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B. Who actually attended to arrangumentie for decking, berthing, loading, _

unloading, and the making of repairs, if necessary ?

Japan Center for Asian Historical Records
frorww.j

ANSVERS:

 ——

A. Docking: (Assuming csm.eoapmaonwwmq,ecuenmm,MWMzaoowHﬁﬂu

}
/‘/‘
}
RXZ23XBIR FoFRELIEPIe/X—

¥o veasel was nu%naoQngmmcwwsm its.chartered period, with the oaly
‘exception of.the "Ceylon Maru," which was dry-docked on Jan. 3, 1919,
.at Bordeaux, France, in dSmaoomwmm o%u¢Smusmbmuuwsm works by order of
the U.S. Amy eamanouﬂ mowaunm, by which she was being employed prior
to the sea casualty uonmmmwdwﬂwsm the said repairs.

(For details, refer to the Abstract Log of the "Ceylon Maru.")

B. Making of Repairs:

For the most part, the repairs (or similar kinds of work) were
effected by ordexr either of the U.S. ms»uwusm Board or the U.S. Army
Transport Service, under which the ship was placed for. employment.

Besides the above, however, a few cases may be noted in . which

-1

another authorities or.else had some concern with the repairs, &C., €.8.>

~ 1§

"Awa Maru® smm.mcwmﬁum@.ﬁwdslwmmwwnoﬁmwuwam-domam by the

U.S. Navy wouunwuuwusm‘_v%ﬁwwmuoﬂnmu,unw<mnfowwwomﬁm and crew from

Gibraltar back to Newport News,.and those life-boats were returned

to the authorities on ooamwmawoﬁ of the required transportation.

"Tosa Maru's . bamﬁoxowmam, stmm;wmumem were effected on
“May 30, to June 1, 1919, being attended by the Owners' resident

superintendent; at Xobe, cargo holds were fumigated and the ship

, was disarmed before wm:nmwwde% on June 20, 1919, to aﬁm,Oéﬂomm

M and disembarkation of the supercargo, being attended by the Owners'
” ‘resident superintendent.

M | on the part of the ship, as a rule, Chief Officer attended to the
“ making of. repairs of Deck Umma. and Chief Engineer to the making of

repairs of Engine Dept., both under the general supervision of the

ship's Master.

(For details of repairs, &c., refer to the Abstract Log of each ship.)
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( 4. Who actually directed the movements of the
vessels?

5, Who actually attended to procuring fuel, bunkers
anq supplies?’ .

6, Who actually attendad to arrangements for docking,
berthing, loading, unloading and the making of repairs, if
necessary?

.
@ ) (a) By ¥our go%panx as to menagement =nd
sposition of the chartered vessels?
¢ ' (b) To your company or to the captains of
your vessels by your Government under
these charter parties?
{c) To your company or to the captains of

your vessels by the United States Shipping
Board (if not covered by entries in the

og

(&) To your company or to the captains of your
- vessels by the supercargoes?

8., Attach copies of instxuctions in each of the
instances under (7) above.

7. What orders or instructions were issuedt

9

9., Were supercargoes ectually on board the chartered
'%;;»vessels and if Bo3

(é) Were they United States army or navy
officers? . .

{b) What authority did they exercise?

. 10, Was any mention made of the payment of income tax
at the time the charter parties were negoliated?

: 11, VWas any reference to the payment of income tax niade
theveafter? If so3

(a) Attach copies of any correspondence

12, Did your American offices or any of their staff
pexform any services in connection with the chartered vessels?

(a) If so, what services, in detail

*}" - -3 : ; e

e vt

“-
R L

-y
¥

13, What were the current rates for time charters :
of vessels of type, size and spcod similar to your vessels o
i@at were chartered? o

a) In 1918
b) in 1919 )
o) 1in 1920 ’;

14, VWere anv statements made in your preriodical g
reports to stockholders:with reference to these charter parties?

{a) If so, attach copies
Q}& 15, Were any decisions concerning these charter parties
) adopted in writing by your Board of Directors?

(a) If so, attach copies

é“ 16, How were the moneys received under the Charter
Party treated or recorded in your books of account?®- - -

(a) Were the moneys allocated to various services
or lines?%

(b) Were they treated as a lump sum?
17, Were ships chartered to the United States Shipping

Board or any of them convoyed during their voyages under the Charter
Parties or were they used as convoys?

e it ey o o'

& SUBSIDIES

1, Detailed statement as to the history of subsidies as far
as your company is concernede

£ J
' (a) When first available? :
] . H
(v) Did your company apply for same? ;
(e) Are sdbsidy payments used for any partiéular purpose§ é
(d) Attach copies of all correspondence, orders; eto,
' 2+ When are subsidy paymenis received?
A ia; Quarterly?
b) Annually?

3. Are these payments computed for each vessel fbr'each vayage?

4. What is your company obligated to do in order to qualify
for payments? :

5. How were these receipts treated in your bonks of accour L%  /
sa Allocated to services? i
b) Recorded in lump sums?

March 29, 1934, i/

Japan Center for Asian Historical Records
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;*fto,show that subsidies are not taxed by the Japanese Goverﬁment.

R —

Irf any evidence oan be produced to show that the subsidies
have connection with or are conditioned upon the construction ér ships
instead of the operation of ships; it should be submitted. For example
it may be shown that ét the time subsidy arrangements were made with
the Government, the company obligated itself to acquire some new ships.
Such a situation relating to arrangements.after September 30, 1922 —
wo?ld not carry much weight but if 1t related to arrangements prior to
thq war years or even as far baok as the beginning of subsidies, it
would be much more 1mportant°

The subsidized shipa were required to carry mail free.

This faot in itself implies that the payment was in part for service
regdared. How much mail was oarried? xerhaps some estimate can be
made of the amount that would have been received for carrying mﬁil
on gqps;dized ships if suoh ships had not been subsidized. Any data
on the relative importance of oarrying mail will be helpful, ‘

If it 1s possible for an officisl of the company most
fa@iliar with the matter of subsidies to write a story of the history
an@ ope;ation of the Japanese subsidy iaw, with an explanation of the
intent and purpose of the éubsidy and the spirit in which the arrenge-
ments were carried out, it would be very heipful. On the question of
the intent and the purpose of the law, 1t may be possible and would be
helpful if a statement could be obtained from an official of the
Goyernment familiar therewith, particulerly an official who had

knowledge of the facts in earlier years.

Mareh: 29, 1934 -

NIPYON YUSEN KAISHA

SUPPLEEENTAL MEMORANDUM OF INFORMATION REQUIRED AS_TO
EEﬁRTER PARTIES WITH UNITZD STATES SHIPPING BOARD

l. GCopies of al)l charter parties entered into with~‘
United States Shipping Board from September 30, 1917 to Septemuer

& 30, 1921,

¥ 2+ Detailed statementa as to negotiations for *these
charter parties as followss

& (a) Copy of memoranda exchanged by the
American Embasy at Tokio with the
Imperial Japanese Department of
Foreign Affairs relative to the charter
of Japenese owned steamers to the United
States Shipping Board referred to in the
first paragraph of the charter parties,

(b) Dbpia yOur,éompany voluntariiy'execute these
charter parties or were you required. to
exeocute them by your Government?

(c) Were the terms of the charter parties im-
¢ posed upon you by your Government or
negotiated by you in the usual course oft

¢ business?
Py
(g .
~* (d) was your company dealt with as a separate
entity or in conjunction with other Jap-
nnese steamship companies in connection
with these charter parties?®
(e) Attach copies of any correspondence in con-
, nection with these various points
3, Detalled statement as to the movements of each
vessel during the chartered periods as followsi
A (a) Statement showing ports of call, dates of

arrival, departure, eic.

(b) Attach copies of the logs (translations,
if not in English),
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'-pibpdr to include this period of 108 days bpoauaé charter hire
wnlénot collacted from the Shipping Board for that period.
Further, it ‘would be very desirable to have information as
to the kind of service these ships were actually engaged in while under
charter to the Shipping ﬁoard; that is, did they carry troops or freighé
and between what ports. One voyage ends and another starts when a
i‘“p is completely unloaded and in connection with item No 4 above »
@+t would ve helpful to show at which ports a voyage was completed and
.v.vhich ports were merely stops en route, and, if it is know, what kind
of cargo was carried. '
The whole argument of the Treasury is based on the assump=-
tion that during the charter periods the ships were going fo or from
United States ports. If this assﬁmption is not true, that is, if these -
gships were plying between South Kmerican and European ports, the
rhavter hire while in such service would not be taxable incoms even V
Qadef:r the Treasury theory.
w It is noted that the charter parties provide for 40
"illinga 6 pence per dead-weight ton per calendgr month, but the
amounts received from the Shipping Board exceed a calculation based on
such a rental by approximately 254. It would appear that the amounts
received from.the Shipping Board covered something in addition to the
‘charter hire and an explanation is desired, if possible. .
Sgbsidies: |
A detailed schedule is desired showing for each of the
years ending September 30, 1918 to September 30, 1922, inclusive, the

names of the ships on which subsidy was received, the amounts of the

E-0337
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1g§§1dy‘tor each ship for each year; and precise information as to the
line oh whigh- such ship was employed when such subsidy was reooivedo
In this way it is desired to shoﬁ how much subsidy related to the North
American Line, how muoh to the European line.and how muoh‘to the
Australian line; and if subsidies were received for some other line,
then the amount for such other line.. The present records on file
‘%(ith the Treasury show only the total amount of subsidy for the year,
without any details as to ships or lines. The real necessity is to
"deﬁermine the amounts for each line and it is belleved that this oaﬁ
best be done first be asceptaining the amount for each ship and then
acoumulating the figures by lines, ‘ -

It will also be important to obtain an authoritative trans-
lation of the Japanese subsidy law and authoritative translations of
the orders of the Minister of Comﬁunicationa prescribing the subsidy
® to ve received by’the obmpany. Vie believe that the subsidy law in

effect wasa the law of 1910 but 1f there were amendments it will be
’zgiaoessary also to aubmit authoritative translations of such amendments. .
If a new subsidy law was enacted or any changes were made between
October 1, 1917 (the beginning of the period) and September 30, 1922
(the end of the period) autporitatiie translations of such law or chang
are desired. If there were any contracts between the company and the
ﬁovernment relating to subsidies between the dates mentioned or
affecting the amounts of the subsidies for the years involved, authori.

tative tranclations of such contracts are desired.

It would appear that for purposes of Japanese inoome tax
subsidies are imcluded in taxable income, but if this is not the case,

df_ authoritative translation of the document would be very important
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B ' ' ‘ ' . : NIPPON YUSEN KAISHA

A T L ' i ‘ MEMORANDUM OF ADDITIONAL INFORMATION REQUIRED FOR PRAPARATION
Y Gt £ OF ANTICTPATED APPEAL TO THE UNITED STATES. BOARD OF TAX APPEALS.

‘%uld*veﬁﬁnaiﬁpSHftha amount of the émbrtizatiohggllowaﬁqqgwhiaﬁvw y. b
quite different than any of theé smounts heretorprgidisgugsgg'yitpggh:g, ‘
Treasury. We do.not wish to imply that a substantial refund may: be - :

tained/gy”an appeal to the Boarg,ybut we wish to make it clear that an ; Ships Chartered to Shipping Board:
appeal %o the-Board involves a redetermination of the whole guestion of - o

The eight ships ohartered to the Shipping Board were as ~

your -taxes. The rules of the Board are quite technical and there will be

great -difficulty in presenting the necessary evidence acscording to the

rules. As you doubtless know, we, as accountants, do not undertake to o follows:

present our clients' tax cases to the Bosrd, nor may we represent our ) ;

clients before the coiurts. A notice similar to that already received i ) Rangoon Tottort
@2y Toyo Kisen Kaisha will probably be issued within the next few weeks. E A!!H Ceylon Jinsen

P eal to'the United States Board of Tax Appeals must be taken within @ : . ienang -girin

' : - wa osa

i

¢ ﬁ xty days of the date of the notice and we wish to advise you that we
sh&ll be glad to render-every possible assistance in preparing the appesal

. and the evidence for your attorneys. If after you have considered this

(& matter you wish some alternative esction taken we shall be glad to hear
from you either direct or through your attorneys., ,

: For each of the eight ships chartered to the Shipping Board
the following information is necessary: )

1. Name of ship

We enolose a memorandum and a supplemental memorandum setting » ‘ '
forth some of the additionel information which it will be necessary : 2. Date delivered to Shipping Board and the
to obtain from your head office at the,sarliest possible moment since i ) name of thevport'at which delivered

it is imperative that we and your attorneys be placed in a position to i ‘ o o
properlyprepreaent you and we cannot do so without this additional g 3. Date re-delivered by ‘the Shipping Board
information. . to the company and the name of the port
‘ at whioh re-delivered.
_ : 4. For the period between the two dates above,
. Yours very truly, () list the names of the porta at which the
¢ ‘ ship called and show the date of arrival
4 and date of sailing for each port at which
_ Price, Vaterhouse & Co. F ~ the ship called :
f o ’ g .
& ) 69 : The foregoing information is required primarily to ascsrtain
the number of days in United States poris and also as a basis on whioh
to develop further argument on your behalf. If in any case this infor-
Enclosures - ' -
mation shows that a ship was in some particuler port for an unususlly b
long period, please make such explanation as possible. For example,
i ; t&e Ceylon Maru was laid up at New Yurk from November 5, 1918 to
' February 20, 1919 on account of sea casualty. If this period of 106

days 1s included in the days in United States ports, it will inorease

, the amount of income from United States sources. It would not seem
i e i L e ML et LN ML e vy ey
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Japsneael66}3!hbé”t?cbﬁ§titnto income in part from -sources within the -

q‘.gfh;wiééagiéi,fﬁéﬁhér suﬁh;diéé recéiiéd from the

as been brought up by the Treasury as far back as 1921.
"g;:t;gegggggqtgok.tgcgiiéw %hat the subsidies constituted income from
the operation of ships:just the same as freight and passenger revenu;.
They assert that the subsidies were not received for or on accoupt o

" the construction of ships, and therefore did not constitute a con~- -
trivution to the capital of the companies. We have filed briefs wit b
the Treasury stating the grounds on which it is contended that the sub-

®.idies do not represzent income in any part from sources within the
@ United States and we have dealt with the gquestion at length in our
letter tﬁ‘ueésrg‘nnrlipgham's firm, previously referred to.

2 . 'In the notice to Toyo Kisen Kaisha the Treasury in-

"'oluded all subsidies received as income from United States serv;cetﬁnd
it is probable that in the notice being prepared for your co?pa?yth e
Treasury will include all subsidies notwithstanding that par toii de
subsidies related to the Australian and Ruropean lines. A detaile
analysis of the subsidies hes never been submitted to the Treasury .
and it will now be desirable to obtaln such details for the purpose o
preparing a petition to the Board of Tax Appeals.

Ve would expect that the Treasury notice will purport
to include only the subsidies on the FNorth American line but the tax
will be computed by including the total subsidies of all three lines,
and on this basis the amount of tax involved will be approximately

& as followss

— 1918 $170,000. 00

s - 1919 70,000.00
Yo — 1920 145,000. 00
$285,000.00

- - an D
:===s=s==38

When information has been aubgitted as to'??g 3ﬁount
bsidies on the North American line, the Treasury wi -
gie:QfOSZb:y consent to a correction so that the amount of ta%hin
volved on the subsidy question may properly be consldered as e
proportion of the above amounts which the Forth American line sub-
_ksidiea bear to the total subsidies. .

6 0 e e 9 0 s & o5 0 o©

¢ 1 tain

In the foregoing comments we have mgntioned cer )
amounts a8 representing United States taxes involved on these quegtiops,
but it should be understood that no precise computations are poss1b1eo'

E-0337
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‘2 vypr‘\ R Eaf oy Sy N T
; shall be the average rate of representat » 0. oorpox
.s;milarly;oircuﬁht@nodd:ﬁithjreipaot.to;grpsshinoamébgdét}i }0m6
Profit per unit of 1 .. The Treasury. does
not disolpsg’tpe.namb:?erthe dom@;t;ojbdtpdratipdéjii;h‘thioh,doﬁpér-
1aon‘1s;mad910r‘thg_mqthbd,ofqbolectiﬁgnguoh‘borpOrétions;jgw
amount of net income of -the foreign corporation is determined’,
Treasury doss not select the comparatives and we have at present I
information a8 to the rates of tax which may be applied in your ocase.
The amounts of tax mentioned 8
of the rates which we think may be applied. The sum of these amounts
‘is %15200,000.00.;‘Ir charter hire and subsidies were held not taxable
and- amortization were allowed on the basis of the Ballantine couference,

in the Gase of a forel
[ gt’t1?§ dOﬁeSt16f6;”)

.business and capital’ employed. The Treasur

Until the
the

no

in this letter are based upon estimates

@& there would probably be a refund of perhaps $100,000.00 so that for

¢

present purposes it may be corsidered that the notice of deficienoy to
be 1ssued by the Treasury to your company will show a net additional

tax of 31,100,000.00. The exaot amount will be known upon receipt of
the notice in a few weeks, - .

Theserfigu¥es are so largely matters of estimate that we

hesitate to have you attach significance to them as such and we mention
them only to give you some 1dea of theve193341ngly serious difference

In. Qsétégyéﬁmstqngq we hesitate to propééd&ﬁifﬁgﬁt‘plaoing

ts before you and receiving your instructions. . Even after a

"notice of deficienoy" 1s issued, it 1is.possible to continue negotia-

‘tlons. _with.the view of ‘reaching a settlement withéut trial. Such &

A‘"L
«

compromise, settlemeit, however, 11y
taxpﬁyér,@phwéllgas;by;thq,deg?hment;?bﬁiﬂiniyUUr‘OQse,the amounts of
“nvblzed andith§Wmer1t.og“yonr_opntenttonQQOd the three points are
such@that;withqutTspeciriq{1n8tructionqyrq¢m you we ocannot meke a -
subspaﬁt;dlféchoégSIOn‘pb:efrectﬁsuch_a(seﬁtldmént,;,The_turthef‘pro-

Tusially 1nvolVves Gohoessions by the

“ojoedure provided by law is to prosaoﬁte”ah"éppsalCbéfore the Boerd of

Tax Appeals’ or to pay the tax and file suit .in ocourt for refund. In’
either-evént'it&ﬁillpprqﬁgbly be some years before & decision gan be -
obtained end the ooat‘oriprosecuting‘ycur_appealquﬁld,ﬁrObsbly amount
to a considerable sun of -money. Further, as you probably know, in the
event of an unfavorable decision interest at the rate of six per oent

per annum on the amount of additionel taxes finally found to be due would
be charged to you from February 26, 1926 to the date of payment., In ‘
this connection there is, of sourse, open for consideration the questionm
of exchange whioch may or may not be more favorable, say two years hence,

than at the present time.

A

In preparing a petition to the Board of Tax Appeals, olaims

Would be made on your behalf for all items whioh would be advantageous

to you and the Board would make a redetermination of your tax according
to its decision on the issues and the facts presented. The possibili-
ties of a refund would depend upon a favorable dicision by the Boerd

on each-of the three major guestions, snd the amount of the refund
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,in . .The'decision of the Treasury to disallow amor-
tization 18 not -consistent with the results of our meetings with
Assistant Secretary of the Treasury Ballantine about which we advised you.
under date of July 10, 1931. These meetings were followed by gmeeting
with the Valuation Division on September 3, 1931, at which time it was
arranged that amortization should be allowed not only on.ships con-
structed or acquired between April 6, 1917 and November 11, 1918,
ich engaged in United States service or commenced a voyage to United

‘ates ports prior to November 11, 1918, but also on ships under con-
‘Qtruction at November 11, 1918, the allowance on such ships not to ex-
ceed the amount of the expenditures prior to November 11, 1918.. It is
the amortization on uncompleted eshipe that the Treasury has disallowed
fin the case of Toyo Kisen Kaisha, and such action affords no indication
of the extent to which the Treasury may allow amortization in your
case with respect to ships completed prior to November 11, 1518.

- We would explain that the arrangement ;eaulting
from the meetings with Assistant Secretary Ballantine was for the
purpose of reaching a settlement without litigation and represented .
concessions ‘on both sides. We are led to believe that the Treasury does
not now recognize such arrangement for the purpose of giving formal
notice of deficienocy from which appeal can be taken to the Board of
Tax Appeals. We anticipate that in the notice of deficiency to be
issued to your company the Treasury will gllow some amortization on
completed ships but will allow none on uncompleted ships.

in the great majority if not all cases, domestic tax-

payers have been allowed amortization in respect of uncompleted facil-
Jf:ies, that is, plants, buildings, efc., W s in the o 0
'prl s 1918, and it has seemed

8 that foreign taxpayers s : -t
1a11us 12:?nﬂThe Treasury hae taken the position that allowance cannot
5:’2233‘?5: a deduction unless it is connected with inocome received -
from sources within the United States, and since during the war no
income was received from uncompleted ships, there is nothing from which
to deduct the allowance for amortization Bo far as it relates to un-
completed ships. The Treasury attempts to sirengthen its argument
by asserting that the allowance for amortization is the same as an
allowance for depreciation, which latter allowance naturally follows
the ship. Our position is that the allowance for amortization is not
ﬁbmparable to depreciation, since it was not dependent upon wear and A
tear of the property and was granted by Congress solely in recognitioy
of the excessive cost of acquiring or building property for the purpo::
of aiding in the prosecution of the war. Allowances for amortization
on uncompleted favilities were made to domestic taxpayers irrespectivc
of whether these facilities produced income during the war, and we £:ze
no reason why the same treatment should not be accorded to foreign
taxpayers.

3

o

T

“»
.

x:t

Y
‘¢odeduction should be allowed for a part.of the expense of salaries

ABuch information.

|

-3 -

,é : We have as yet received nothing in writing from the . .
reasury and such information as we have does not afford a basis on
which we may compute the mmount of United States income and profits
taxes involved. If in yourtase the Treasury should allow with re-
spect to completed ships the amounts we think represent . the minimum
to which you are entitled and -should disallow only the amortization
on uncompleted ships, the amount of taxes involved on such disallow-
ance would be approximately $80,000.00, falling largely in the °
_¥§g1_12;9. But, as previously stated, we have no assurance that

e Treasury will make a reasonable allowance on completed ships and
the amount of tax involved may be very much larger.
Ll : .
Charter Hire Received;y =

" 'We have nothing in writing froi‘tﬁé"Tfeﬁsuryrétating the
grounds upon which they base their opinion .that charter hire i
received from the United States Shipping Board constitutes in any

part incomé from sources within the United States. - The question

has beep_d;sgupqeﬁzf:om;time,tp‘time and we have filed briefs stating

the grounds upon which we rely to support the contention that no part

of such charter hire is taxable. The General Counsel!s. representa-

tive in the Treasury has stated to us orally that his decision rests .
upon an interpretation of the charter parties, the essence of which

is that they constitute contracts of affreightment rather than contracts
of rental. He argues that if they are contracts of affreightment, the
income is no different than the income from ordinary freight revenue
from direct operation of the ships in United States trade. We have
written fully on this subject to Messrs, Burlingham, Veeder, Fearey,
Clark & Hupper in our letter of February 27, 1934, a copy of which

is attached.

If the charter hiré received is in any part taxable, a'

and allowances of seamen,.etc., incurred during the charter periods.
Such a deduction would be computed on the ratio of the.days in United
States ports to the total days-during the charter periods. These
amounts also’ enter into:the apportionment of gross income between
sources within'the United States and sources without the United States.
The information for such a computation with respect to ships ohartered
to the Shipping Board was not obtained by our representatives in 1927
as it was not pertinent to what we believed to be a correct interpre-
"tztion of the law. The computation on which the Treasury is now en-
gaged will show a greater amount of tax by reason of the absence of

We believe it desirable to obtain the information
for the purpose of preparing a petition to the United States Board of
Tax Apneals, although it is understood, of course, that if the

question of charter hire is ultimately determined in your favor,
the question of expenses is immaterial.

The amount of United States income tax involved in the
question of charter hire is approximately $83 .00, being approxji-
uately $370,000.00 for the yvear 1918 and $465.000.00 for the year 191q.
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wo.tiidwoio. .. . In conelusion, I would add that it is my firm conviction
that ‘neither charter moneys for subsidies received by your client can
be subjected to. tac ih the United Statesy first, because they are not
affirmatively taxed under any provision of our inecome tax acts, and, -

- second, because in neither case weré the amounts received the result.of

doing business or performing service within the territorial limits of
the United States. In the original Treasury Decision 3387 the provision
for allocation of income as between the United States and elsewhere is
tricted to the income derived from the "Business of transportation -
rvice®, If it had been the intent to tax charter moneys reteived by
¢ oreign taxpayers a specisl provision would have been required for the
reason that the charter hire provided for in the charter partes might
very well have bsen based on a variety of considerations requiring
f)eparate treatment, The same is true of subsidies which are not msn-
‘tioned in the Treasury Decision and in thie case subsidies, if taxable,
would require different treatment than the earnings from transportation
service because the subsidies are computed entirely on the ton mile basis
without eny time or freight tonnage 1imit being taken in to consideration.

: I hope thzt the above remarks will assist you in your -
review of these questions, :

Yours very truly,

(Signed) DONALD ARTHUR

e

56 Pine Street
, " New York
£  March 29, 1934

Er. K.0. Takahashi, Manager,
Nippon Yusen Kaisha ILines,
e 26 Broadway,
L New York, N.Y.

Dear Sirs « ’ - S . o
UNITED STATES INCOME AND PROFITS TAXES :
Y FISCAL, YEARS ENDING SEPTEMBER %0, )1

et e e St o

_Since writing to you on January 22nd last, the situation
with reference to your tax matters has taken a quite unexpected
turn. Toyo Kisen Kalsha has been formally advised by the Treasury
of the amount o its taxes for the years in which that company was

o 1923 INCLUSIVE -

involved,; and we: are informed that the Treasury is engaged in preparing‘-
similar formal notifications to your company-and to Osaka Shosen Kaisha.

This notification is issued under the provisions of Sections 274 apnd.
283.0f_the.Revenue.Act 0f.1926 and constitutes a "notice of deficiency”
from which an appeal may-ke taken to the United States Board of Tax
Appeals if filed withidays from the date of notice.

t In the notice issued to Toyo Kisen Kaisha three vitally

important questions have been dealt with unfavourably by the Treasury.
They are as followss : ‘ = .
ae 1. smortization has been disallowed entirely, but the
rEetE Were qui te: different than in your case and it may
be that the Treasury intends to disallow only the amor-
tization on new ships not completed or which did not
commence a voyage to the United States on or prior to
the date of the Armistice, November 11, 1918.

2. Charter hire received from the charter of ships to the
=nited States gﬁigfﬁggwggg£gfhas been dealt with as
taxable {ncome the #ame 48 freight and passenger
revenue from transportation service touching United
4 States ports. .

3. §ggsig;§s received from the Japanese Government have
“been dealt with as taxable income to the sameéxtent
as freight and passenger revenue.

http://'www. jacar.go.jp
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:&g%rggant of national
n .the ocean’transportation of "freight and.passenger traffic orig-
1nating.vithdng;fheiUhited States.™® These subgidy pgymanti were nog
. made under.shipping contracts between the steamship companies and.
shippers; they had riothing whatever to do with the quewtion of volume
and glasses of freight, receiving, loading and wmloading freight,
receiving freight moneys, or with similar operations going to mcke
up the business of ocean transportation, It is, we think an unwerranted
interpretation to say that these subsidies, received from the Japanese
' Ggyernmenti constituted "income that aceorues within the United Siates®
connection with the hanaiing of "freight and passenger traffis

pélidy1ﬂé§1§g]ho“immediatelrolatiOﬁihip

originating within the United Skates®, or with services perform
. &ithin the United States, S : performed

O As stated above, we know of no specific provision in

:the 1918 Act regarding the treatment ¢f subsidies received by a foreign
corperation from a foreign government. However, it appears clear that
.in Section 233(b) the Congrassional intention was to tax only the income
-arising from business operations within the United States and from se-
curities issued by residents. We think it may be helpful to Guote here
Sec:ion 233(b) with our underscoring to indicate our reading of this
8eoction: . . R

"In the ocase of a foreign corporation gross income
includes only -the gross income ifrom sources within the -
United States, including the interest on bond, notes,
} or other interest-bearing obligations of residents, cor-
& porate or otherwise, dividends from resident corporations,
¢ and including all amounts received (although paid under a
contract for the sale of goods or otherwise) representing
profits on the manufacture and disposition of goods within
-the United States.” -

T

& : » 4 :
Unlike the later acts, the 1918 law required both manufacturs and sale

within the United States in arder to bring the profit on sales of goodsﬁi

into taxable income,

We think that this seotion, fairly interpreted, olearly
restriots. the taxation of foreign corporations to takx on income derived
from within the territorial limits of the United States and it is by
no means broad enough to includebubsidies paid by a foreign govern-
ment to its nationals primarily to insure the maintenance of maritime
dog.nections with the rest of the worlid, from pnlitical and social,
rainer than from economic or profit-making conuiderations.

.It may not be amiss to point out that the regulations
issued under the later acts, dealing with income from ocean transe-
portation, rafer uvpecifically to revenues from transportation service.
For example, Article 683 of Regulations 77 provides that "The gross
income from sources within the United States from such services (the

E-0337

business of transportation sefvice)‘ahall be determinec¢ by taking such
a portion of the totsl gross revenue therefrom (the services) as (a) the

sum of the costs or expenses of such transportation business carried on
by the taxpayer within the United States, o,

We have understood “transportation business® and "trens-

portation service" to mean primarily the transporting of freight and
passengers across the seas, The “business® and the "service" referred

t \sre not ocarried on to earn subsidies but to earn freight ~-nd pass- :
el"yer revenues and the "“costs or expenses of such transportation businass® !
§gre incurred to the end of earning such revenues, We think it may fairly

e gaid that such “costs or expenses™ are incurred largely in receiving,
loading, unloading and transporting freight and by no means in earning
ﬁybsidies. : : ’

In I.To 2098 it was held:

e 'That where a vessel sailing from a foreign port
to another foreign port or to & port in the United States in-
cidentally comes within the 3-mile limit or touches at an- -
other United States port where no business is transacted such
as to result in income from sources within the United States
and again goes without the 3-mile 1imit to.reach the port :
at which the income-producing business is transacted, no portion T
of the time or.mileage by: reason 'of such incidental passing T
through the United States territorial waters should be included
'y in computing the portion of expenses.to be allocated to the
United States, &s such expenses are properly chargeable to
the voyage 'as a whole, In computing the time or mileage of
PR the vessel.from the time it enters the 3-mile limit to the time
N of arriving at the United States port where the ingome-producing
business 1a transscted, so long as a recognized or established
route is followed, the time or mileage should be computed from
the time and point at which the vessel crosses the boundary line
of the 3-mile Yimit to the United States port, and the ssme rule
arplies to the departure of the vessel from such port®,

{iII-2 C,B, 167).

_ALthough thie ruling was published as an interpretatioa
of P,P,3387, ¥ i¥rink it is significant thst 1t recuires operatore of
steamshiva to .acount for time and mileage only in connection with
"{dgoma~producit. - buginess" transacted within tha territorial indits
of the Uuiled “t-tes.

¢n the aquection of subsidles, I find myself un&abl?

strengihe. the avgprencs odvanced in our wemorandum ol Jan
as amplified abeve, :
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: é!@“vﬁited'Statea.iirhijcépi alistock, of the foreign corporation

of products by a foreign corporation to’ the Government of ' -
a8 owned 99% by an American corporation, the latter compahy receiving
from its subsidiary a portion of the profits in question as oonsidera-
tion for the loan: of plans, specifications, equipment and services
of engineers. . The foreign company had no office or place of business
in. the United States. -All the contracts with the United-States Govern-
ment were signed and executed outside the United Siates and the pro-
ducts were paid for f.o.b the plant of the foreign corporation and
pagmegt was received in the foreign country. The Committee held
"that the profits from such sales were not derived from a source
,,githin the United States”. (A.R.M.133, 4 C.B. 114).
. N Although the Committee was not dealing with a case on'
&1l fours with ours, I think it is significant as pointing out tae
principle that all profits received from governmental or other Amer-
 1gan sources do not.necessarily constitute taxable income within the- e /
¥ meaning of the relative taxing statute. The method of earning the ) '
.income as well 28 the place from which it is received both require to
“be:determined. Viewed in this light, and considering the fact that
the?ghg?te: moneys were received in Japan (under contracts executed
in Japgn); not for services related to the ocean transportation
of “freight and passenger traffic originating in the United States",
or originating in any other country, but as rental of the ships solely
‘on a time basis, whether or not the ships were used by the Shipping
Board -for ocean transportation, 6r were allowed to be idle, I do not
Bee how. these rentgls could fairly be classed as income from Ameri-
can sources. The fact that your client maintained a place of business
_in the United States should have no bearing on the question.  The
*~p1ace of business was maintained solely to handle "freight and pass-
"enger iraffic originating in the United States", or having its terminus
dn the United States and it had nothing whatever to do with the
.execution of the charter parties, with the management of the ships
' thartered or with -the transmission of the moneys received under the
harter parties. : R - co "

K

. IOEEENE N R L S R R 0 A PR LN I F LI
The.use of the phrdse "Freight and passenger traffic" . _
in Acting Attorney General Frierson's opinion referred to above is, we
think, significant. The word "traffic" in the definition contained
in the Oxford Dictionary includes “Transportation: of goods,'coming
and going -of persons or goods by road, rail, steamship route, etc.n
It is our view therefore that the phrase used by Mr. Frierson is
synonymous with the phrase uséd in T.D. 3387, namely, "Carrying on
the business of iransporiation service®. The latter phrase jinvolvesn
fhe whole business of soliciting freight and passengers, ttransport-. ' .
ing them to destination and unloading them at the point of destina-
tion and could not couceivably embrace as part of this service or
traffic moneys raceived as rental of shipas, which in turn were used
by the U.S. Shipring Board for its own purposes. The hiring of the
. 8hips to the U.S. Shipping Board effectively removed the ships from
the "transportation business" conducted by this company.

f
The late Dr. T.S.Adams in a memorandum prepared for
3ecretary of the Treasury Mellon,on the subject of the propoaed
Ipeasiry.decision under Section 217 (e) of the 1921 Revenue Act said
"Tranisportation .service has to be sold. Offices and officials to .
secure traffic must be maintained or employgd; material expenditures
are made upon advertising; and these selling expenses afford, in
their relation or proportion to other expenses, a convenient and not |
dbviously defective measure of theé importange of this element of the
#,usiness. The regular transaction of business at a given place in ‘
5 génerally and correctly regarded as creating a source of income or
F Srofit at that place”. |

X, " In the case of the charters we are now counsidering, the

* only business thet was transacted was transacted in Japan. None of
the elements mentioned by Doctor Adams was necessary for the trans-
1ction of this business and it seems to us that the hire of these
ships whether with or without captein and erew or with-or without
mgines made no difference in the character of the income received
sxcept that the amount of the income would necessarily be greater or
smaller according t; whether crew and engines wére furnished or were
not furnished. .If the phrases quoted above are, as we think, synon-
ymous, then we believe it would be necessary to attribute to the
receipt of charter money an element of traffic or serviece which sinmply
does not exist. R ‘ :

i Similarly, the operations of the Americen offices of g
our clients had no essential relationship to the matter of subsidies,
which were granted by act of the Japanese Parliament and which were

; paid on the basis of miles steamed irrespective of the origin or the

y-olume of the "freight and passenger traffic®.

. .So -far as we know, there is no provision of the 1918

Act or the regulations or rullings: thereunder:which deals specifically
with subsidies. The Supreme Court®’s decision in the Cuba Railroad ease
dealt ;solely .with the definition of income in connection with subsidies
received by an American company which was subject to tax on income
Yrom all sources. Determination of source was not a question

In that case; it is the 1m¥ggjant question in the case of our clients.
Although the court stated that the subsidies were not received for
services réndered, and perhaps indicated thereby that subsidies might
ke taxable if received for services rendered, the subsidies received

by the Japanese companies were not paid by the Japanese govermment for
transportation services comnected with the handling for it of "freight
and passenger traffic"”. ‘ . .

In considering the question of the source of the subsidies, '
it is important to emphasize that the payments were made in Japan
a2y the Japanese Government under legislative authority, as an
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February 27, 1934

Mr. Van Vechten Veeder, - - ‘
Messrs. Burlingham, Veeder, Fearey, !
Clark % Supper,
27 William Street,
New York, N.Y.

Deaf Judge Veeder:

. NIPPON.YUSZN KAISHA
cHAR!ER'HTE!FIﬁﬁ‘§U5§TﬁiEs,

I have your letter of February 23, 1934 requesting
that I refer you to specific provisions of the law and regulations
upon which I rely in support of the proposition that moneys received
by the above company as charter hire and subsidies during the years
1918 to 1920 inclusive are not taxable in the United States.

At the outset it seems pertinent to observe that our
only concern is with the determination of the amount of taxable
income of the above company which, under a reasonable interpre~
tation of such rulings as there are, can be deemed to have been
derived from sources within the United States. Our task has pot
been to define income in general but p;imarily to asceriain from
what place certain classes of income were derived in order to
detefmine the liability to Federal income and profits taxes under
the 1918 Act. AS you are aware, Congress, in all the Acts, has
followed the policy of requiring foreign corporations to include
in gross inoome which might be subject to tex "only the gross income
.t,ao,%_lﬁ.,ﬁigusg,eﬁmwi.thinm,tll.ﬁ“!!EH.EQ.. States". (Section 233(t) 1918
VT M . v eL-2vaLeb’ 80 \ol,

A

As stated in the opinion of Acting'Afﬁofﬁéy‘General
Frierson, dated November 3, 1920, “The obvious purpose of this
section.is to _tax only income that dccrugs Within’the United

Aty gy

States". (T.D. 3111, 4 C.B. 280 ). TH that opinion it was held
‘that an BEnglish steamship line derived income from United States

sources (where its business in the United States was handled by a
firm of brokers snd agents) "to the extent that it derives incoms
from freight and passenger traffic originating within the United

States". (I shall have something to say about the word "traffioc™
later on in this letter). : '

-2 -
f This, of course, could only be supported if the ~ . -
steamship business could be held to be on all fours with:the busi-.
ness of manufacture and sale. The language of the 1921 Act (Section

217 (e) recognizes the "service" quality of the shipping business
and the analogy derived fromn ¥Mr. ZFrierson's opinion is, therefore,
destroyed. ‘It seems unnecessary to say that the failure to specify
the "service" quality of the shipping business in prior acts cannot
conceivably be construed to mean that under prior acts the opera-
tion of shipping companies did not constitute a "service” but was -
tantamount to "Manufacture and sale®. As well say that our revered

- -President, Mr. Roosevelt, could change the character of the "Suh"

* “"and the "Moon" by renaming them the "Moon" and the "Sun".

The. arrangement made with the Treasury in respect of
years prior to 1921 was in essence that income of foreign steamship
companies for these years should be arrived at by applying the prin-
ciples enunciated in T.D. 3387 B0 far as not inconsistent with tho
general provisions of the aots governing. these prior years.

" Regulations 45 under the 1918 Act made no reference, .
specifically to the American earnings of foreign.steamship companies;
except in Article 92. This article, as you know, provides, among
other things, that charter hire money received by a foreign stezmship
owner from an American would not be subject to tax wheén the ownezr has
no office or place of business in the United States. In o0ffice De-
cision 65613 Article 92 of the Regulations was limited to "Foreign
Steamship Companies having no office, connections or agency in- thae
United States, whose vessels only occasionally touched at ports in
the United States and who could not: otherwise be regarded as doing
business therein®". It has seemed to us that this limitation war un-
warranted in any case where the receipt of the charter money dig not

 Jinvolve doing business in the United States, whether in fact the

=~ corporation did other business in the United States upon which it

.. It has been our view that the ‘charter money received
from the U.S. Shipping Board did not constitute income.from “freight
and passenger, traffic" or from carrying on the Business of trans-.
portation between points within and without the Unite ates. W,
would understand that business of transportation to. require organi-
zation and control of ‘Personnel ana equipment, Tinancing, the soli . i-
tation and receiving, loading and unloading of freight and similax’
operations. The rentals payable under the oharter parties had no
relation whatever to these matters. The rentals were payable mere .y
for the use of the ships and their crews purely on a time basis,
whether or not the ships sailed a league or took on a pound of fraight
anywhere. Furthermore, the charter parties were executed in Tokio
and the rentals were payable in Tokio in Japanese funds. :

In this connection, it is of interest to note the opinion

of the Committee on Appeals and Review, published in the eerly pait
of 1921, regarding the taxability of profit derived from the sale
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Férn\ No I'. 6 (Printed in Japan) Q‘g'}gg un ) ﬁng pn . %H;{%hu | ;. Form .Nf) T, ‘6 (Printed in Japan} éﬁ ’((m] n,n ﬁu”en %X 5ha

'“Tg?graf: received in Head Office, Tokyo, on______ " y Telegram received in Head Office, Tokyo, on_24/6/ 1934 7.10 a.m, (34)
from dated from . New York dated 23/6/1934, 11.29 a.m. 55/54 (T)
Code Translation . Code ' Translation
have made an error (in) ’‘pensions Oonfidential
salaries Seamen 59

Referring to your telegram No.1l00 deficiency
involve(s) ~tax
approximateily) subsidy
$185,000 nstead of

5285 000 - because

near Bea

Australian line eliminated
charterage

$850,000 because (of)
treasury used

higher rate profit

tax amortization

in excess (of) $300,000
becauss (of) disallowed
entirely Nagato Maru
Nagano Maru also
uncompleted ship

stop treasury

under reserve involving -
100,000 tax :

\‘“\'—{“'_,_‘?‘-T(\“d
Cewy MR
> RE

= - o by

000'003\\

—%ﬁ:.ao‘}u\ I j

LR ol FTI ST %ﬂ#ﬁ-‘# N
_qr

200, 49) (900. ]
i (200. 49)
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'i‘elegram received in Head Office, Tokyo,

from New York

| " Form No. T. 6 (Pribted in Japmj) gﬁi‘n g on ﬁnﬁfn | % Hiﬁha

dated

27/6/1934,7.50 a.m. (86)

26/6/1934, 16.20 (BN}

Code

Translation

(0. 49

6l

Your teleg. No.l

foreign

shipping companies
have been settled
Japanese lines

delay due to

almost entirely

amortisation
charter

hire

subsidy
question
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Form N';). T 6 Printed in Japan) (S50 WM | bla} N Ry ; M .
b Alippon Husen  Faisha e e Sy o Pusen  Hvishy
e . o 14/6/1934 NS - .
Telegram despatched from Head Oifi. :; Tokyo, on . _ ) 13/6/1934,7.4% a.m; (40)
to New York ‘Telegram received in Head Office, Tokyo, on LA ek _
- - from___ New York dated 12/6/1954,4.16 p.m. 66/64 (T)
Code ; No. 95 Translation >
- o - - e Code Translation
] Referring to your telegram No.47
| confidential
; inocome tax
: 47
is it inclusive of ) have received inocome tax
1 . ! 90 days®' notice {of)
. interest ‘ deficiency (of) $1,000,000
: i . $329,000  $583
i doouments will be sent to 53 cents for the
| 3 years telegraph when you
;&8 soon as possible mailed reply to

referring to ‘our letter of 30th March

(200, 49)
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FormpNes 'I” 6 (Printed in Japan)

i D Flippon Pusen  Hrigha

Telegram received in Head Office, Tokyo, onls/ 6/1934,7.30 a.m.(26)
from__ New York dated._ 14/6/1934,16,05 25 (BN)

Code - Translation

50

Replying to your telegram No.(-) our answer is no.
95

interest at (-3% per. annum

6

will be added

from

(year) 1926

200, 49)
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within the territorisal limits of the United States bears to-the
( total nuiber of days on the voyage;: and fuel gonsumed on each:
"> voyage may be pro-rated on’the bisis of the proportion:which the

number of miles sailed within the territorial limits of the - .=
"  United States bears to the totsl number of miles sailed on the

"9(3) If a foreign corporation subject to this article
is also engaged in a business other thon that of providing a
A transportation service between points in the United States and
‘ points outside the United States, the costs and expenses (inciuding
taxes) properly apportioned or allocated to such other business

voyage., Income, war-profits and excess-profits taxes should not i should be excluded both from the deductions and from the apportion- |
be regarded as costs or expenses-for the purpcse of determining : ment process prescribed in (1) above; but, for the purpose of j
the proportion of gross income from sources within the United States; | determing net income, a rateble part of any general expenses,

and for such purpose, interest and other expenses for the use of | losses or deductions which cannot definitely be allocated to some !
borrowed capital should not be taken into the cost of services ] item or class of gross income, may be deducted from the gross incomg |

g

rendered, for the reason that the return upon the property used from sources within the United States, after the amount of such )

may ordinarily be taken 28 a Peasonable rate of return to apply to who, in good faith and unaffected by considerations of tax

such property. The property taken should be the average property

.~  measures the extent to which such borrowed capital is the source of {j N gross income has been determined. Such ratable part should
L the income. For other expenses entering into the cost of services, P e ordinarily be based upon the ratio of gross income from sources
i i only such expenses as are allowable deductions undar the Revenue Act 1, 3 within the United States to the total gross income,
: of 1921 should be taken, : ; s - _ .
| | . o : | "+ (4) Application for permission to base the return
: e _"*The value of the property used should he determined ! -, upon the taxpayer'!s books of account will be considered by the
| e upon the hasis of cost, less depreciation, Eight per cent(83%), ; ' Commissioner in the case of any taxpayer subject to this article,
E

N
_ ; G 1liability regularly employs in his books of account a detailed
employed in the transportation service between points in the iy allocation of receipts and expenditures which reflects more
United States =nd points outside the United States during the f clearly than the process prescribed in (1) and (2) above, the

taxable year. For ships thé average should be.determined upon a ‘ income derived from sources within the United States,®",

daily basis for each ship and. the 2mount to be a2pportioned for S

each ship as assets employed within the United States should be ;

computed upon the proportion which the number of days the ship was . ?

within the territorial limits of the United States bears to the ,

total number of days the ship was in service during the taxable . - 2 e e 3 5 7 G

period. For other assets employed in the transportation business,
(o the average of the assets at the beginning and end of the taxable
period ordinarily may be taken, but if the average so detained
does not, by reason of material chenges during the taxable year,
fairly represent the average for such yeer either for the assets oo,
employed 1n the transportation business in the United States or in
gotilp the zverage must be determined upon & monthly or daily

as 8. . : - -

i
B e S

vy

: ~*¢(2) Interest and income, wer-profits and excess & ' ‘
profits texss should be excluded fromm the apportionment process, '
as explained in (1) above; bit for the purpose of computing net
income, there msy be deductel from, the gross income from sources
within the United States, after the amount of such gross income has
been determined, & ratable part (a) of all interest (deductible
under section 214(a) (2) or section 234 (a) (2) and (b) of all

A income, war-profits and excess-profits taxes (deductidble under A
sections 214(2) (3) and 234 (a) (3), paid oxr accrued in reaspect
of the bueiness of transportation service between points in the
United Stetes and points outslde thae United Staves, Such
ratable part should ordinarily be based upon the ratio of gross
income from sources within the United States to the totsl gross
income, from such transportation service,

PO

|
i

T

|
S
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(corY)
CONGRESSIONAL INFORMATION BUREAU

A " WASHINGTON D C hugust 24, 1922,
R RN

FOREIGN TRANSPORTATION CORDPORATIONS' TAXES,

L The Treesury bepartment today made ﬁublic new ragul s~
, tions governing the menner in which foreign corporation conducting
a transportation business between points in the United States and

r
aO¥

i,

§§§
ab

%L/{ points outside the United States shall determine which part of_ ;
yiP thg;p income is derived from_ sources within the United States,
s These regulations are for the purpose of ascertaining what part

@,

/?
57

%&g‘ﬁ\&

of the income of such corporations is taxable in this country
T1Z/% The regulations_are in the form of & Treadury decision (T0D03387)
’and are as follows: S —

.__S(

“To Collectors of Internal Revenue and others concernedz

"Regulations 62 are hereby amended by adding there-
to Article 327 (a) to read as followst

. ”OArt. 327 (a). Transportation services - A foreign
corporation- carrying on the business of transportation service
betwveen points in the United States and points outside the United

N ) States derived income partly from sources within and partly from
: sources without the United Statese ' .

“(1). The groaa income from.sourcea within the Uhited

. _States derived from such services shall be determihed by: taking
.- such a portion of. the total .8Tross. revenues therefrom as (a) the

sun of the costs or. expensea of such transportation busiﬂtﬁs
[ carried on by the tazpayer within the United States andia |
i L reasonable return .upon the property used in its tranSportation
i y business while within the United States bears to (b) the sum of
: the total costs or expenses of such transportation’business
carried on by the taxpayer and 2 reasonable return upon the
total property used in such transportation business. Revenue
from operations incidental to transportation services (such as
the sale of money orders) shall be apportioned on the same basis
ag direct revenues from transportation serviceso

"oTn allocating the totalp ata or expenses 1nourred

in such traneportation business, costs or expenses incurred in
{ N connection with such part of the services as were wholly rendered
] in the United States should be assigned to the cost of transporta-
tion business within the United States, For example, expenses of
loading and unloading in the United States, rentals, office
expenses, nalaries and wages wholly inocurred for services rendered i
to the taxpayer in the United States belong to this class, GCosts )
and expenses inocurred in connection with services reridered partly
within end partly without the United States may be prooratedon a
reasonable basis between such services, For example, ship wages,
charter money, incurance and supplies chargeable to voyage
expenses should ordinarily be pro-rated for each voyage on the
besis of the proportion which the number of days the ship was

o - P - . N e e P
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iL‘ any other taxable years has been overpaid or underpaid.

4>"*7L127%fﬁiﬁﬁﬁq3 ﬁ§iﬁi§ 25475ﬁﬂiﬁ%ifﬂ%5%ﬁ§5‘1»3%‘*_t§B._4:H!#§37
:§§£§$Ei$mzf#ﬂ =ﬁ?»%§. ‘ y

Sec. 283 (a) If after the enactment of this Act the Commissioner
{ determines that any assessment should be madse in respect of any
jincome, war-profits, or exoess-profits tax 1mpossd by the Revenue

it
Act of 1916‘ the Revenus Act of 1917, the Revenue Aot of 1918

, A
the Revenue Aot of 1921, or the Revenue Act of 1924, or by any such
e a“.

Aot as amended, the Commissioner is authorized to send by registered
mail to the person liable for such tax notice of the amount pro-
posed to be assessed, which notice shsll, for the purposes of this
Act, be considered a notice under subdivision (a) of section 274,

of this act. In the case of any such determination the amount
which should be assessed (whether as deficiency or as interest,
penalty, or other addition to the tax) shall, except as provided

in subdivision (d) of this section, be computed as if this act

had not been enaoted, but the amount so computed shall be assessed,
collected, and paid in the ssme manner and subject to the same

provisions and limitations as in the case of a deficienoy in the

tax imposed by this title.

(d) In the case of any assessment made after the enactment of this

Act in respect of a tax imposed by any Act of Congress prior to
November 23, 1921, interest upon the tax proposed to be assessed
- shall be assessed at the same time as such tax, shall be paid

upon notice and demand from ths ocollector, and shall be collected

E-0337

I'e - —

L @

¢
X

B i - S S R

-4 - . .

as part of suoch tax, at the rate of 6>per centwn per annum,
from the date of the enactment of this Act (February 26, 1926)
to the date such tax is asgsessed, or, in the case of a waiver
under subdivision (d) of section 274, to the thirtieth day
after the filing of such waiver or to the date the deficiency

is assessed whiohever is the earlier.
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{ /( If in the case of any taxpayer, the Commissioner ‘wmdm“that ‘ Ad) The ‘taxpayer shall at any time have the right, by a signed J
T there is a deficiency in respect of the tax imposed by this title, :? ] notioce in writing filed with the Commissioner, to walve the l
i the Commissioner is authorized_to. aend notice of such_defioiency ‘ restrictions provided in swdivision (a} of this section on
; to the taxpayer by regisberod mail. Within 60 days after aioh the assessment and colleotion of the whole or any part of the !
| notice is maileé”inot counting Sunday as the sixtieth day), the deficliency.
| ¢ texpayer may file a pevition with t§3_§23£§“g£“225wépp§315 for B iF’:h\(e) The Board shall have Jurisdiotion to redetermine the correct
¥ & redeternination of the defictemcy. Lxoept as othermise pro- { ¥ amount of the deficlency even if the amount so redetermined is ;
i 3 viqeq’ no assessment of a deficlency in respect of the tax imposed } & greater tﬁan'the amount of the defiociency, notice of whioh has §
f by this title and no distraint or prooeeding in court for its been mailed to the taxpayer, and to determine whether any penalty, ‘
i collection shall be mads, begun, or prosesuted until such notice additional amount or addition to the tax should be assessed, if §
hes been mailed to the taxpayer, nor until the expirgtion of such ¢laim therefor is asserted by the Commissioner at or before the ?
» 60-day period, nor, if a petition has been filed with the Board, ; hearing or a rehearing. "i
until the decision of the Board has become final. ‘ {
. . {f) If after the enactment of this .ict the Commissioner has mailed g
4. (b) If the téxpayer Tiles a petition with the Hoard, the entire 4 to the taxpayer notice of a deflclency as provided ih subdivision |
: amount redetermined as the deficiency by the decision 6f the (a), ahd the taxpayer flles a petition with the ﬁoard within thé.
"~ ts. " Board which has become final shall be assessed and shall be paid [ time presoribed in such subdivision, the Commissiomr shall have
upon_notice and demand from the Collector. No part of the ) no right ta determine any additional deficiency in respect of
amount determined as a deficiency by the Commissioner but dis-~ - the same taxable year, except in the case of fraud, and except as
allowed as such by the descision of the Board which has beqome ‘ provided in subdivision (e) of this 860ti0m OT «eeeeees -
final shall be assessed or by colleocted by distraint or by !
proceeding in court with or without assessment. i (g) The Board in redetermining a deficienoy in respect of any :
L (0) It the taxpayer does not file a petition with the Board within : ¥ taxable years shall comsider such facts with relation to the
V the time presoribed in subdivision (a) of this section, the taxes for other taxable years as may be necessary correctly to
deficiency, notice of which has been mailed to the texpayer, shall r redetermine the amount of such defioienmcy,but in so doing shall

be assessed, and shall be paid upon notice and demand from the I // have no jurisdiotion to determine whether or not the tax for

collector.
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(2)
(3)
(4)
(5)
(6)

(7

-3 -

All interest paid or acoruedecceccscss

Taxes paid or accruedssssccrcees

Loss sustginedooo. cossens

e

Debis ascertained to be worthlesB.ecoocscoscos

‘Amount Treceived as divident etc. ,.... upon which

income tax has been imposed by Act of Congress.

A reasonable allowance for the exhaustion, wear and

tear of p!‘opertyouo.-..o.oo

-§€;

E-0337

ﬁ;j’a;;“‘;;;rfizationQ} (Wi )

A reasonable allowance for depletion in the case of -

(9)

(10) Deduction allowed only in the case of insurance compahy.

(11)
(12)
(13)
(14)

/s D

mines etoc.

{p)

do.
do.
do.

Yn the oase of = foreign corporation the deductions

shell be allowed only if and to the extent that they

are gonnected with income erising from s sourcse with-

in the United States: znd praper'apportionnent and

———

ellocation of the dedquggps with respect to sources

| =

B S

of income within and without United States shall be
determined under rules and regulations presciibed by

the Comnissioner with the approval of the Secretary.

v g e A el n Se e

-4 -

“@jﬂﬁﬁﬁ*f%%~?§—?a<1=ﬁxwﬁﬁ

7 2at\(a) ’“; ) ‘ |
0N a) ( . i
In the case of buildings, machinery, equipment, or other !

;ggliiggga,,conatructed, erected, installed, or &cquired,

on or after 217, for tha production of axiicles

contributing to the prosecution of tha present wwar, and in

the case of vessels constructed or acauired on or after

such date for the transportation of articles or men con- :

tributing to the prosecution of the present war, there ehall

———

be allowed a reasonable deduction for the amariigation of

such_partﬁggmthg”quat.of.such facilities or vessels as has

been borne oy the taxpayer, but_not again including any

amouni otherwise sllowed under this title or previous acts ,

of Congress as a deduction in computing net income.
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Income upon which the tax levied

. seo.éao {a)sesss..there shall be levied, collected, and

p&ld for each ta:able year upon the net income of every

corporation a tax at the follQWing rates5 sevsrevessenaen

Ret‘Incéme _ ,
Sec.232. That in the cases of a corporation subject to
the tax imposed by section 230 "net income" means the

érosa income as defined in section 233 less the deductions

M

&1llowed by Section 234, seeessreoeenes

Gross Income

éec(gga:}b)
\" .,,,_.-o/ -

.income.includes only the gross_income from sources within

In the case of a foreign corporation gross

the United States, including the interest on bonds, notes,

i

or other interest-bearing obligations of residents, corpo-
rate or otherwise, dividends from resident corporations,
and including all amounts received (2lthough peid under
contract for the sale of goods or otherwise) representing
profits on the manufacture and disposition of goods within

L e .

the United States.

e ST

ArticlengOE Gross income of foreign corporations. -

The gross income of a foreign corporation means_jis gross__

Sevmm ATTR

R gﬁgme from sources within the Unlted Statqu as defined

‘and described in articles 91-93 relating to nonresident

alien indiv;duals.

RSPV U SIS U S S P . LenLaem

et
5#\

3

AN
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A ey

S
4

ny
N

N
ant

W 3
A Q‘}

;;b(ﬁg
‘bo»:v - ]
Q\ﬁ)ﬁ* T

»
o

-2 -

Article 91 Gross income of nonresident alien individuals, —

In the case of nonresident alien individugla "gross income®
means only the gross income from sources within the United
Statea.

N

interest-bearing obligations of residents, corporate or

This includes interest on bonds, notes or oﬁher a

otherwise, dividends from resident corporations, amounts H
received representing profite on the manufacture and dispo-
sition of goods within the United States, reatals and royal-
ties fvom property and income from business garrisd om in

the;unitednstates,.intercst on deposits in banks égggﬁgg

within the United Statea, income from capital otherwise
s

invested in uhe .United States, and income from sServices

e e

d within i Siates.
rendered or labor performe w; the.lnited

Artlcleif%) Incowe of nonresident alien individuals not

gubject to tax.- The tax does not apply to chartsr r_money, \

or freight payments received by s foreign owner in regard
Yewrr T Lzpamemmer D ¥oo-

te a vessel opevated between the.United States and foreign

porta, if the person receiving the income maintaing,po
regular agency ir the United States and is not doing business
NS ©

s et

in the United States.

Deductions
Sec.234.(a) That in computing the net income of a corpo-
ration subject to the tax imposed by section 230 there shall .

Ye ellowed as deductions:

{1). A1l the ordinary and neceseary expgnsés..o.co..

——

Japan Center for Asian Historical Records
http:/’www.jacar.go.jp

WXL WNR FOTFTERE WP/ X—



HRLL
[ ERND Y R ) PR

iﬁﬁn{mgm vhvas M .I, 2R mE

_______

X .
ﬂﬁ@@.ﬁ?

m % 8§ SRR

T i) 2
HErm m &
1 _fﬁ,h?.«.w.,..

& ,ﬁm - - VoEm Yo v R o

..T. Vo«h bﬁ %/ #IET AR— a2 N o

%%%@,W@%m,%\ B A e ) /f,w@,, ”

\m.zl +_L SN Prien Walsidouan x Co. /Ammzz M 7@.%«&%%@& |

% 7%_%37ﬁ;f&mx?bf z\%ﬁ%i?aﬁﬁ

}\,,M;K/%iﬂf S0 S o e oy b e mﬁﬁi@

RN

Mﬁ.%z/...lﬁ/‘ﬂ?l.drm. . ﬁﬂ.ﬂh%..a S il AJ/ﬁu mﬂﬁ@v@ /.l:b.mn ; ,; Vﬁn«n& ~N ﬂ ,

Y e

Lplma/i..ﬂ u%h}l?,iw/ﬁ% Wl.\n%ﬂumm%)\ﬁww,ﬂ/bz% ‘

‘ w.L %,A ﬂ%)@ ﬂ\A. ..W..T.. %‘.WWI .. i B A ,

aln f@ﬁid? .

> N a3 o 2y I HA A (D (A el Aol 5 SBIFGRI A

VIR B o G A 0 and 2 e Sy e < B 0N, |

_____

IR e
_ - mERse§ wwmst B0 e ol e

imwx;wgm SR 1 - ﬁ ._\ sa =3

__________________

%LZ.,/

o i<

_______________________

E-0337

W2 BIR FoOTFRE P/ X—
Japan Center for Asian Historical Records
http://'www. jacar.go.jp




.
o

g ®EE AL g ) | ok REBERXRWE

Han | s Rk &%Z%%TL%W%@%%%U

8 4T Bl 1D $65
=] B .
- i B #® Kk &
BRIV m o
m] 2 VR .
[ LS EESKBEEETREXe B &
. ﬂ&mvﬂm~“om+m£~ .A_A R N e R
. @m IR YE L, o . o e il 4
remgeiargee~ Sl T Y carsonsnsys
] K110 8 =
HIRH uWED FriersonDecision ™NEET > (HE v BHEN 1 &R o
_— L e e
BEEE) B> I RN FHEEEHET  Treasury Decision
R T
i< Aﬁmﬁ ﬁﬁmwﬂwmsmu /ﬁﬁﬁ&amﬁm PN & K
i n B < NEH = 2 Z L EY
@ 3 g N o= K
e 5% @ .I Price Waterhouse EXAYREwEE =R

"- pd

- R =

AN BEROEENWENNS AEEA I I E Y RE RS
%%b%;mﬁaéﬁzma
Ef{Ke WY@ EXD < nEAEBHE~NIEREn L
TRES 1M HasnEr VRPN ESETEIEN BEERnBENE
2
H@mH~ TSm0 EXAERBEENERINT
gm.?ywtaz.y?zb#lz?ﬁ,vwm\ Euﬂ_twm& nEEL
o= SHS10g T EDT
KBESCEED B¢ RELE | BQIE~E-XBgEnsea
RS W R S Burlingham Veeder lasten & Feary e &5 H
Price Waterhouse Co. = #W MAN YK ITRE~NEHB-Pl » S+ FWHE »
T HxAKETH
REVEZCCBLESE D= X8 ~EEA 2 2 H 1 RAR= M)
zﬁﬂ%ﬁiWa&ﬁ§E=m,%ﬁ ﬂ% B~ ERXn dxn R
I RI111 ER~NEERERum |

B W HEXR~NBENERR

E-0337

Jjacar.go.jp

WXL BR FOFREIPa/ KX—
Japan Center for Asian Historical Records
http:/




»

Jacar.go.)p

- ~ . K RBEER R
A e RIRE

NNEENRHE
[ T oY e Y
BN AR E R HE <
ﬁ.v_r,%kwﬁ_.m/..wmm.

.%btu.mm._,an_.m

w 5{

%%&%/iﬁ?ﬁ%&%x;éﬁ%é&%
EE A e~ e« ad@T~HBEn @y

2 RENBERAAIKLEI N [ BEX S N -
m.\ . e e i 3 e e Sy,
SIFUREN T ELTNVEERVED

e

LYt ,v.;.ﬁ?_.ﬁ%mﬁa.y?..ﬂ& ﬁmwu.ra

T s S

m 3

htip

]

B Z Z

Japan Center for Asian Historical Records
frorww.j

Ler
1 35

e VTS

1
£ A EREBA AR E i n A EEN ALy A B B K G s
ENnFEE AE A
WABREHNE 4 2Z 4> @i s n 2
MAME CRESIRER I AE 2 v~ ~NHEE
MK, FEH O EESEN BB BRE DI SN IR
EXEENFLI N HESLIENHER A EG N B R -

EfEXnBRrEa84r~Nwadn B i HEm M DK K

il

W23 WR PR IEMC/X—

ARNENEEHEHE B SR H Price Waterhouse ™ i2

<A EEm

.‘r

JiL

¥
UR
G

| CPHEXENCr AR ERE O~ RN BR e YR MEE 0

AErEr + ¢+ BEXIIPANESFEERon=an F@en 2 5=

{i
2l

| . O RmBHEREBDE

HEEE~N | BRI (ZEN B ¢ @ HiE
CDEMNEAFAINEBEIE ) 3~ EH

~N ™
ACEECK WAL Er s AREEARE N BR N Y EES

EnEE~N | 2 2O HOG NS0 B CHE e n
MEXELIEELBHUBER N 28+ D2 9% > o Xy ®
PRRREFE~ 2 Y HOEHSERIE~FHEO R E

*ANIHEEn B X Ei - b= CHENK
L RAKBAIY S ERBE~NLE (X~ EEL 44w
FH2 2RI PENZEERE” BEWESZ~EHD 0~ 2 F> 1]
ErXrEROEH N DK K BB B L A
BERLHNCET « s BE~ YK« B u ZEHEn >
ROKBEFH S 2 3B 4 >

FrOlBBR IR BER~ B HEGR~ R KB~ SE?

fa]

[t

[&

S
w2 BE - B
# For F o =
Al 7 v = i
# 2O N G ¥

17

¥

b
P2
1=

18]
bk
14
1is
2}

¥
£

f

2L g
L

|
|

ittt s . e b 8 i i s

E-0337



B EEE - 2L RE W KRR

== B S

B oy

i 8

( %70 .m\.... .VA @E B

BRI Ym4Ha
CIL R VR e e e s
,mﬂ.md.ﬂa_o.ﬁ.@mﬁmﬁﬂﬂzm@ﬁ,ﬁmﬁf“n.mm:LZJ#
B &R
Py o] R YE & - .
Hed 1n..wﬁ,. i prea] biitis S
"% B & ?7%%¢/§~ﬁ20¢&ﬁmﬁﬂﬁ EERREE
™o

o
! EE» (HEv BHENITER
BEEE) =0 | S11 1 $#WEEEHIT Treasury Decision
MM P (NE~NEREER) N GHERANKE S N = x

WRALHEyn AFH I LEMEEH~NSEHERr Q8 -« dBE ¢ #r i

MEEH~NEE&EME "W - D KEnEXK > =K

WH#E EE @ +H  Price Waterhouse Co. & KE 1B Q2 Y %@_ﬂmf} ;,6

K

_ e - o =

;7Vm%%@m/§ﬁs§a»ﬁﬁ+»aM¢%ma%ﬁﬂﬁﬁ‘

K1 Ed o Y 28

EE i Kx WL @EKE <n > EE&E~ I8 Rmn 3o,
FREZ I HE "o BTHRPEBEEE~N ERENBHE o
2

HadgH~Nmég ﬁﬁ__m@mz»amﬁmmnwﬁﬁ:_ﬂmﬁmlg

dEmroeo hxer oxnmagee~g | S IV By ag g
*wmvmmmﬁmm%:%.v%%%mmm%_“,mn%:ﬁ,lﬁ 2 RKREXEEN~ EFH
N ow & h i E R Burlingham Veeder Masten & Feary By @R

Price Waterhouse Co. + WP N YK T RE~BH-~BPI n X~ BYVE n

S4HaAKEH=

ﬁ%iﬁﬁnﬁﬁﬁ%QM=%vﬁ¢/%%+ma,=7;wady
“EREC 1 & HEME RN v HEES RN B b KN
B~ R HEX~BRE o | R EHBER~EERES am

_

Jjacar.go.jp

W2 BIR FoOTFRE P/ X—
Japan Center for Asian Historical Records
http:/

E-0337



B \ O & RHEREEE

WK EES R EHBE

~EEEHE N UEREB KM A PR GHE AR K0 KRB
mAEH AR N REREETNEKENE > 2 NN B NRE
meRENERAAKEEN BEXKY N a2 g daExHE S
BNKHEESN [ EE = > @BR-HnEEINN N KxfE N

w

N Y A SN S NGB N e A KE ey BN IE R
mABEM N RO I B KPR |
TN EXRRE AR RENENEEHE®H G iz H  Price Waterhouse n T |

Eyﬁﬁﬁﬁyﬁvanﬂfyb%%tam
Wi ECRER 1 BE
N m o GRS ERK BT Y INE N DEIRRE

EXEEIFHE> P~ BERM IS~ HEER v S n By 2 = » X
EFEEX B+ Sa A n X B HET N mE N mE
MDEHERENC N AR CERE N R Q0 - A B on o R

HENECrF P EEERILOANBENESEE aon s n 2 e N 2 o= |

ChRABRAIES STHHEHE S F - 2 R EE - |

3 m & & 22K mE

AAXHE=- I (HEBEFREN | BRK (EE-~ B kEgHR

BNUYEBEREN) nERA2EAHAD I EHE | B~ L n fEa

AYEE-K [ RANEEN - AIREERLSIEF > BN D o EER

He EE#E N R n{E

ExEE~N | s @m-HODKEH~NE 0 EN CHE=- >r (B0 |
MXER EEERBEYEMEIR 0 N @A D XN N w A N

RERAEFE A RO R H G ERI~ GG R RERERARE

FRNCHEEEr s By X Ef ck->b- CENKx | BBEE <« ~ ¥ |
EERNERRKBA LI BEME~NCE CH~BEE Ak v~k
| FH2=2ERKIMAEnNXER” BLCyvEE~SHNBa s NEXKEN |
EnStEREREHN Ok o MK B E e R a2
RERCHKNWCEE « v BE~NH K Km0 BE@XKHE NI~ 8« i |

R FKEEHL 22 KB =

B ERR i BERNHHEHER~ N EHKEN U FEE B

=X 4

— T et - PRNTEN i i 4 s Srs  win Ad fe

.Jacar.go.jp

WXL BR FOFREIPa/ KX—
Japan Center for Asian Historical Records
http:/




E-0337

OUTWARD TELEGRAM -

Tokyo, July 15/27

CABLE CONFIDENTIAL.

E » 32, Our lawyer advise that U.S. Govt. now willing settle Foreign
Stoamship Companies taxes for years 1917 to 1920 inclusive on cost
9r service basis Treasury decision 3387 so ealled Sinsaisoku étop.
This is recent development, in oﬁr favor resulting from legal pro-
ceedings with Anchor Line stop. Govermment reéuires that figures
on this basis for years involved be certified by independent
auditor and agrees accept such certification of Price Waterhouse
& Co. our acoountants stop. Certification cannot be made without
personal inspection books in Japan by them stop. Anticipated they
also examine T.K.K. and 0.S5.K. stop. Expense should bs borne
among three compamies stop. If this plan not followed Governﬁentv
ﬁill insist sending its own men Japan or arbitrarily assessing taxes
which we would have to dispute stop. Government very anxious to
procesd as soon as possible stop., We believe this arrangement is
only way meet situation stop., Please consult with 0.S.K. and T.K.K.
and teiegraph sanction quick. We are keeping touch with 0.S.K. {

represeatative Seattle.
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