Initiative Measure No. 69

o

BALLOT TITLE

“Ax Act relating to and requiring the payment of a graduated tax on the in-
comes of persons, firms, corporations, associations, joint stock companies
and common law trusts, the proceeds therefrom to be placed in the siate
current school fund and other state funds, as a means of reducing or
eliminating the annual tax on general property which now provides reve-
nues for such funds; providing penalties for violation; and makirg an
appropriation from the general fund of the state treasury for paying ex-
penses of administration of the act.”

Act relating to taxation; provid-
ing for the levying and coliecting
of an income tax and allocating
the revenues derived therefrom so
as to reduce other taxation; pro-
viding for exemptions and fixing
the basis and rate of tax; provid-
ing procedure and machinery for
the administration thereof; im-
posing certain duties on the state
tax commission; fixing the juris-
diction of the courts in connection
with review and appeal under this
Act; providing for payment of re-
funds; fixing penalties for viola-
tion of this Act; and making an
appropriation for carrying out its
provisions.

Be it enacted by the People of the
State of Washington:

SecrioNn 1. Existing methods of
taxation, primarily based on property
holdings, are inadequate, ineguitable
and economically unsound. Present
conditions point the need of a new sub-
ject matter for taxation, which should
be based on the ability to pay. Earn-
ings for a given period are a fair mea-
sure of such ability.

The people of the State of Washing-
ton, therefore, exercising herein their
supreme power and fundamental right,
declare their purpose hereby to tax all
annual incomes within the state as
such, and not as property.

There shall he assessed, levied, col-
lected and paid annually, a tax on all
net income as hereinafter provided, by
every person residing within the State
of Washington or by his personal rep-
resentative in case of death; and by

every non-resident of the state, upon
such income as is derived from prop-
erty located or business transacted
within the state, except as hereinafter
exempted. Every natural person domi-
ciled in the State of Washington, and
every other ‘natural person whe main-
tains a permanent place of abode with-
in the state or spends in the aggregate
more than seven months of the income
year within the state, shall be pre-
sumed to be residing within the state
for the purposes of determining lia-
bility for income taxes.

Sre, 2. (1) The term “person,” as
used in this act shall mean anid include
natural persons, fiduciaries and cor-
porations, and the word “ecorporation”
shall mean and include corporations,
joint stock companies, associations or
common law trusts organized or con-
ducted for profit, unless otherwize ex-
pressly stated. When used in this act
the term “taxable year” means the cal-
endar year, or the fiscal year ending
during such calendar year, upon the
basis of which the net income is com-
puted as in this act provided. The
term “fiscal year” means an account-
ing period of twelve months ending on
the last day of any month other than
December. The term “taxable year”
includes, in the case of a return made
for a fractional part of a year, the
period for which such return is made.
The term “net income” as used in this
act shall mean “gross income” less al-
lowable deductions.

(2) The term *“gross income,” as
used in this act, shall include:

(a) All rent of Washington real
estate.
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(b) All dividends derived from
stocks and all interest derived from
money loaned or invested in notes,
mortgages, bonds or other evidence of
debt of any kind whatsoever: Pro-
vided, That the term “dividends” as
used in this section shall be held to
mean all dividends derived from stocks
whether paid to its shareholders in
cash or property of the corporation.

1. For purposes of this section
every distribution is presumed to be
made out of earnings or profits to the
extent thereof, and from the most re-
cently accumulated earnings or profits.

2. Any earnings or profits accumu-
lated, or increase in value of property
acerued, before January 1, 1932, may
be distributed exempt from tax, after
the earnings and profits accumulated
after January 1, 1932, have been dis-
tributed; but any such tax-free distri-
bution shall be applied against and re-
duce the cost or other income tax basis
provided in section 2 (5). If such or
any similar tax-free distributions ex-
ceed such cost or other income tax
basis, any excess shall be included
the gross income of the year in which
received.

3. Amounts distributed in liquida-
tion of a corporation shall be treated
as payment in exchange for the stock,
and the gain or loss to the distributee
resulting from such exchange shall be
determined under the provisions of this
paragraph and section 2 (5). No
amounts received in liguidation shall
be taxed as a gain until the distributee
shall have received amounts in ligui-
dation in excess of his cost or other in-
come tax basis provided in section 2
(8), and any such excess shall be
taxed as gain in the year in which re-
ceived, Losses upon liguidation shall
be recognized only in the year in
which the corporation shall have made
its final distribution. For the purposes
of this paragraph a corporation shall
be comnsidered to be liquidating when
it begins to dispose of the assets with
which it carried on the business for
which it was organized and begins to
distribute the proceeds from the dis-
position of such assets, or the assets
themselves, whether or not such dis-
position and distribution is made pur-
suant to resolution for dissolution:
Provided, That any distribution of cur-
rent earnings of a corporation shall
not be considered to be a distribution

in liquidation unless the corporation
making such distribution has ceased
or is about to cease carrying on the
business for which it was organized.

4, All dividends received by any
person paid in any property other than
cash shall be valued at the fair market
value of such property on the date of
the distribution,

5. A dividend paid by a corporation
in its own capital stock shall not be
subject to income tax as a dividend at
the time of its receipt by a stock=
holder; but the sale of such stock may,
result in a gain or loss for income tax
purposes, and the gain or loss from the
sale of such stock and from the sale
of the stock with respect to which it
was issued, shall be determined as pro-
vided in this paragraph and in section
2 (2) (d4). For the purpose of deters
mining the profit or loss on the sale or
other disposition of stock received as a
stock dividend or of the stock with
respect to which such stock dividend
was issued, the cost or other basis of
the old and of the new shares shall be
such proportion of the previous cost
or other basis of the old stock as ig
properly aliocable to each, under regus
lations prescribed by the tax commis.
sion. If before or after the distribue«
tion of any stock dividend, the cors
poration proceeds to cancel or redeem
its stock at such time and in such
manner as to make the distribution
and cancellation or redemption in
whole or in part essentially equivalent
to the distribution of a taxable divie
dend, the amount so distributed in re-
demption or cancellation of the stock
to the extent that it represents a dise
tribution of earnings or profits accumus
lated after January 1, 1932, shall be
treated as a taxable dividend as here
in defined.

(e} All wages, salaries or fees de«
rived from services.

(d) All profits derived from the
transaction of business or from the
sale or other disposition of real estate
or other capital assets; Provided, That
for the purpose of ascertaining the
gain or loss resulting from the sale
or other disposition of property, real
or perscnal, acquired prior to January
1, 1932 the fair market value of such
property as of January 1, 1932, shall
be the basis for determining the
amount of such gain or loss: And pro-
vided jurther, That the basis for
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computing the profit or loss on the
gale of property acquired by gift after
January 1, 1932, shall be the same as
it would have been had the sale been
made by the last preceding owner who
did not acquire it by gift; and in case
the taxing officers are unable to ascer-
tain the cost of the property to such
prior owner, if acquired after January
1, 1932, then the basis shall be the
value thereof at or about the. time it
was acquired by him, and such value
shall he determined from the best in-
formation obtainable. In computing
profit or loss on the sale of property
acquired by descent or by will since
January 1, 1932, the appraised value
of such property in the administration
of the estate of the deceased owner
as of the date of his death shall be
deemed to be the fair market value
of said property at said date. The basis
mentioned above shall in cases of sale
of property be diminished by the
amount of the deduction for exhaus-
tion, wear and tear and depletion
which have, since the acquisition of
the property, been allowed as deduc-
tions under this Act; and such basis
ghall also he diminished by the
amounts of all income deferred by the
taxpaver and used ito reduce property,
and all anticipated losses on such prop-
erty which have been deducted from
taxable income. If property, exclusive
of inventories (as raw materials, goods
in process and finisned goods), as a
result of its destruction in whole or in
part by fire or other casualty, is in-
voluntarily converted into money which
is within one year in good faith, under
regulations prescribed by the tax com-
mission, expended in the replacement
of the property destroyed or in the ac-
quisition of other property similar or
related in service or use to the prop-
ertv so destroved, or in the estabiish-
ment of a replacement fund which,
within two years from the date of the
fire or other casually is actually ex-
pended te replace the” property de-
stroyved or in the acquisition of other
property similar or related in service
or use to the properiy destroved, no
£ain shall be recognized, and in the
case of gain the property so replaced
or acquired, for purposes of deprecia-
tion and all other purposes of taxation,
shall be deemed to take the place of
the property so destroyed. If any part
of the money is not so expended, the

gain, if any, shall be recognized, but in
an amount not in excess of the money
which is not so expended. A replace-
ment of property by an insurance coms=
pany shall be deemed to be an ex-
penditure by the taxpayer of insurance
moneys received by him from the in-
surance company for the purpose of
this subsection.

(e) All royalties derived from mined
or the possession or use of franchises
or legalized privileges of any kind.

(f) If any transfer of a reserve or
other account or portion thereof is in
effect a transfer to surplus, so ‘much
of such transfer as has been accumu-
lated through deductions from the
gross or taxable income of the years
open to audit under sections 10 and 11
shall be included in the gross or tax-
able income of such years, and so
much of such transfer as has been ac-
cumulated through deductions from
the gross or taxable inceme of the
vears following January 1, 1932, and
not open to audit under sections 10
and 11 shall be included in the gross
or taxable income of the vear in which
such transfers were effected.

(g) Life insurance paid to the in-
sured, and insurance paid to a cor-
poration or partnership upon pelicies
on the lives of its officers, partners or
emnlovees, after dedueting from such
insurances the cash surrender value
thereof on January 1, 1932, and all net
premiums paid thereafter and not de-
ducted on Washington income tax re-
turns.

(h) And all other gains, profits or
income of any kind derived from any
source whatever, except such as are
hereinafter exempted.

(i) 1. No gain or loss shall be
recognized if stock or securities in a
corporation a party to a reorganiza-
tion are, in pursuance of the plan of
reorganization, exchanged solely for
stock or securities in such corporation
or in another corporation a party to
the reorganization.

2, No gain or loss shall be recog-
nized if a corporation a party to re-
organization exchanges property, in
pursuance of the plan of reorganiza-
tion, solely for stock or securities in
another corporation a party to the re-
organization,

3. No gain or loss shall be recog-
nized if property is transferred to a
corporation by one or more persons
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golely in exchange for stock in such
corporation, and immediately after the
exchange such person or persons are
in control of the corporation: but in
case of an exchange by two or more
persons this paragraph shall apply
only if the amount of the stock re-
ceived by each ig substantially in pro-
portion to his interest in the property
prigr to the exchange.

4, Tf there is distributed, in pur-
guance of a plan of reorganization to
a stockholder in a corporation a party
to the reorganization, stock or securi-
ties in such corporation or in another
corporation a party to the reorganiza-
tion, without the surrender by such
shareholder of stock or securities in
such a corporaticn, no gain to the dis-
tributee from the receipt of such stock
or securities shall be recognized.

5. The distribution, in pursuance of
a plan of reorganization, by a corpora-
tion a party to the reorganization, of
its stock or securities, or stock or se-
curities in a corporation a party to
the reorganization, shall not be con-
sidered a distribution of earnings or
profits for the purpose of determining
the taxability of subseguent- distribu-
tions by the corporation.

6. The term “reorganization” meang
(a) a merger or consolidation (includ-
ing the acquisition by one corporation
of at least a majority of the voting
stock and at least a majority of the
total number of shares of all other
classes of stock of another corporation,
or substantially all the properties of
ancther corporation), or (b) a trans-
fer by a corporation of all or a part
of its assets to anrother corporation if
immediately after the transfer the
transferor or its stockholders or both
are in control of the corporation to
which the assets are transferred, or
(c) a recapitalization, or change in
the form of capitalization, or (d) a
mere change in identity, form or place
of organization, however affected.

7. The term “a party to a reorgani-
zation" includes a corporation result-
ing from a reorganization and includes
both corporatlons in the case of an
acquisition by one corporation of at
least a majority of the voting stock
and at least a majority of the total
number of shares of all other classes
of stoek of another corporation.

8. As used in this section the term
“control” means the ownership of at

least eighty per cent of the voting
stock and at least eighty per cent of
the total number of shares of all ether
classes of stdck of the corporation.

(i) 1. If property involved in trans-
actions described in section 2 (i) 1, 2,
(other than stock or securities in a
corporaticn a party to the reorganiza-
tion) was aequired by a corporation
in connection with the reorganization,
and immediately after the transfer an
interest or control in such property of
eighty per cent or more remained in
the same persons or any of them, then
the basis for determining gain or loss,
depletion or depreciation shall be the
same as it would be in the hands of
he transferor. This paragraph shall
be applicable only when the transac-
tion involved was treated for income
tax purposes as provided in section 2
(i) 1, 2,

2. 1f property (other than stock or
securities in a corporation a party to
reorganization) was acquired by a cor-
poration by the issuance of its stock
or securities in connection with a
transaction described in section 2 the
basis shall be the same as it wonld
be in the hands of the transferor. This
paragraph shall be applicable only
when the transaction involved was
treated for income tax purposes as
provided in section 2, (i) 1, 2.

3. If the property consists of stock
or securities distributed to a taxpayer
in connecticn with a trapsaction de-
seribed in section 2 (i) 4 the basis in
the case of the stock in respect of
which the distribution was made shahll
be apportioned as in the case of stock
dividends. This paragraph shall be
applicable only when the transaction
involved was treated for income tax
purposes as provided in section 2, (i)
4,

(3) (a) Persons who customarily
estimate their incomes or profits on a
basis other than cash receipts and dis-
bursements, may, with the consent and
approval of the tax commission, return
for assessment and taxation the in-
come or profits earned during the in-
come vyear, in accordance with the
method of accounting regularly em-
ployed in keeping their books, except
as hereinafter provided; but il no such
method of accounting has heen em-
ployed, or if the method used does not
clearly reflect the income taxable under
this act, the computation shall be made
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upon such basis and in such manner
as in the opinion of the tax commis-
pion will clearly reflect such income.

(b) The terms “paid” or “actuaily
paid,” as used in-this act, are to be
construed in each instance in the light
of the method used in computing tax-
able income whether on the acerual
or receipt basis; Provided, That the
deduction for federal income and ex-
cess profits taxes shall be confined to
cash payments made within the year
covered by the income tax return, and
that reserves for contingent losses or
liabilities shall not be deducted.

(e¢) For the purposes of taxation in-
come from merecantile or manufactur-
ing businesses, not requiring appor-
tionment under section 2 (3) (d) shall
follow the situs of the business from
which derived. Income derived from
rentals and royalties from real estate
or tangible personal property, or from
the operation of any farm, mine or
quarry, or from the sale of real prop-
erty or tangible perscnal property shail
follow the situs of the property from
which derived. All other income, in-
cluding royalties from patents, income
derived from personal services, pro-
fessions and vocations and from land
contracts, mortgages, stocks, bonds and
securities or from the sale of similar
intangible personal property, shall fol-
low the residence of the recipient, ex-
cept as provided in section 9.

fd) Persons engaged in business
within and without the state shall be
taxed only on such income as is de-
rived from business iransacted and
property located within the state. The
amount of such income apportionable
to Washington may he determined by
an allocation and separate accounting
thereof, when, in the judgment of the
tax commission, that -1methed will rea-
sonably reflect the income properiy as-
signable to this state, but otherwise
in the following manner: There shall
first be deducted from the total met
income of the taxpayer such part there-
of (less related expenses, if any) as
follows the situs of the property or
the residence of the recipient: Pro-
vided, That in the case of income
which follows the residence of the
recipient, the amount of interest and
dividends deductable under this pro-
vision shall be limited to the tota! in-
terest and dividends received which
are in excess of the total interest (or

related expenses, if any) paid and al-
lowable 'as a deduction under section
3 during the income year. The remain-
ing net income shall be apportioned to
Washington en the bhasis of the ratio
obtained by taking the arithmetical
average of the following three ratios:

1. The ratio of the tangible prop-
erty, real, personal, and mixed. owned
and used by the taxpayer in Washing-
ton in connection with his trade or
business during the income year to the
total of such property of the taxpayer
owned and used by him in connection
with his trade or business everywhere.
Cash on hand or in bank, shares of
stock, notes, bonds, accounts receiv-
able, or other evidence of indebted-
ness, special privileges, franchises,
good will, or property the income of
which is not taxable or is separately
allocated, shall not be considered tangi-
ble property nor included in the ap-
portionment.,

2. In the case of persons engaged in
manufacturing or in any form of col-
lecting, assembling, or processing
goods and materials within this state,
the ratio of the total cost of manufac-
turing, collecting, assembling, or proe-
essing within this state to the total
cost of manufacturing, or assembling,
or processing everywhere. The term
“cost of manufacturing, collecting, as-
sembling, or processing within this
state and everywhere,” as used herein,
shall be interpreted in a manner to
conform as nearly as may be to the
best accounting practice in the trade
or business. Unless in the opinion of
the tax commission the peculiar eir-
cumstances in any case justified a dif-
ferent treatment, this term shall bhe
generally interpreted to include as ele-
ments of cost within this state the fol-
lowing:

a. The tatal cost of all goods, ma-
terials, and supplies used in manufaec-
turing, assembling, or processing with-
in this state regardless of where pur-
chased.

b. The total wages and salaries paid
or incurred during the income year in
this state in such manufacturing, as-
sembling, or processing activities.

¢. The total overhead or manufac-
turing burden properly assignable ac-
cording to good accounting practice to
such manufacturing, assembling, or
processing activities within this state.

3. In the case of trading, mercantile,
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or manufacturing eoncerns the ratio of
the total sales made through or by
offices, agencies, or branches located in
‘Washingtan during the income year
to the total net sales made everywhere
during said income year.

4. Where, in the case of any person
engaged in business within and with-
out the State of Washington and en-
titled to an apportionment of his in-
come ag herein provided, it shall be
shown, to the satisfaction of the tax
commission, that the use of any one of
the "three ratios above provided for
gives an unreasonable or ineguitable
final average ratio because of the fact
that such person does not employ, to
any appreciable extent in his trade or
business in producing the income
taxed, the factors made uvse of in ob-
taining such ratio, this ratio may with
the approval of the tax commission, be
omitted in obtaining the final average
ratio which is to be applied to the re-
maining net income.

5. As used in this section the word
“sales” shall extend to and include ex-
change, and the word “manufacturing”
shalil extend to and include mining and
all processes of fabricating or of cur-
ing raw materials, If the income of
any such person properly assignable
to the State of Washington can not be
ascertained with reasonable certainty
by either of the foregoing methods,
then the same shall be apportioned and
allocated under such rules and regula-
tions as the tax commission may pre-
scribe.

(e) A foreign corporation transact-
ing business in the State of Washing-
ton shall be deemed a resident of this
state for income tax purposes, and its
income shall be determined and as-
sessed as if it were incorporated under
the laws of Washington notwithstand-
ing its domicile is elsewhere.

(4) Whenever in the opinion of the
commission the use of inventories is
necessary in order to clearly determine
the income of any person, inventory
shall be taken by such person upon
such basis as the commission may pre-
scribe, conforming as nearly as may
be to the best accounting practice in
the trade or business and most clearly
reflecting the income.

{5) (a) Individuals ecarrying on
business in partnership shall be liable
for income tax only in their individual
capacity. There shall be included in

computing the income of each partner
his distributive share, whether dis-
tributed or not, of the net income of
the partnership for the income year.
Partners shall be required .to file in-
dividual returns on the basis of a fis-
cal or calendar year which coincides
with that upon which the partnership
return is filed.

(b) The net income of the partner-
ship shall be computed in the same
manner and on the same basis as pro-
vided for computation of the income
of persons other than corporations.

Sec. 3. Every corporation, joint
stock company or association shall be
allowed to make from its gross income
the following deduections:

(1) Payments made within the year
for wages of employees and salaries of
officers if reasonable in amount, for
services actually rendered in produe-
ing such income: Provided, There be
reported the name, address and amount
paid each such employvee or officer re-
siding within this state to whom a
compensation of eight hundred dollars
or more shzall have been paid during
the assessment vear.

(2) Other ordinary and necessary
expens=2g and cash bonuses to em-
plovees, actually paid within the year
out of the income in the maintenance
and operation of its business and prop-
erty, a reasonable allowance for the
exhaustion, wear and tear of property
used in the trade or business, includ-
ing a reasonable allowance for obsoles-
cence.

In the case cf mines, other natural
deposits (cxcept oil and gas wells),
and timber, a reascnable allowance for
depletion and for depreciation of im-
provements, according to the peculiar
conditions in each case, based upon
cost including cost of development not
otherwise deducted: Provided, hoio-
ever, That in the case of such prop-
erties acquired prior to January 1,
1932, the -fair market value of the
property (or the taxpayer's interest
therein) on that date shall be taken
in lieu of cost up to that date: Pro-
vided, further, That in the case of
mines discovered by the taxpayer on
or after January 1, 1932, and not ac-
quired as the result of a purchase of
a proven tract or lease, where the fair
market value of the property is ma-
terially disproportionate to the cost,
the depletion allowance shall be based

(31)



Initiative Measure No. 69

unon the fair market value of the
property at the date of the discovery
or within thirty days thereafter; but
such depletion allowance based on dis-
eovery value shall not exceed fifty per-
centum of the net income of the tax-
pover (computed without allowance for
depletion) from the property upon
which the discovery was made, except
that in no case shall the depletion al-
Jowance be less than it would be if
eomputed without reference to discov-
ery value; and including also interest
paid during the year in the operation
of the business from which its income
js derived: Prowvided, The debtor re-
ports the amount o paid, the form of
the indebtedness, together with the
names and addresses of the parties to
whom interest was paid, in the man-
ner provided in subsection (3) of Sec-
tion 8.

(3) Losses actually sustained with-
in the year and not compensated by
insurance or otherwise: Provided, That
1o loss resulting from the operation of
business condurted without the state,
or the ownerzhip of property located
twithout the state, may be allewed as a
deduction, And provided further, That
no loss may be allowed on the sale of
property purchased and held for pleas-
ure or recreation and which was not
acquired or used for prefit, but this
proviso shall not be censtrued to ex-
clude losses due to theft or to the de-
struction of property by fire, flood or
other casual'ty. No deduction shall be
allowed under tuis paragraph for any
loss claimed to have been sustained in
any sale or other disposition of shares
of stock or securities where it appears
that within thirty davs before cr after
the date of such sale or other disposi-
tion the taxpayer has acquired (other-
wise than by bequest or inheritance)
or has entered into a contract or cp-
tion to acquire substantially identical
property and the property so acquired
is held by the taxpayer for any peried
after such sale or other disposition.
Property of or debts due any lanking
corporation or association, trust com-
pany, mutual savings bank or savings
and lean association, ordered charged
off or charged down during the taxable
vear by the examining or supervisory
department required by law to ex-
amine and supervise such corporations
and (or) associations shall be accepted
as ascertained losses for the taxable

yvear to the extent of such orders. Any
amounts subsequently realized on such
charge offs or charge downs, over and
above the order on the particular item,
shall be returned for the taxable year
in which such realization takes place.

(4) Taxes other than assessments
for local improvements, paid during
the year upon the business or property
from which the income taxed is de-
rived, including therein taxes {mposed
by the State of Washington and the
government of the United States as in-
come, excess or war profits and capi-
tal stock taxes or other taxes imposed
by the government of the TUnited
States: Provided, That such portion of
the deduction for federal income and
excess profits taxes as may be allow-
able shall be confined to cash payments
made within the year covered by the
income tax return: And provided
further, That income taxes imposed by
the St:te of Washington shall acerue
for the purpose of this suhsection only
in the year in which such taxes are
assessed.

(5) Dividends, except these provided
in gection 2 (2) (h) 2 and 3, received
from any corporation conforming to
sll of the requirements of this suhsec-
tion. Suech corporation must have filed
income tax returns as required by law
and the income of such corporation
must be subject to the income tax law
of tha state. The principal business of
the corporation must be attributable to
Washingion and for the purpose of
this subsection any corporaztion shall
be considered as having its prineipal
business attributable to Washingion if
fifty percent or more of thie entire net
income or loss of such corporation
after adjustment for tax purposes (for
the year preceding the payment of such
dividends) was used in computing the
average taxable income provided by
this act. If the net incomes of several
affiliated corporaticns have been com-
bined for the purpose of determining
the amount of income subject to taxa-
tion under the statute, the lozation of
the principal business of such group
shall determine the taxable status of
dividends paid, but inter-company divi-
dends passing between affiliated cor-
porations whose incomes are included
in the taxable income of the group,
shall not be assessed as group income.

{6) Amounts distributed to patrons
in any year, in proportion to their
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patronage of the same year, by any
corporation, joint stock company or
association doing business on a co-op-~
erative basis (hereinafter called “com-
pany”), shall be returned as income
or receipts by said patrons but may
be deducted by such company as cost,
purchase price or refunds: Provided,
That no such deduction shall be made
for amounts distributed to the stock-
holders or owners of such company in
proportion to their stock or ownership,
nor for amounts retained by such com-
pany and subject to distribution in
proportion to stock or ownership as
distinguished frem patronage.

(7) Contributions or gifts made
within the year to the state or any
political subdivision thereof for exclu-
gively public purposes, or to any cor-
porations, community chest fund,
foundation, or associations, operating
within this state, organized and op-
erated exclusively for religicus, chari-
table, scientifiz or educational pur-
poses, or for the prevention of cruelty
to children or animals, no part of the
net income of which inures to the bene-
fit of any private stockholder or indi-
vidual, to an amount not in excesz of
ten per centum of the taxpayer’s net
income of the ealendar er fiscal year
as computed without the benefit of
this subsection.

Sec. 4. Persons other than corpora-
tions, in reporting incomes for pur-
poses of taxation, chall be allowed the
follewing deduetions:—

(1) Payments made within the year
for wages or other compensation for
services actually rendered in carrying
on the profession, occupation or busi-
ness from which the income is darived.
But no deductions shall be made for
any amount paid for services zctually
rendered in the carrying on of the pro-
fession, occupation or business from
which the income is derived unless
there be reported the name and address
and amount paid each person to whom
a sum of eight hundred doilars or
more shall have been paid for services
during the assessment year. No dedue-
tion shall be allowed under this section
for any amonunts expended for per-
sonal, living or family expenses.

(2) The ordinary and necessary ex-
penses actually paid within the year
in ecarrying on the profe:sion, occupa-
tion or business frem which the in-
come is derived, including a reascn-

able allowance for depreciation by use,
wear and tear of the property from
which the income is derived, and in
the case of mines and quarries an al-
lowance for depletion of ores and other
natural deposits on the basis of their
actual original cost in cash or the
equivalent of cash.

(3) Losses actually sustained within
the yvear and not compensated by in-
surance or otherwise: Provided, That
no loss resulting from the operation of
business conducted without the state,
or the ownership of property located.
without the state, may be allowed as a
deduction: And provided further, That
no loss may be allowed on the sale of
property purchased and held for pleas-
ure or recreation and which was not
acquired or used for profit, but this
provigo sha!l not be construed to ex-
clude lozzes due to theft or to the de-
structicn of the pronerty by fire, fiood
or other casnalty. No deduction shall
be allowed under this paragraph for
any loss claimed to have been sns-
tained in any sale or other disposition
of shares of stozk or securities where it
appears that within thivty davs before
or after the date of such sale or other
disposition the taxpayer has acqguired
(otherwise than by beguest or inneri-
tance) or has entered into a contract
or option to acanire substantially iden-
tical property and the property so ac-
quired is held by the taxpaver for any
period afier such sale or cther dispesi-
tion.

(4) Dividends, except those pro-
vided in scctign 2 (2) (h) 2 and 3, re-
ceivel frem any corporation conform-
ing to a'l of the requivements of this
subsection. Such eorporation must have
filed income tax returns as rejquired by
law and the income of such corpora-
tion must be subject to the income tax
law cof this state. The principal busi-
ness of the corporation must be atfrib-
utable to Washington and for the pur-
pose of this subsecticn any corporation
chall be considered as having its prin-
cipal business attributab.e to Washing-
ton if fifty per cent er more of the en-
tire net income or loss of such corpora-
tion after adjustment for tax purposes
(for the year preceding the payment of
such dividends) was uced in computing
the average taxable income provided by
this act. If the net incemes of several
affiliated corporations have been com-
bined for the purpose of determining
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the amount of income subject to taxa-
tion under the statute, the location of
the principal business of such group
shall determine the taxable status of
dividends paid, but inter-company divi-
dends passing between affiliated corpor-
ations whose incomes are included in
the taxable income of the group, shall
not be assessed as group income.

(5) Interest paid within-the year on
existing indebtedness: Provided. The
debtor reports the amount so paid, the
form of the indebtedness, together with
the name and address of the creditor.
But no interest shall be allowed as a
deduction if paid on an indebtedness
created for the purchase, maintenance
or improvement of property, or for the
conduct of a business, unless the in-
come from such property or business
would be taxable under this act.

(6) Taxes other than inheritance
and assessments for local improve-
ments upon the property or business
from which the income hereby taxed
is derived paid by such persons during
the year, including therein taxes im-
posed by the State of Washington or
the United States government as in-
come taxes: Provided, That such por-
tion of the deduction for federal in-
come taxes as may be allowable shall
be confined to cash payments made
within the year covered by income tax
return: And provided further, That
income taxes imposed by the State of
Washington shall acerue for the pur-
poses of this suhsection only in the
year in which such taxes are assessed.

(7) Contributions or gifts made
within the year to the state or any po-
litical subdivision thereof for exclu-
sively public purposes, or to any cor-
poration, community chest fund, foun-
dation, or association operating within
this state, organized and operated ex-
clusively for religious, charitable, sci-
entific, or educational purposes, or for
the prevention of cruelty to children or
animals, no part of the net income of
which inures to the benefit of any pri-
vate stockholder or individual, to an
amount not in excess of ten per centum
of the taxpayers’ net income of the cal-
endar or fiscal year as computed with-
out the benefit of this subsection.

Sec. 5. (1) There shall be exempt
from taxation under this act income
as follows, to-wit:
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(a) Pensions received from the
United States.

(b) All inheritances, devises, be-
quests, and gifts received during the
Year,

(c) All insurance received by any
person or persons in payment of a
death claim by any insurance company,
fraternal benefit society or other in-
surer, except insurance paid to a cor-
poration or partnership upon the poli-
cies on the lives of its officers, partners
or employees.

(d) Income of all mutual savings
banks, mutual loan corporations, build-
ing and loan or savings and lean asso-
ciations or societies (except sums cred-
ited to guaranty fund, contingent fund
or other reserves of all such corpora-
tions or associations), religious, scien-
tifie, educational, benevolent or other
corporations or associations of individ-
uals not organized or conducted for pe-
cuniary profit.

(e) Income received by the United
States, the state and all ecounties, cities,
villages, school districts or other politi-
cal units of this state.

(f) All other income which may be
exempt from a state income tax under
the constitution and laws of the United
States or constitution of the State of
Washington.

(2) There shall be deducted from
the tax, after the same shall have been
computed according to the rates in
section 6, a personal exemption for nat-
ural persons:

(a) For an individual, eight dollars.

(b) For husband and wife or head
of a family, seventeen dollars and fifty
cents. For the purpose of this act, the
term “head of a family” means a nat-
ural person who maintained a house-
hold and supported therein himself and
one or more persons who were depen-
dent upon him for support.

(¢) For each child under the age of
eighteen years who is actually sup-
ported by and dependent upon the tax-
payver for his support, an additional
four dollars.

(d) For each additional person who,
by reason of mental or physical dis-
abiljty, is actually supported by and
entirely dependent upon the taxpayer
for his support an additional four dol-
lars. In computing taxes and the
amount of taxes payable by persons re-
siding together as members of a fam-
ily, except as provided in section 8 (4)
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(), the income of the wife and the
income of each child under eighteen
years of age shall be added to that of
the husband or father, or if he be not
living, to that of the head of the fam-
ily and assessed to him except as here-
inafter provided. The taxes levied
shall be-payable by such hushand or
head of the family, but if not paid by
him may be enforced against any per-
son whose income is included within
the tax computation provided for sep-
arate returns.

(e) The personal exemptions pro-
vided by this section shall be deter-
mined by the personal status of a tax-
payer on the last day of the year in-
cluded in the computation of income
except as otherwise provided in this
act.

(3) (a) There shall be deducted
from the tax payvahble by any natural
person, after the tax shall have been
computed according to the rates in
section 6, a sum equal to the ¢d val-
orem tax accruing and paid by such
taxpayer, during the year for which
the return is made, on the premises,
either urban or rural, occupied by him
as a residence duving such taxable
year, such deduction, however, not to
exceed the sum of fifty dollars, This
deduction shall not apply as to taxes
paid on premises rented or leased to
the taxpayer.

(b} There shall be deducted from
the tax pavable v any person, after
the same shall have been computed ac-
cording to the rates in section 6, a sum
equal to the ad valorem taxes (less the
amount of any deduction for tax paid
on the taxpayer’s bome) on real and
tangible personal property saccruing
and paid by the taxpaver to the State
of Washington or any taxing unit
therein, during the year for which the
return is made: Provided. howcver,
That such sum deducted shall in no
event exceed 59 per cent of the tax
otherwise payable.

Src. 6. (1) The tex to he assessed,
levied and collected annually upon the
taxable incomes of all persons shall be
computed at the following rates, to-wit:

(2) On the first one thousand dol-
lars of taxable income or any part
thereof, at the rate of one per cent.

{b) On the second one thousand dol-
lars or any part thereof, one and one-
fourth per cent.

(c) On the third one thousand dol-

lars or any part thereof, one and one-
half per cent.

(d) On the fourth one thousand dol-
lars or any part thereof, two per cent.

(e) On the fifth one thousand dol-
lars or any part thereof, two and one-
half per cent.

(f) On the gixth one thousand dol-
lars or any part therecf, three per cent.

(g) On the seventh one thousand
dollars or any part thereof, three and
one-half per cent.

(h) On the eighth one thousand dol-
lars or any part thereof, four per cent,

(i) On the ninth one thousand dol-
lars or any part thereof, four and one-
half per cent.

(i) On the tenth one thousand dol-
lars or any part thereof, five per cent.

(k) On the eleventh one thousand
dollars or any part thereof, five and
one-half per cent.

(1) On the twelfth one thousand dol-
lars or any part thereof, six per cent.

(m) On apy sum of taxable income
in excess of twelve thousand dollars,
seven per cent.

(2) (a) In assessing back taxes in-
terest shall be added to such taxes at
the rate of six per cent per annum
from the fifteenth day of March fol-
lowing the year they first became as-
sessalile to the date on which such back
taxes when subsequently assessed will
beccme delinquent, if unpaid.

(b) In crediting overpayments of
income tax against underpayments or
against taxes to he subsequently col-
lected and in making refunds of such
taxes, interest shall be added at the
rate of gix per cent per annum from
the fifteenth day of March following
the date of the payment of such taxes
until the date on which such overpuay-
ment was entered on the tax roil

Sec. 7. The salaries of all deputies,
assistants or other employees of the
state tax commission shall be fixed by
the tax commission and all such sal-
aries, with all other expenditures nec-
essary in the enforcement of this act,
cshall be audited and paid out of the
state treasury in the same manner as
other similar salaries and state ex-
penses are audited and paid. In the
case of hearing held in any county, the
beard of county cormissioners when
requested so to do by the tax commis-
sion ghall provide a suitable room or
rooms in the court house or other con-
venient building at the county seat for

(35)



Initiative Measure No. 69

the ecommission’s use and the county
ghall be entitled to a reasonable rental
therefor.

Sec. 8. (1) The tax commission
shall assess incomes as provided in
this act and in the performance of such
duty shall make such rules as shall be
necessary and not in conflict with this
act and shall provide necessary forms
and blanks which shall be used by per-
sons reporting incomes.

(2) Lizbility to taxation for income
which follows the residence of the re-
cipient in the case of persons other
than corporations, who move into or
out of the state within the year, shall
be determined for such year by the ra-
tio of time which the residence of such
taxpaver in the state bears {o the en-
tire calendar or fiscal year. The de-
ductions for personal exemptions pro-
vided for in section 5 shall be prorated
on the basis of the time of residence
within and without the state. The net
income of such person assignable to the
state for such year shall be used in de-
termining the income subject to assess-
ment under this Act.

(3) Every corporation, whether tax-
gble under this act or mot, shall fur-
nish to the tax commission on forms
provided by it a true and accurate
statement, on or before March fifteenth
of each year (except that returns for
fiscal years ending on some other date
than December thirty-first, shall be fur-
nished within seventy-five days after
the last day of such fiseal year) in
such manner and form and setting
forth such facts as said commission
shall deem necessary to enforce the
provisions of this act. Such statement
shall be made upon the oath or affirma-
tion of the president, vice-president, or
other principal officer and the treasurer
of =aid corporation, and in the case of
corporations in liguidation or in the
hands of a receiver, such return shall
be made upon the oath or affirmation
of the person responsible for the con-
duct of the affairs of such corperation.
All corporations doing business in this
gtate shall also file with the tax com-
mission on or before March fifteenth of
each year on forms prescribed by the
tax commission, a statement of such
transfers of its capital stock as have
been made by or to residents of this
state during the preceding calendar
year., Such schedule shall contain the
name and address of the seller and the

purchaser, date of transfer, and the
number of shares of stock transferred;
and such corporations shall also file
with the tax commission on or before
March fifteenth of each year any infor-
mation relative to payments made
within the preceding calendar year to
residents of this state, of salaries,
wages, fees, rents, royalties, interest,
dividends and liquidating dividends in
amounts and in the manner and forms
preseribed by the tax commissicn, Any
corporation failing to file any such
statement or form shall be subject to a
fine of not more than five hundred dol-
lars,

(4) (a) Whenever in the judgment
of the tax commission any person other
than a corporation shall be subject to
income tax under the provisions of this
act, the tax commission shall notify
such perzon to make report to it on or
before March fifteenth of each year in
such manner and form as the tax com-
mission shall prescribe, specifying in
detail the amounts of income received
by him from all sources, together with
the amounts of income received by his
dependents, his wife, (except as pro-
vided in section 8 (4) (c) ) and each
child under eighteen years of age re-
siding with him as members of the
family, and such other infotrmation as
the commission shall deem necessary
to enforce the provisions of this Act.
Every person other than a corporation
who receives during the year a net in-
come of eight hundred dollars or over,
if single; seventeen hundred-fifty dol-
lars or over, if married; or a gross in-
come of twenty-five hundred dollars or
over, regardless of the amount of his
net income, must on or hefore March
fifteenth of each year, report the same
in the manner and form herein pro-
vided to the tax commission whether
notified to do so or not, on forms pro-
vided by the tax commission and shall
be subject to the same penalties for
failure to report as those who receive
notice: Provided, however, That noth-
ing contained in this section shall pre-
clude the tax commission from requir-
ing any person other than a corpora-
tion to file an income tax return when
in the judgment of the tax commission
a return should be filed,

(b) If any person required under
this chapter to file an income tax re-
turn fails to file such return within the
time prescribed by law, or as extended
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under the provisions of subsection (7)
of this section, the tax commission shall
add to the tax of such person ten dol-
lars in the case of corporations and five
dollars in the case of persons other
than corporations; and if no tax is as-
sessed against such person the amount
of this fee shall be collected as income
taxes are collected, and no person shall
be allowed in any action or proceeding
to contest the imposition of such fee.

(c) Husband and wife may fife sep-
arate returns or join in a single joint
return, each treating one-haif of the
community inecome as his or her respec-
tive income and, in that event, the ex-
emptions and deductions provided for
in subsections (2) and (2) of section
5 shall be allowed but once and divided
equally., When separate returns are
made, separate tax statements shall be
issued to husband and wife.

(5) Every partnership shall furnish
to the tax commission a true and ac-
curate statement, on or hefore March
fifteenth of each vear, except that re-
turns for fiscal years ending on some
other date than December thirty-first,
shail be furnished within seventy-five
days after the last day of such fiscal
Year, in such manner and form and set-
ting forth such facts as the tax com-
mission shall deem necessary to en-
force the provisions of this chapter.
Such statement shall e made upon the
oath or affirmation of one of the mem-
bers of said partnership.

(6) In case of the failure on the
part of any person to make a report of
income within the time and in the
manner prescribed by law, the tax com-
mission may enter an assessment
against said person upon ten davs' no-
tice in writing in sueh sum as the tax
commission may deem just and equita-
ble. After the entrv on such assess-
ment the person assessed shall be for-
ever barred from questioning the cor-
rectness of the same in any action or
Pproceeding,

(7) In case of neglect oceasioned by
the sicknessg or absence of a person, or
of an officer of any cecrporation re-
quired to file a return, or for other suf-
ficient reason, the tax commission may
on written request allow guch further
time for making and delivering such
return as they may deem necessary not
to exceed thirty days.

(8) Any person required to make an
income tax return, who shall fail, neg-

lect or refuse to do so in the manner
and form and within the time pre-
serihed by this Aect, or shall make
a return that does not disclose his en-
tire taxable income, shall be assessed
by the tax commission according to its
best judgment,

(9) Any person failing to make an
income tax report or making an incor-
rect income tax report, with intent in
either case to defeat or evade the in-
come tax assessment required by law,
shall be assessed at twice the normal
income tax rate by the proper taxing
authority. Such increased assessment
shall be in addition to all other penal-
ties of section 8. The statute of lim-
itations shall not begin to run as
against any such taxpaver until the
proper taxing authority shall have
made the assessmient as herein pro-
vided,

(10) If any person, with intent to
defeat or evade the income tax assess-
ment required by law, shall fail or re-
fuse to make a return at the time or
times hereinbefore specified in each
Year, or shall render a false or fraud-
ulent return, such person shall he
liable to a penalty of not less than one
hundred dollars and not to exceed five
thousand dollars at the discretion of
the court.

(11) Any officer of a corporatinn re-
quired Dy law to make, render, sizn or
verify any return. who makes any false
or fraudualent return or statement, with
intent te defeat or evade the assess-
ment required hy this act to be made,
shall upon conviction be fined not to
exceed five hundred dollars or be im-
prisoned not to exceed cne vear, or
both, at the diseretion of the court,
with the cost of prosecution.

(12 Any perscn, other than a cor-
poration, who fails or refuses to make
a return at the time hereinbefore speci-
fied in each vear or shall render a false
cr fraudulent return shall upon con-
vietion be fined not to exceed five hun-
dred dollars, or be imprizoned not to
exceed one year, or both, at the dizere-
tion oi the court, together with the cost
of prosecution.

(13) Whenever in the judgzment of
the tax commission, it is deemed neces-
sary that a person subject to an in-
come tax should keep records to show
whether or not such person is liahle to
tax, the tax commission may serve
notice upon such person and require
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such records to be kept as will include
the entire net income of such person
and will enable the tax commission to
compitte the taxable income. Thereaf-
ter, any taxes assessed upon informa-
tion not contained in such records shall
carry a penalty of twenty-five per cent
of the amount of the tax. Such pen-
alty shall be in addition to all other
penalties provided in this Act.

Sec. 9 (1) (a) Every executor and
administrator shall file an income tax
return with the tax commission. Such
executor or administrator shall include
in such return:

1. All income received by the dece-
dent during that portion of the year
covered by the return preceding the de-
mise of the decedent.

2. All receipls by him from the es-
tate of the deceased during the year
covered by the return, if such receipts
would have been taxable as income to
the decedent, had he survived.

3. All receipts by him during the
year from the estate of the deceased
accrued at the date of death of the de-
cedent but not reported by the dece-
dent on the accrual basis, if such re-
ceipts would have been taxable as in-
come to the decedent had he survived
and made the return.

(b) If any person has been report-
ing income from any transzaction on a
deferred basis, the executor or admin-
istrator of the estate of such person
ghall during the administration of the
estate of such persen, account for the
income arising from such transaction
on the same basis as such transaction
was reported by the decedent prior to
his death and in the same manner as
the decedent would have accounted for
such income, had he survived and made
the return., If all of such deferred in-
come has not been reported and ae-
counted for in the income tax returns
before the executor or administrator is
discharged, he shkail report in his last
income tax return as income the pres-
ent value of such deferred income as
yet unreported.

(¢) The first return of an executor
or administrator shall be filed in the
form and manner and within the time
that a return should have heen filed by
the decedent had he survived. Subse-
quent returns of such executor or ad-
ministrator shall be filed in the form
and within the time that the returns
of incecme are required from persons

other than corporations. The first re-
turn of such executor or administrator
shall include the income received by
the decedent during the portion of the
year preceding the demise of deceased
and also items. specified in seetion 9
(1) (a), 9 (1) (b) and 9 (1) (e).

(d) The same personal exemntion
shall be deducted from the tax of the
executor or administrator as would
have been deductible from the tax of
the decedent under section 5 had he or
she survived and made the return, ex-
cept that,

1. No personal exemption under sec-
tion 5 (2) (a) and 5 (2) (b) for the
decedent shall be allowed except for
the year of death.

2. If the decedent at the time of
death was actunally supporting children
under the age of eighteen years, or was
actually supporting any other depen-
dent person or persons, the personal
exemption deductible under section 5
shall be allowed to the executor or the
administrator until such children shall
reach the age of eighteen years or un-
til such other person shall cease to be
dependent,

(e) During the period of the admin-
istration of the estate, unless the sur-
viving spouse elects to make a separate
return, as provided in section 8 (4)
(c), the executor shall include in his
return the income of the surviving
spouse and the income of all children
under eighteen vears of age, together
with the income of any persons actu-
ally supported by and dependent upon
the estate for support.

(f) The tax commission shall enter
the tax on the income of any decedent
or on the income of his executor or ad-
ministrator, as other taxes are entered
and the executor or administrator shall
pay such tax when due,

(2) Guardians shall malke returns of
income to the tax commission only in
case the ward if not under disability
would have been required to file such
return, which returns shall be made at
the same time as returns of persons
other than corporations are made, and
shall show all the income from all
sources received by or for the respec-
tive wards whom they represent. The
net income of a guardian shall be as-
certained in the same manner as the
income of other persons is ascertained,
and shall be subject to the same deduc-
tions for personal exemptions which
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the ward would have been entitled to
had he made the return: Prowvided,
That if any of sué¢h wards are under
eighteen years of age and are the chil-
dren of a person required by this Act
to file an income tax return, the per-
gonal exemption under section 5 shall
be allowed to the guardian. The tax-
able income of such wards under
eighteen years of age so ascertained
and assessed to the guardian shall be
added to the taxable income of the
parent or head of a family as provided
in section 5, and the taxes shall be com-
puted on the combined taxable income
of such wards under eighteen years of
age and parent or head of a family.
The tax on the combined taxable in-
come of parent and wards shall be
credited with any taxes the guardian
may have paid, or is liable for, on the
income of any such wards so included
in the combined taxable income, and
the balance of the tax on such com-
bined taxable income shall be paid as
provided in section 5 (2) (d), and if
any tax so credited shall not be paid
by the guardian when due the parent
or head of a family sha!l pay such tax
and such parent” shall have the right
of reimbursement of such taxes paid as
provided in section 9 (5). The taxable
incame of any ward shall be assessed
to the guardian making the report and
such guardian shall pay the taxes as-
sessed when due.

(3) Trustees of trust estates cre-
ated by will or by contract or by dec-
laration of trust or implication of law
shall annually make a return of all in-
come received by them as such to the
tax commiszion showing the total tax-
able income received by them during
the year, the nemes and addresses of
distributees and the amounts severally
distributable to them whether distrib-
uted or not and also the amounts to be
accumulated by them for unknown or
unhorn or undisclosed heneficiaries or
for other reasons. The net income re-
ceived by such trustees shall be ascer-
tained in the same manner as the net
income of persons other than corpora-
tions, except that the personal exemp-
tions under section 5 (2) (a), (b), (e)
and (d) shall not be allowed to such
trustee. Distributees who receive or
who are entitled to receive any part of
such net income shall return the same
as income to the tax commission, to-
gether with all other income received

by them and shall be assessed thereon
as provided by this Aect. Such of said
distributees as are non-residents of this
state shall be assessed on such income
as they receive from the trust estate
as the income of non-residents is as-
sessed. No personal exemption shall
be allowed either resident or non-resi-
dent distributees unless they make a
claim therefor in their income tax re-
turns made in accordance with the
terms of this act showing the total net
income.

(4) AIll nondistributable, or contin-
gently distributable income not dis-
tributed shall be assessed to the trus-
tee in the same manner as income of
persons other than corporations is as-
sessed, except that the personal ex-
emptions under section 5 (2) shall not
be allowed to such trustee.

(5) All income taxes levied against
the income of beneficiaries shall bhe a
lien on that portion of the trust estate
or interest therein from which the in-
come taxed is derived, and such taxes
shall be paid by the fiduciary, if not
paid by the distributee, before the
same hecomes delinauent. Every per-
son who as a fiduciary under the pro-
visions of this chapter pavs an income
tax, shall have all the rights and reme-
dies of reimbursement for any taxes
assessed azgainst him or paid by him
in such capacity.

(6) An executor, administrator,
gnardian or trustee applying to a court
having jurisdiction for a discharge
from his trust and a final settlement
of his aceounts, before his application
shall be granted, shall file with the tax
commission a return of all incomes re-
ceived in his representative capacity
during the time between the last pre-
ceding January 1st and the date of his
application for discharge and also sim-
jlar returns of income reccived by the
deceased during each of the years open
to audit under sections 10 and 11 if
such returns have not heretofore been
filed. Upon the receipt of such returns,
the income tax assessor shall immedi-
ately determine the amount of taxes to
become dne and shall ecertify such
amount to the court and the court shall
thereupon enter an order directing the
executor, administrator, trustee or
guardian, as the case may be, to pay to
the tax commission the amount of tax,
if any, found due by the tax commis-
sion, and take his receipt therefor. The
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receipt of the tax commission shall he
evidence of the payment of the tax and
shall be filed with the court before a
final distribution of the estate is or-
dered, and the executor, administra-
tor, trustee or guardian is discharged.
Any taxes found to be due from the
estate for any of the years open to
audit under sections 10 and 11 shall be
assessed against and paid by the exec-
vtor or administrator; any taxes found
to be due after the executor or admin-
istrator is discharged, shall be assessed
against and paid by the beneficiaries in
the same ratio that their interest in
the estate bears to the totzl estate.

(7) Returns of inceme required to
be made by virtue of the next preced-
ing subsection may be dispensed with
by order of the court having jurisdic-
tion in cases where it is clearly evi-
dent to the court that no income tax is
due or to become due from the trust es-
tate.

(8) A resident who received income
from a non-resident fiduciary shall be
taxed the same as though such income
had been received by such resident
without the intervention of a fiduciary;
and a resident fiduciary receiving in-
come for a non-resident beneficiary
shall report such income to the tax
commission,

Sec. 10. (1) The tax commission
shall presume the in“omes reported on
the current return to be correct for the
purpose of preparing initial tax rolis,
and shall enter on such rolls the com-
puted taxable income. Such tax rolls
and all subsequent tax rolls shall re-
main on file in the office of the tax
commission. Additional tax roils shall
be prepared from time to time, which
shall include office audits of current
returns, initial tax omitted from the
first initial roll, initial assessments of
fiscal year returns, and corrections
made after field audits pursuant to sec-
tions 10 and 11.

(2) The tax commission, upon the
completion of the tax roll, shall notify
each taxpayer by mail of the amount
of income taxes appearing on said roll
azainst him, together with the date
when such taxes will be due and pay-
able, and.the date when such taxes
will become delinquent.

(2) All income taxes shall become
due and payable as follows:

(a) Initial assessments of taxes on
incomes of persons who report on a

calendar year basis may be paid in
two installments, each consisting of
one-half of the total amount of the tax.
The first installment shall be due and
payable on June 1st, and the second
installment shall be due and payable
on or before six months thereafter;
and each installment shall be delin-
quent if not paid at the date when due,
as herein provided: Provided, however,
That in cases where the tax payable
does not exceed ten dollars the install-
ment privilege shall not apply.

(h) Initial assessments of taxes on
incomes of persons who fi'e on a fiscal
year basis may be paid in two install-
ments, each consisting of one-half of
the total amount of the tax. The first
installment shall be due and payable
on the first day of the six months after
the close of the fiscal year of such per-
son, and the second instalimernt shall
be due and payable on or before six
months thereafter; and each install-
ment shall be delinguent if not paid at
the date when due, as herein provided:
Provided. however, That in cases where
the tax payable does not exceed ten dol-
lars the installment privilege shall not
apply.

(¢) PBack assessments of income
taxes omitted from initial rolls and ad-
ditional income taxes assessed under
sections 10 and 11 shall become due
and pavabie on entry upon the asses-
ment roll.

(d) Income taxes shall become de-
linquent if not paid within thirty days
after the same are due as provided in
this chapter, and when delinquent shall
be subject to a penalty of two per cent
on the amount of the tax and interest
at the rate of one per cent per month
until paid, and the tax commission
shall issue a warrant under its official
seal directed to the sheriff of the coun-
ty wherein the taxpayer resides, if a
natural person; or wherein his prop-
erty is located or income is prcduced,
if a non-resident; or to the county
wherein the corporation has its prin-
cipal place of business or has prop-
erty, or wheremn its income is pro-
duced, if a corporation; and shall com-
mand him to levy upon and sell the
real and personal property of the per-
son owing the same, found within this
county, for the payment of the amount
thereof, with the added penalties, inter-
est and the cost of executing the war-
rant, and to return such warrant to
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the tax commission and pay to it the
money collected by virtue thereof by a
time to be therein specified, not more
than sixty days from the date of the
warrant. The sheriff shall within five
days after the receipt of the warrant,
file with the clerk of his county a copy
thereof, and thereupon the clerk shall
enter in the judgment docket, in the
column for judgment debtors, the name
of the tax payer mentioned in the war-
rant, and in appropriate columns the
amount of the tax or portion thereof
and penalties for which the warrant is
issued and the date when such copy
is filed, and thereupon the amount of
such warrant so docketed sha!l become
a lien upon the title to and interest
in real property or chattels real of the
person against whom it is issued in the
same manner as a judgmen: docketed
in the office of such clerk. The said
sheriff shall theretupon proceed upon
the same in all respects, with like ef-
feet, and in the same manner pre-
scribed by law in respect to executions
issued against property upon jude-
ments of a court of record, and shall
be entitled to the same fees for his
services in executing the warrant, to
be collected in the same manner. In
the discretion of the tax commission a
warrant of iike terms, force and effect
may be issued and directed to any
azent authorized to collect income
taxes, and in the execution thereof
such agent shall have all the powers
conferred by law upon sheriffs, but
shall be entitled to no fee or compensa-
tion in excess of actual expenses paid
in the performance of such duty. If a
warrant be returned not satisfied in
full, the tax commission shall have the
same remedies to enforce the claim for
taxes against the taxpayver as if the
people of the state had recovered judg-
ment against the taxpayer for the
amount of the tax. Aection may be
brought at any time by the attorney
general of the state at the instance of
the tax commission, in the name of the
state to recover the amount of any
taxes, penalties and interest due under
this Act.

(4) The tax commission shall as
soon as practicable after each initial
tax roll has been completed, audit each
return filed, and if it shall be found
from such office audit that a person has
been over or underassessed, or if it
shall be found that no assessment has

been made when one should have been
made, the tax commission shall correct
or assess the income of such person.
Any assessment, correction or adjust-
ment made as a result of such office
audit shall be presumed to be the re-
sult of an audit of the return only, and
such office audit shall not be deemed a
verification of any items in said return
unless the amount of such item and
the propriety thereof shall have been
determined after hearing and review
as provided in section 12; and such of-
fice audit shall not preclude the tax
commission from making field audits
of the books and records of the tax-
payer and from making further ad-
justment, correction and assessment of
income.

(5) The tax commission shall noti-
fy the taxpayer, as provided in section
12 of any adjustment, correction and
assessment made pursuant to subsee-
tion 5 of this section,

(a) If the taxparer requests a hear-
ing, the additional tax or overpayment
g¢hall not be placed en the tax roll un-
ti]l after hearing and determination of
the tax by the tax commission or the
county board of review.

(b) In all cases where there has
heen no recuest for hearing, and after
decision where a hearing has been re-
guested, the additional tax or overpay-
ment shall be entered on the next tax
roll.

(¢) If the tax is increased the tax
commission shall proceed to collect the
additional tax in the same manner as
cther income taxes are collected.

(d) If the income tax is decreased
the treasurer shall refund to the tax-
payer such part of the overpayment as
was actually paid in cash. Refunds to
whieh any taxpayer may be entitled
under this act, due to overpayments or
mistakes in computation or otherwise
shall be made to the taxpayer by means
of vouchers approved by the tax com-
mission and by the issuarnice of state
warrants drawn upon and payable from
such fundg as the legislature may pro-
vide.

Sec. 11, (1) Whensever in the judg-
ment of the tax commission it is
deemed advisable to verify any return
directly from the books and records of
any person, or from any other sources
of information, the tax commission
may direct any return to be so veri-
fied.
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(2) For the purpose of ascertaining
the correctness of any return or for
the purpose of making a determination
of the taxable income of any person,
the tax commission shall have power
to examine or cause to be examined by
any agent or representative designated
by it, any books, papers, records, or
memoranda bearing on the income of
such person, and may reguire the pro-
duction of such hooks, papers, records
or memoranda, and require the attend-
ance of any person having knowledge
in the premises, and may take testi-
mony under oath and require proof
material for their information. TUpon
such information as it may be able to
discover, the tax commission shall de-
termine the true amoeunt of income re-
ceived during the year or years under
investigation.

(3) 1If it shall appear upon such in-
vestigation that a person has been
over or underassessed, or that no as-
sessment has been made when one
should have been made, the tax com-
mission shall make a correct assess-
ment in the manner provided in section
10,

(4) Additional assessments and cor-
rections of assessmerts may be made
of income of any taxpayer if sueh cor-
rections are made within seven years
after the close of the period covered by
the income tax return.

Sec. 12. No additional assessment
by office audit or field investigation
shall be placed upon the assessment
roll without notice in writing to the
taxpayer giving him an opportunity to
be heard in relation thereto. Such no-
tice shall be served as a superior court
summons or by registered mail. Serv-
jce of such notice by regular mail shall
also be sufficient notice of such assess-
ment if receipt thereof is admitted by
the person assessed, or if there is other
satisfactory evidence ot the receipt
thereof. Any person feeling aggrieved
by such assessment shall be entitled to
a hearing before the tax commission in
the case of corporations or the county
board of review in the case of persons
other than corporations, il within
twenty daye after notice of such asdess-
ment he shall apply for snch hearing
in writing, explaining in detail his ob-
jeections to such ascessment. If no re-
quest for such hearing is so made, such
assessment shall be final and eonclu-
sive. If a request for hearing is made

the taxpayer shall be heard by the tax
commission or the board of review as
the case may be and after such hearing
the tax eommission or the board of re-
view shail render its decision regard-
ing such assessment.

Src. 13. (1) The state tax com-
mission shall appoint three resident
taxpayers of each county to serve as a
county hoard of review.

(2) The county clerk shall be clerk
of such board, and shall keep an accu-
rate record of all proceedings thereof,
including a correet record of all
changes in the assessment rolls made
by the board. The tax commission
shall employ a stenographic reporter
to take all evidence given before the
board and to extend the same in type-
written form. The county clerk shall
preserve in his office a record of all
such proceedings, minutes and evi-
dence taken, and all documentary evi-
dence offered, and shall notify the par-
ties to the appeal of the decision cof the
board of review,

(3) (a) The county board of review
of each county, shall meet annually on
the last Monday of July at ten o’clock
A, M., at the court house in said
county to hear complaints, make as-
sessments, and review appeals from as-
sessments of persons other than cor-
poration. A majority shall constitute
a quorum. The compensation of such
board of review shall be fixed by the
tax commission.

(b) No notice of a county board of
review meeting shall be published in a
newspaper in the county, but the tax
commission shall notify the persons
whose appeals are to be heard at any
one meeting as provided by section 12,
Hearings shall be private and attend-
ance thereat shall be limited to the
necessary officers and agents of the tax
commission, the interested taxpayers or
parties and their attorneys and wit-
nesses in each case, together with nee-
essary stenographie or other reporters.

(e) The board may adjourn after it
has disposed of all appeals before it,
subject to the call of the tax commis-
sion for the consideration of other ap-
peals from time to time until the last
Monday of the following July when it
shall finally adjourn.

(d) Attendance ot witnesges and the
production of books and papers before
said board may be compelled by sub-
poena, issueda by the clerk thereof, a
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justice of the peace or a court commis-
gioner,

(4) (a) The board shall receive any
statement of the representative of the
tax commission or of any other person
regarding assessments or changes in
assessments, and shall hear and exam-
ine, and permit the representative of
the tax commission to examine, upon
oath, any aggrieved person, entitled to
a hearing under section 12 on his as-
sessment, or any other person who
shall appear before it in relation to
such assessment, or in relation to the
failure of any other person to report
income, and the board may direct an
assessment to be made or increase or
decrease any assessment, if satisfied
from the evidence submitted.

(b) The board shall not increase
any assessments, nor assess any income
not assessed by the tax commission un-
less the person liable for payment of
the tax thereon, or his agent, shall have
been heard by the board in relation
thereto, or unless such person, after
notice of hearing shall have failed to
appear before the board in relation to
such assessment at the time and place
specified in such notice.

Sec. 14, No person against whom an
assessment of income tax has been
made shall be allowed in any action or
proceeding either as plaintiff or defen-
dant to question any assessment of in-
come, unless written objections thereto
shall first have been presented in good
faith to the tax commission, and full
digclosure made under oath of any and
all income of such party liahle to as-
gessment, and unless such person shall
have availed himself of the remedies
provided in section 12.

Sec. 15, (1) Any person, including
the representative of the tax commis-
sion, dissatisfied with any determina-
tion of the county hoard of review may
appeal within twenty days after the
date of such determination to the tax
commission, to whom a copy of the rec-
ord of the board shall be certified, to-
gether with all evidence or a copy
thereof, relating to such assessment.
A copy of the notice of appeal shall be
served upon the tax commiszion.

(2) The tax commission shall re-
view =uch assessments from the record
thus submitted, and shail make neces-
sary corrections and certify its conclu-
sion to the county clerk, who shall duly
notify the person liable for the taxes,

and the tax commission shall enter the
corrected assessment on the assessment
roll.

Sec. 16. (1) The provisions for ap-
peal provided in this section shall be
the sole and exclusive remedy for
court review of any assessment of in-
come made, corrected or confirmed.

(2) No person against whoin any as-
gessment of income has been made, cor-
rected or confirmed shall be allowed in
any action or proceeding either as
plaintiff or defendant to contest any
such assessment unless such person
shall first have availed himself of the
remedies provided by sections 12, 14
and 15.

(3) Appeals shall be taken to the
superior court of the county in which
the corporation has its principal place
of business or before whose income tax
board of review the hearing on the as-
sessment was held.

(4) Such appeal shall be taken with-
in thirty days after written notice of
the decision of the tax commission has
been given to the taxpayer by regis-
tered mail.

(5) Such appeal may be taken by
serving a cepy of the notice of appeal
on the tax commission and by filing
the original with the clerk of the su-
perior court of the proper county, Ev-
ery such notice of appeal shall recite
the order, or decision from which such
appeal is taken, and shall clearly speci-
fy the objections to such assessment,
order or decision to be considered on
such appeal; such notice of appeal shall
alsc recite in a clear and concise man-
ner the assignments of error alleged
by the appellant to have been cominit-
ted by the tax commission or the
county board of review in determining
the tax liability of the appellant, to-
gether with a clear and concise state-
ment of the facts upon which the ap-
pellant relies as constituling the basis
of said appeal and of the propositions
of law involved,

(6) Within thirty days after the
service of such notice of appeal, the tax
commission or the county clerk shall
return to said court the original, or a
certified or photostatic copy of all doe-
uments, papers, evidence, statements
and exhibits on fi'e in the matter and
of all testimony taken therein.

(7) Within thirty days alter service
of such notice of appeal, the appeliant
shall serve upon the tax commission a
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brief in support of the objections to
such assessment, and shall at the same
time file a copy thereof with the clerk
of the court wherein said appeal is
pending. Within sixty days after the
service of the appellant’s brief the tax
commission shall serve an answer upon
the appellant or the counsel for the
appellant, to the objections raised on
such appeal, together with a brief in
support of such answer and assess-
ment; and upon the service and filing
of such answer and brief, the appeal
shall be regarded as at issue.

(8) Said avpeal may thereupon be
brought on for hearing by either party
upon the record made before the tax
commission or the county board of re-
view and not othertvise, on ten days’
notice to the other, subject, however,
to the provisions of law for a change
of the place of trial, or the calling in
of another judge to preside at such
hearing, Upon such hearing the court
shall disregard any irregulavity, infor-
mality or omission not affecting the
legal groundwork of the tax, and shall
enter an order confirming such assess-
ment and directing judzment in accord-
ance with the terms of said order, un-
less it shall appear that such assess-
ment was otherwise in whole or in part
illegal, and in all actions and proceed-
ings to contest the validity of any such
assessment, the proceedings of the tax
commiszion and the county board of re-
view shall be presumed to be legal, and
the determination of the tax commis-
sion or the county beard of review shall
not be impaired, vitiated or ser aside
upon any grounds not affecting the le-
gal groundwoirk of the tax. If the court
shall find that such assesstment is in
whole or in pzrt illegal, disregarding
any irregularity, informality or omis-
sion, as hereinbefore provided, it shall
direct the tax commission to make
such correctiens in the assessment as
it may in its decision order, There-
upon the court, upcn eight days writ-
ten notice to the adverse party, shall
enter judgment in sccordance with its
decision and such corrected assessment.
It shall be the duty of the clerk of any
court rendering a decision affecting an
income tax assessment to transmit
promptly, without charge, two copies
n? such decision to the tax commis-
sion.

(9) Either party may appeal to the
supreme court within twenty days

after the entry of such judgment in
the manner provided for other appeals
from the judgment of the superior
court, and all such appeals shall be
placed on the calendar of the supreme
court, and-brought to a hearing in the
same manner as other state cases on
such calendar. If no such appeal be
taken within such period the clerk of
the court shall forthwith certify such
fact to the tax commission and shall re-
turn the record to the tax commission.

(10) The attorney general shall ap-
pear for the tax commission im all
courts.

(11) As soon as the appellant shall
have served notice of appeal to the
superior court on the parties provided
by this section, such notice shall stay
all collection proceedings until final
determination of the appeal, but shall
not operate to stay the delinquent pen-
alty and interest on unpaid amounts
as provided in subsections 12 and 13 of
this section,

(12) (a) Any person who shall con-
test an assessment in court shall state
in his netice of appeal what portion if
any of the tax is admitted to be legally
assessable and correct. The appellant
shall forthwith pay to the tax commis-
sjon the portion of the tax admitted to
be regularly assessable and correct and
such tax so paid cannot be recovered in
the pending appeal or in any other ac-
tion or proceeding.

(b) Any part of an income tax as-
sessment which is contested in any
appeal in court, which the court after
hearing shall order to be paid, shall be
considered as a delinquent tax from
the date on which it would have be-
come delinquent under section 10 if
such appeal had not been taken, and
any such tax so ordered to be paid
chall be subject to a penalty of two
ner cent on the amount of the tax and
interest at the rate of one per cent per
month from the date of such delin-
quency until paid.

(13) After final decizion and return
of the record to the tax commission, the
tax commission shall proceed to collect
the taxes in the same manner as other
delinguent income taxes are collected.

Sgc. 17. (1) The provisions for re-
funds and credits provided in this sec-
tion shall be the only method for filing
and review of claims for refund of in-
come and no person shall be allowed
to bring any action or proceeding what-
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ever for the recovery of such taxes
other than is provided in this section.

(2) No refund shall-be made and no
credit shall be allowed for taxes over-
paid on income for the years net open
to audit under section 11.

{3) No refund shall be made and no
credit shall be allowed on any item of
incame or deduction, assessed as a re-
sult of an office audit, the assessment
of which shall have become final and
conclusive under the provisions of sec-
tions 12, 13, 14, 15 or 16, and no refund
shall be made and no credit shall be
allowed for any year, the income of
which was assessed as a result of a
field audit, and which assessment has
become final and conclusive under the
provisions of sections 12, 13, 14, 15, or
16.

(4) It shall not be necessary for any
person to file a claim for refund or
credit after such refund or credit has
been entered on the tax roil.

(5) Every claim for refund or credit
of income shall be filed with the tax
commission and such claim shall set
forth specifically and explain in de-
tail the reasons for the basis of such
claim. After such claim has been filed
it shall be considered and acted upon
in the same manner as are additional
assessments made under sections 10
and 11 and if any portion of such claim
is disallowed the person filing the same
shall have the same right of hearing as
js provided in section 12. If after hear-
ing as provided in section 12 any por-
tion of the claim is disallowed and the
person filing the same shall have
availed himself of the remedies pro-
vided in sections 14 and 15, such per-
son shall have the right of appeal to
the court but only as provided in sec-
tion 16,

(6) If the tax .commission shall
fail or neglect to act on any claim for
refund or eredit within one year after
the receipt thereof, such neglect shall
have the effect of allowing such claim
and the tax commission shall certify
such refund or credit.

Sec. 18. (1) In their return for
purposes of assessment persons deriv-
ing incomes from within and without
the state shall make a separate .ac-
counting of the income derived from
without the state in such form and
manner as the tax commission may
prescribe.

(2) The entire taxable income of

every person deriving income from
within and without the state when
such person resides within the state,
shall be combined and aggregated for
the purpose of determining the proper
rate of taxation. The tax commission
shall compute the tax on the combined
taxable income of such person.

Sre. 19. The tax commission shall
on the next business day following the
receipt of any payments under this Act
transmit the same to the state treas-
urer, who shall, upon receipt thereof
deposit the same in the state treasury
to the eredit cf the state current
school fund and the same shall be
used exclusively and entirely for the
reduction or eliminztion of the annual
state tax on the general property of
the state required hy law to be levied
for said fund: Provided, however, That
if at the time reauired by law for the
making of the annual property iax
levies for state purposes there shall be
suflicient revenue to the credit of the
state current school fund to make the
levy of a state property tzx therefor
unnecessary, then in that event no such
state property tax for the state ecur-
rent school fund shall be levied and
any surplus remaining in said fund
over and above the amount required
to meet the apnortionments from said
fund reguired by law, shall be depos-
ited to the eredit of the various funds
provided for state institutions of
higher learning, in relative propor-
tions as the millages provided in sec-
tion 1, chapter 82 of the Laws of the
Extraordinary Session of 1925, and
shall be used exclusively and entirvely
for the reduction or elimination of the
annual state tax on the general prop-
eriy of the state required by law to be
levied for =aid funds: And provided
further, That any balances remaining
shall be applied =0 25 to eliminate all
other state propertv tax levies before
any amount of =aid surplus sha'l be
credited to the state general fund.

Suc. 20. (1) The state tax commis-
sion is hereby empowered to make
such rules and reguiations as it shall
deem necessary in order to carry-out
the provisions of this Act,

(2) The state tax commission is
hereby authorized to employ such
boards of review, attorneys, clerks, spe-
cialists and other assistantz as are
necessary to carry into effective apera-
tion this Act., Salaries and compensa-
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tions of such empioyees shall he
charged to the proper appropriation for
the tax commission. All expenses of
administration of ,this Act shall be
paid out of the general fund.

Sec. 21. Whenever an ineerrect in-
come tax assessment has heen com-
pleted or mo assessment has been en-
tered when one should have been en-
tered and such error shal!l be discov-
ered after the tax roll has heen com-
pleted, the tax commission may correct
such error at any time hefore the tax
becomes delinquent by entering the tax
properly dute, or it no tax is due, by
making an entry to that effect.

Sec, 22. (1) When any corporation
liable to taxation under this Act con-
ducts its business in such a manner
az either directly or indirectly to bene-
fit the members or stockholders there-
of, or any person interested in such
business, by selling its products or the
goods or commodities in which it deals
at less than the fair prica which might
be obtained therefor; or where the fax
commission has reason to believe that
any taxpayer so conducts the trade or
business as either directly or indirect-
ly to aistort the true net income and
the net income properly attributshle
to the state, whether by the arbitrary
sghifting of income, through price fix-
ing, charges for services or otherwise,
wherehy the net income is arbitrarily
assigned to one or anotlier unit in a
grovy of taxpayers carryving on busi-
ness under a substantizlly commen
control or to one or anocther unit of
the business of a taxpayer, it may re-
quire such facts as it deems necessary
for the preoper computation of the en-
tire uet income and the net income
properly attributable to the state and
in determining {he same the tax com-
mission shall have regard to the fair
profits which would normalily arise
from the ceaduct of the trade or busi-
ness.

(2) For the purnnse of this Act,
whenever a corporation which is re-
quired to file an income tax return, is
afliliated with or related to any other
corporeiion through stock ownership
by the same interests, or as parent or
subsidiary corporations, or whosz in-
come is regulated through contract or
other arrangement, the {ax commission
may reguire such consclidated state-
ments as in its opinion are necessary
in order to determine the taxable in-

come received by any one of the af-
filiated or related corporations.

Sec. 23. (1) If any clause, sentence,
paragraph, subdivision, section or part
of this act shall for any reason be ad-
judged to be invalid, such judgment
shall not affect, impair, or invalidate
the remainder of the act, but shall he
confined in its operation to the clause,
sentence, paragraph, subdivision, sec-
tion or part thereof directly inveolved
in the controversy in which such judg-
ment shall have been rendered.

(2) If any tax imposed under this
act shall be adjudged to be invalid as
to any corporation or class of corpera-
tions included within the scope of the
general language of the act, such in-
validity shall not affect the liability of
any corporation or class or corpora-
tions as to which such tax has not
been adjudged invalid and it is hereby
declared that had the invalidity of the
tax as to such corporation or class of

. corperations been considered at the

time of the enzetment of this Act, the
tax herein provided for would never-
theiess have Dbeen imposed upon all
other corporations or classes of cor-
porations within the scope of the gen-
eral language of the Act.

(2) 1If-it shall be adjndged that any
tax imnposed upon any taxpayer under
the provisions of this Act is invalid
hecanse of the inclusion in the net in-
come of the taxpayer according to or
by which the tsx is ascertained or
measured, income of the taxpayer
which is by law exemrt from direct
taxation, such invalidity shall not af-
fect the liahility of the taxpayer to a
tax according tn, or measured by, so
much of the income of the faxpayer
as is not exempt by law from direet
taxation; and it is hereby declared
that had il been considered at the time
of the enactment of this act that in-
come within the scope of the general
language of this act, but not itself sub-

- ject to direct taxation, counld not law-

fully constitnte the measure or any
part of the measure by which a tax im-
posed under the provisions of this act
is ascertained or measured, ithe tax
herein provided would nevertheloss
have been inposed upon all taxpayers
within the purview of this Act, accord-
ing to and measured by so much of the
net income of such taxpaver as may
lawfully be included within, or con-
stitute a part of, the measure by wkich
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a tax according to or measured by met
income may be computed.

Sec. 24. (a) Except in accordance
with proper judicial order, or as other-
wise provided by law, it shall be un-
lawful for the commission, any deputy,
agent, auditor, county clerk or board
of review or other officer or employee,
to divulge or make known in any man-
ner the amount of income or any par-
ticulars set forth or disclosed in any
report or return required under thisg
Act. Nothing herein shall be construed
to prohibit the publication of statistics
50 classified as to prevent the identifi-
cation of particular reports or returns
and the items thereof, or the inspec-
tion by the attorney general or other
legal representative of the state of the
repert or return of any taxpaver who
shall bring action to set aside or re-
view the tax based thereon, or against
whem any action or proceeding has
been instituted to recover any tax or
any penaity imposed by this act. Re-
ports and returns shall be preserved
for seven years and thereafter until
the commission orders them destroyed.

(b) Any offense against subdivision
(a) of this section shall be punished
by a fine of not exceeding $1,000.00, or
by imprisonment not exceeding one
Year, or both, at the diseretion uf the
court, and if the offender be an officer
or employee of the state he shall be
dismissed frem office and shall be in-
capable of holding any public office in
this state for a period of five years
thereafter,

(c) Notwithstanding the provisions
of this section the commission may
permit the commissioner of internal
revenue of the United States, or the

proper officer of any state imposing
an income tax similar to that imposed
by this act, or the authorized repre-
sentative of either such officer, to in-
spect the income tax returns of any
taxpayer, or may furnish to such offi-
cer or his authorized representative
an abstract of the return of income
of any taxpayer or supply him with in-
formation ccnecerning any item of in-
come contained in any return, or dis-
closed by the report of any investiga-
tion of the income or return of income
of any taxpayer; but such permission
shall be granted, or such information
furnished, to such officer or his repre-
sentative only if the statutes of the
United States, or of such other state,
as the case may be, grant substantially
similar privileges to the proper officer
of this state charged with the adminis-
tration of this Act. Every taxpayer
shall, upon request of the cammission,
furrnish a copy of the return for the
corresponding year, which he has filed
or may file with the federal govern-
ment of the United States, showing his
net income and how obtained and the
several sources from which derived.
Sec. 25. There is hereby appro-
priated from the general fund of the
State of Washington, the sum of Fif-
teen Thousand Dollars, or so much
thereof as may be necessary, for pay-
ing the expenses incurred in the ad-
ministration of this Act until provision
is made therefor by the legislature.

Sec. 26. This Aect shall take effect
at the time and in the maaner pro-
vided by law for initiative measures
and income earned during the year
1932 shall be taxed under the provi-
sions hereof.

STATE OF WASHINGTON—ss.

Filed in the office of the Secretary of State, March 22, 1932,
J. GRANT HINKLE, Secretary of State.
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ARGUMENT FOR INITIATIVE MEASURE NO. 69
“NET INCOME TAX"

(1)
2)

It is the fairest of all taxes as it is based on ability to pay.
It collects nothing from small incomes, little from moderate incomes

and reasonahle amounts from large incomes.

(3)

(4)
(3)
(6)

(&P

Washington is experiencing the
most eritical tax erisis in her history—
Valuations have shrunk 509%; tax
delinguencies have increased 356%
and costs of government are alarming.

In the face of thesg facts over
6%¢, of the wealth of the state and
499, of our adult population are
payving no direct taxes whatever for
state or local government., Many citi-
zens, enjoying substantial incomes,
gsend their children to our schools
and enjoy all the protection and
benefits of government yet pay noth-
ing towards its support.

Obviously, one of the greatest
needs is to spread the burden over
a wider hase, bringing those who are
paying little or nothing to the relief
of those overburdened. That is the
purpose of Initiative No. 69, Its
chief aim is to relieve the excessive
burden upon homes, farms and busi-
ness properties by transferring a por-
tion of the burden to those now pay-
ing little or nothing.

The ‘““Barefoot School Boy Law”
provides that the state shall raise
for the common s¢hool fund 820 per
census child for every school child in
the state. Thus a definite fixed sum
of money is now required, which is
raised by a tax levy on real and per-
sonal property. Section 19 provides
that the money raised by this income
tax will go toward supplving this
state school fund money and auto-
matically reduce the present tax levy
on your property. If there is a re-
mainder of proceeds it will be ap-
plied similarly to reduce property
levics required for the state institu-
tions of higher learning. The result
is sure and definite. No new tax
money is produced for anyore to spend.

The provisions of the federal in-

taxes levied for education.

holders in government.

Tt affords relief to all property, now overtaxed, by reducing the state
Every dollar collected automatically reduces the levy on property.

It does not increase the total amount of taxes to be collected.

It ircreases the number who pay taxes directly, making them share«

It is in successful operation in many states, including our mneighbors.

come tax law are largely followed in
computing net income. The dedue-
tions, exemptions and rates of taxa-
tion are clearly set forth in sections
5 and 6 of the bill. Since the mea-
sure has as its prime purpose the
relief of overburdened property, the
home owner is permitted to deduect
from his computed income tax, any
taxes he has paid on his home up to
$50 and any property owner is per-
mitted to deduct from his computed
income tax, any property taxes paid
up to half such income tax. This means
that the average home owner with a
net income of less than $4,000 would
have no income tax to pay. Deductions
are provided equivalent to exemptions
of $800 for sin'gle men, $1,600 for mar-
ried men, and approximately $400 for
each dependent. Corporations includ-
ing banks are taxed on the same basis
as individuals.

Twenty states have adopted in-
come tax laws. Your vote for this mea-
sure will enable Washington to sitep
forward with other progressive states
towards a solution of the tax problem.

This is not only an emergency
measure— it is an economically
sound step in a leng time tax re-
vision program. It would compel all
to pay taxes for the support of state
and local government in proportion
to their ability to ‘pay.

Washington Tax FEqualization.
State Grange, Farmers Union, Farm

Bureau Federation, State Agricul-

tural Council, Tax Limit League,

Realty Boards, Title Association,

Savings & Loan League, Parent

Teachers Association, Education As-

sociation, Class Room Teachers

League, County Commissioners Asso-

ciation, State Federation of Labor,

Women’'s Legislative Council.

STATE OF WASHINGTON—ss.

Filed in the office of Secretary of State, July 18, 1932.
J. GRANT HINKLE, Secretary of State,
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