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Abstract

Behavior of a sole proprietorship become a company for measures to reduce one’s tax liability
will infringe on the principle of fairness of the tax system or principle of neutrality. Corporation
Law established on 2005 will make easier a sole proprietorship found incorporation. 2006 Tax
Reform enacted “nondeductible employment income exemption from expenses of remuneration of
director in a special owned family company”. This system has a lot of issues to be needed more
consideration. Then this study would be beneficent for neutral taxation system over different

sized enterprises.
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Fundamentally, however, a corporation is but a
particular kind of aggregation of individuals,
formed for the purpose of carrying on a given
business. Provided that the corporation does not
become unduly large, and that it conducts itself
with proper attention to the rules laid down by
law, there is no reason, in principle, either to
encourage individuals to use the corporate form
or to deter them from using it. Ordinarily, there-
fore, it is not proper to impose a substantially
heavier tax on business done in the corporate
than

unincorporated enterprise,

form on business done through an
or vice versa. Any
such differential will in fact, tend to impair the
efficiency with which the economy is operated by
inducing a movement away from that form or or-
ganization which is most efficient in production
towards that form of organization that is given
the lighter tax burden.

£% L LT, FXEEITFTEL, It is possible to
devise a tax system which will eliminate almost
completely all discrimination between the corpo-
ration and other forms of doing business.
However, such a system would be quite compli-
cated. The less effective administration and com-
pliance that would result from this complexity
might well result in far greater inequities than
those that would in theory be avoided by the
strict adherence to principle. But it is possible to
select a combination of simple elements that will
achieve a fairly close approximation to equity as

between corporate and other forms of doing
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business, and that will at the same time prevent
any serious avoidance of individual taxes.

The combination that is proposed for this pur-
pose consists of three elements :

(1) a tax of 35% on the net income of each cor-
poration, substantially as at present;

(2) a credit for each individual stockholder
against his individual income tax of an amount
equal to 25% of the dividends he receives from
corporations subject to the tax imposed in (1),
(assuming, of course, that such dividends are
themselves included in the net income of the
stockholder in computing his tax) ; and

(3) an interest surcharge on the corporation of
one per cent each year of the aggregate earned
reserves accumulated out of the net earnings of
fiscal periods beginning after July 1, 1949.
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