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The corporation income tax was enacted in 1909, four years before the 
introduction of the individual incarne tax. To avoid a constitutional issue, 
Congress levied the tax as an excise on the privilege of doing business as a 
corporation. The law was challenged, but the Supreme Court upheld the 
authority of the federal government to impose such a tax and ruled that the 
privilege of doing corporate business could be measured by the corporation's 
profits. 

The corporation income tax produced more revenue than the individual 
income tax in seventeen of the twenty-eight" years before 1941, when the 
latter was greatly expanded as a source of wartime revenue. From 1941 
through 1967 corporation income tax receipts were second only to those of the 
individual income tax, but they were overtaken by payroll taxes in fiscal year 
1968 and have since been declining in importance. The corporation income 
tax accounted for about 8 percent of federal receipts in 1986, compared with 
28 percent in 1956. Since the end of World War II, the corporate tax rate 
has been reduced from a peak of 52 percent in 1952-63 to 34 percent 
beginning July 1, 1987. Corporate tax receipts should increase as a share of 
total tax collections as a result of the reforms enacted in 1986, but the share 
will remain significantly lower than it was in earlier postwar years. 

-~-------------------
*. At time of original publication, Senior Fellow, The Brookings Institution. 







































652 CHAPTER 14. CORPORATIONS AND DIVJnt 

~ 
Conclusions and Recommendations 

Each of the three principal methods has been evaluated to det . 
• • • .e. • te erin1 

whether it achieves five bas1c obJect1ves 10r an 1n grated syste ne 
whether and how easily it can be designed to handle certain key ?1 ªnd 

h. 1 issues 
Each of these principal methods would ac ieve more neutra taxation b · 
providing more uniform taxation of income between the corporate Y {I) 

. . b. .e. • d b . and noncorporate sectors; (2) reducmg the tax ias iavonng e t investment• · 
(3) reducing the incentives to retain rather than distribute ea-rn; and 

· · th d .. &{!ngs 
Accordingly the AICPA believes that an 1ntegration me o must be eh · 

' . . . t· ·t . osen 
primarily on the basis of its ease of a~~~n1s_tra ion, 1 ~ compatibility With 
foreign integrated systems, and its flenb1ht! 1n ad~essing the key issues of 
tax preferences, tax-exempt investors, and 1nternat1onal transactions. 

. Theoretically, the flow-through method is the purest form of integration• 
however, it would be considerably more difficult to administer and 
implement. Broadening the eligibility of the S corporation election by 
expanding the number of allowable shareholders would off er one alternative 
to the use of the flow-through method, but the use of the S corporation rules 
would not be practical for large, widely held corporations. Moreover, if policy 
makers were to decide not to extend integration benefits to tax-exempt and 
foreign shareholders, the flow-through method would need to include an 
appropriate withholding mechanism, further complicating implementation of 
the method. After careful review, the flow-through method was not chosen 
as a viable option because of the numerous problems in administering the 
method, its lack of flexibility in dealing with the key issues, and its 
incompatibility with foreign integrated systems. 

Both of the other two alternatives, the dividends-paid deduction and the 
shareholder-credit methods, would offer a more practical and realistic means 
of achieving integration. The public's perception of the equ.ity of each method 
may be an important factor in determining whether either is adopted. The 
public may perceive that the dividends-paid deduction method would confer 
all of the benefits on the corporation. The shareholder-credit method is likely 
to be mare acceptable, since the public may perceive that the shareholder 
~o~ld recei~e a greater benefit than under the current system or the 
d1v1d~nds-pa1~ deduction method. On the other hand, the public may 
perce1ve that 1ntegration benefits only high . t -1ncome axpayers. 






























































