
year 1909 the tax rate of the city of Malden had been high,—
in 1907 it was $lB and in 1908 it was $19.20. The assessors
for the year 1909 evidently had a regard for their oaths of
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office which is not always entertained by assessors, and they
appear to have believed it to be their duty to see to it thatall the property of which they could get track was actually
assessed. Accordingly, the amount of property assessed in1909 was increased to such an amount that the tax rate be-
came $15.70. This lower tax rate, however, did not continue.The facts as to the assessment in Malden for a series of years
appear in the following table:

Year. Tax Rate. Assessed Assessed
Personalty. Real Estate.

1808, SID 20 $6,734,100 526,867,400
1809, 15 70 12,751,080 28,438,600
1910, 18 50 10,376,184 30,115,200
1911, ID 40 8,870,036 31,102,200
1812 19 20 8,438,590 31,043,100

These figures tell the story of the experience of Malden
perhaps as well as an extended explanation would tell it. In
1909 considerable doomage was used by the assessors, so that
the amount of personal property actually assessed was very
nearly twice as large as it had been in the previous year. The
amount thus appearing as assessed in 1909 steadily decreased,
and the reason for the decrease wr as primarily that residents
moved away from Malden, carrying with them to another
domicile large amounts of personal property. For one year,
where the rate is lower, even though he is assessed upon the
same amount of personal property, the amount he pays in
taxes is greatly reduced. The difficulties attendant upon a
change of domicile for a person of considerable property are
not great. This fact for all practical purposes serves to estab-
lish a limit beyond which doomage cannot be used. The re-
sult is that the property owner, even though he files no list,
can in far too many cases determine the amount at which his
personal property shall be assessed by a threat, actual or
implied, that if his assessment is too much increased his domi-
cile will be changed. This is a situation confronting all or
nearly all boards of assessors to such an extent that not much
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doomage is used against those owners of considerable amounts
of property who can easily change domicile. It has been
already stated and sufficiently shown that a complete enforce-
ment of our tax laws in all municipalities throughout the
State would not reduce the inequality of taxation as between
the various municipalities but would tend rather to increase
this inequality and disproportion. Thus the tendency of
property owners to remove from places where the tax rate is
high and to settle in other places where the tax rate is lower
would be increased rather than decreased by an enforcement
of the statute.

There also exists another factor which must not be lost
sight of. This is the possibility of removal of residents of
Massachusetts entirely from this State to another. This is
much emphasized, and I am satisfied that within the last few
months, comparatively speaking, it has been much resorted to,
either by actual change of domicile or else by the creation
of trusts under which property is held by trustees, either
natural persons or corporations, located entirely outside of
Massachusetts. It is entirely possible to create such trusts so
as to avoid all taxation in this Commomvealth. lam satisfied
that this practice has been resorted to in a number of large
cases in the immediate past, and that it is likely to be resorted
to much more in the future unless a material modification in
our system of taxation is quickly adopted. It is to be ob-
served that in Rhode Island and Connecticut securities,
credits and cash are fully taxed according to law if they
pay a tax at the rate of $4 on a thousand. In New York
State the taxation is even less. New Hampshire, apparently,
is about to pass a statute which provides for the exemption
of property of these classes, and the taxation of its income
only at the rate of taxation prevailing in the various cities
and towns. If this act becomes a law in New Hampshire
there will result a rate of taxation which will amount to sub-
stantially SI on the thousand of capital value, as compared
with our rates of §2O or even more. The State of Maine has
already modified its Constitution and is apparently about to
adopt a statute which allows for the taxation of credits and
securities at rates other than those applying to the balance
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of the taxable property of the State. With Massachusetts
surrounded by these conditions, and possibilities of legal
domicile under other jurisdiction in accordance with which
it will not be necessary to remove business or actual residence
from Massachusetts to any great extent, it is scarcely to be
conceived that persons of property will continue to reside
here and pay $l6 or $lB or $2O per thousand upon their se-
curities; rather will they go to Rhode Island or Connecticut
and pay $4, in New York even less, in New Hampshire per-
haps $l, or in Maine some small amount not yet actually de-
termined by statute.
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Extract from Report of Special Commission on Taxa-
tion, RELATIVE TO THE 6 PER CENT. RATE.

The Commission is of opinion that the 6 per cent, rate on
income from intangibles provided in the bill which it recom-
mends, will secure a revenue at least as great as that now
secured from intangibles, and probably much larger. Ex-
hibits A and B, showing respectively the amounts of real
estate and of taxable intangibles in estates throughout the
Commonwealth of which statements were filed in the in-
heritance tax department, and the amounts of each of those
kinds of property in estates in Middlesex County whose
inventories have been filed in the registry of probate, show
that there are in the Commonwealth more taxable intangibles
than real estate.

Unquestionably, the figures taken from the estates of
deceased persons, both from the Tax Commissioner’s office
and from the registry of probate of Middlesex County, show
a proportion of real estate to taxable intangibles less than
that in estates of living persons, because it is a well-known
fact that under our present laws many men, after reaching
mature years and contemplating the disposition of their
property after their death, change their investments from
taxables to non-taxables, so that their widows and orphans
may not be compelled to pay the present exorbitant rates.
So many instances of this have come to the attention of so
many people that it must be accepted as a factor in deter-
mining the actual proportion of taxable intangibles to real
estate. On the other hand, it must be conceded that the
ratio of taxable intangibles to real estate is greater in the
estates that pay an inheritance tax than it is in the small
ones which pay no tax. In Middlesex, a large residential
county with few wealthy towns and several manufacturing

Appendix C.
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cities, these small estates are more numerous
in proportion than in Suffolk, with the wealth of Boston
or in Essex, Norfolk, Plymouth or Barnstable. This is
confirmed by the statement on page 63 of Part I. of Public
Document No. 19 of 1914, showing 126,895 dwelling houses
assessed in Middlesex, as compared with 83,488 in Suffolk, the
county having the next largest number. We may safely
conclude that the ratio of taxable intangibles to real estate
in the whole Commonwealth is somewhere between that of
1.84, shown by the returns made to the Tax Commissioner’s
office, and that of 1.08, shown by the inventories in the
Middlesex probate registry.

Taking all the facts above stated into consideration, it
would seem that the correct ratio is half way between the
two. For the sake of a wide margin of safety, however, let
us lean toward the lower figure, and assume that there is in
the whole Commonwealth $1.25 of taxable intangibles for
every $1 of real estate. Following this ratio, which is cer-
tainly conservative, the Commission estimates that the
amount of taxable intangibles in the Commonwealth in 1914
was approximately $4,335,439,495. This is obtained by
multiplying by 1.25 the 1914 real estate figures of $3,468,-
351,596, taken from the April and December assessments,
shown on page 63 of Part 11. of Public Document No. 19.
The Commission is confident that under the provisions for
returns and disclosure contained in the accompanying bill,
a tax can be collected upon not less than 80 per cent, of this
amount, which is again $3,468,351,596. A tax of 6 per
cent, upon the income of this sum, assuming the average
rate of income to be 41 per cent., will be $9,364,549.31.

This estimate is conservative. The ratio of taxable intan-
gibles to real estate here used is probably too low. The Tax
Commissioner and others who have made estimates place
the total taxable intangibles, and therefore the total probable
yield, at a 6 per cent, income tax rate, at much higher
figures.

But even the result shown by the conservative figures of
this Commission is a decided gain over the receipts from
intangible property by local taxation under the present law.

Exhibit C shows that the total of “all other ratable
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estate” assessed in the Commonwealth in 1914 was ap-
proximately $625,701,015. This includes besides intangibles
the $100,000,000 worth of automobiles in the Common-
wealth, as estimated by the Highway Commission, which
cannot and do not escape taxation to any extent, although
they may not be assessed at their full value, also yachts,
motor boats, and such carriages, wagons, books, furniture,
jewelry, and incomes from professions, trades and employ-
ments as do not escape taxation. Although the total of
these is not easily estimated, it is a very large margin of
safety, if the above total of “all other ratable,” $625,701,015,
is taken as the outside estimate of the total intangibles
assessed in the Commonwealth. Indeed, we may subtract
$25,701,015, leaving the outside estimate of assessed intan-
gibles at $600,000,000, and still leave a margin of safet
of upwards of $75,000,000.

It is known, and may be easily verified by comparing the
figures in Exhibit C with the tax rates, that the bulk of in-
tangible property in the Commonwealth is taxed at less than
the average rate. An outside estimate of the average rate
for intangibles is $l5 per thousand. Estimating the in-
tangibles taxed under our present laws as not more than
$600,000,000, $l5 per thousand upon this sum is $9,000,000.

Cut down to the lowest reasonable estimate, therefore, the
proposed 6 per cent, tax on intangibles will yield $364,000
more revenue than is collected under the present law.

As already stated, this estimate purposely errs on the side
of conservatism.

An estimate of a total revenue higher than $25,000,000
from a 6 per cent, rate on the income of intangibles has been
made to the Commission. It is possible hereafter to ascer-
tain the facts with approximate exactness. An examination
of probate records in every county, similar to that conducted
by the Commission in Middlesex, would give a conservative
and fairly accurate estimate of the ratio of taxable intangibles
to real estate in the Commonwealth. The total could then
be obtained in the same way in which the Commission has
made its estimate, by figuring the taxable intangibles at the
same ratio to the total assessed real estate in the Common-
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wealth. The copies of valuation books for 1916, which must
be filed with the Tax Commissioner, will furnish an accurate
total of “all other ratable” within the Commonwealth
from which a conservative estimate of the assessed value of
automobiles, yachts, motor boats, vehicles, books, furniture
and jewelry can safely be subtracted. If the Legislatures of
1916 and 1917 see fit to provide for the necessary expense,
these figures will furnish a basis of calculation that can be
used to make a conservative estimate of revenue, in which
the large margins of safety employed by this Commission
will not be necessary.

Some people have urged the Commission that inasmuch as
a 6 per cent, rate will yield as much revenue as that now ob-
tained from intangibles, or more, a 10 per cent, rate would
yield even a greater revenue, and that in justice to owners of
real estate this greater revenue ought to be obtained. The
Commission believes, however, that there is serious danger
that a 10 per cent, rate would yield not more revenue but
less.

Abundant evidence was offered before the Commission that
a 6 per cent, rate will be acceptable to owners of taxable se-
curities in general, and will not be evaded to any great
extent. Much evidence was offered that a 10 per cent, rate
will be unacceptable to many holders of such securities, and
will therefore inevitably result in changes of investments and
of residence. Statements of the Tax Commissioner, special
commissions and governors, as to loss of revenue from these
causes, are possibly open to criticism as being mere estimates,
but the actual facts stated by assessors in their letters cannot
be ignored. Obviously, if the rate is so high as to be unsat-
isfactory, it will produce the same results that have followed
discovery of taxable securities under our present system.
Furthermore, no system of compulsory returns, even the very
strict provisions recommended by this Commission, can dis-
cover all property, if the owners are determined to keep it
concealed. In the beginning, it is better that the rate should
err on the side of lowmess, if at all. It is more feasible to

advance the rate, after all available property has been dis-
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covered, than to reduce the rate to get back taxable property
which has been driven out of the State.

The Commission believes that it is necessary for this Com-
monwealth to take into consideration the tax laws and prac-
tice of other States which are competing with Massachusetts
for revenue from intangible property.

New York at present taxes bonds by a registration fee, pay-
ment of which exempts the bond for its life. Stocks are not
actually taxed at all in New York, and that State now has
under consideration an income tax law which provides for a
rate of only 2 per cent, on the income from intangible prop-
erty. Rhode Island has a 4-mill tax on the capital value of
securities, which is not enforced by compulsory returns, and
is substantially lower than a 10 per cent, rate on income.
Connecticut and New Hampshire have laws which in their
operation at least are as favorable as the 6 per cent, rate that
this Commission recommends. In the last-named State a law
has been proposed for a tax on the income of intangibles at
local rates, averaging considerably less than 2 per cent.

In all these neighboring states enforcement is so lax that as
a practical matter taxable securities can obtain there lower
taxation than will prevail in this Commonwealth under the 6
per cent, rate with the strict compulsory return provisions
contained in the bill herewith submitted. The Commission
believes, however, that with a 6 per cent, rate the difference
will be so slight as not to cause any substantial loss of busi-
ness or revenue by removal to those other States; but that
with a 10 per cent, rate, much business and much revenue
would inevitably be diverted to New York and the neighbor-
ing New England States.

There is no reason of abstract justice in favor of 10 per
cent, as against 6. Two successive legislatures, almost
unanimously, and the people by an overwhelming vote, have
accepted the principle that intangibles should be taxed at a
different rate from real estate, and by a different method.
There is no reason, therefore, for urging one rate over an-
other as being a little nearer the rate on real estate. The
action of the Legislature and of the people is not only conclu-
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sive in fact, but theoretically just. Securities represent
interests in or debts secured by tangible property, which isitself taxable where situated. They are of no use to their
owners of themselves, but only by virute of the income
yielded by the property they represent. To tax them on
their full value at the same rate as real estate is to double the
tax.






