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{TRANSLATION)

8 August 1959

PO 1 Mr. SHIMA Shigenobu, |

. Dlrector, Kinki Lialson % Coordination Office ‘.

« SUBJECTt Request for Good Offices in Arranging Meating
‘ ‘ with Dr. Shoup to disciiss the Tax System

e ~ !
Dear Siri

‘ _The Osakn Chémber of Commerce and Industry hes .
harstofars possessed a deep interest in the tax aystem ~
‘of our sgwmbry, and hes also made verious studies in the -
P1eld of tax system reform, having already prosented its .

14

;opmim £o Dy. Shoup,

“In this connection, snd on the occesion of the -
eand visly of Dr. Shoup, it is cur desire to hold -

“of the sort indloatad above and to ask the =
£ Drs Shoup ooneerning the frend of the local
ax system and ether problems, and also to pregent.the -

oplnions of ocur financisl oircles divect to Dr. Shoups

Sy - Yo kind offlces arg therefore solicited in
Lo srpanging such a meeting. .

RPN IS T

e , arrivel-
i ‘ 8 moebin

B

-

i Al

B

3
!
J
it
,“‘

T » Yours sincerely,

| SUGT Michisuke, :
__Chalrnen, . SR
Osaka Chember of Commerce snd Indugh

] ;.",

e p]
b R £ 45
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KINKI LIAISON & COORDINATION -OFFICE  §¥/al

KKLGO No. 428 GA

TO

SUBJECT Y

1 Inel:

s

3

ESH, 8CAP

as indicated.

Ghilef, Osaka Reéional ¥1eld Branch,
International Revenue Division,

Requast for Good Offices in- Arranglag Meeting
with Pr. Shoup tc discuss the Tax Sysbam :

"’his office is in receipt of & letter Trom the
Chalrman of the Osaka Chamber of Commerce and Industry,.
dated 8 August 1050, subject as sbove, asking this Offi

. to arpmgen a medting with Dr, Shoup on the. oscasion: of
his pwupoaed visit to thia rsmon in the near fuimm. e
2% The Eng;lish tmnalation of the above 1attor 5.3
forwaprded Lo you inclosed herewith; and 1t would be graat-
1y apprecisted .if you could possibly lend your kind as«~ -
alstangde Lowards manzi’ng a méoting of such nature.

Prefectural ‘Building
O8AKA

10 August 1950

8. Shima
Director

s R K HHEE
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MEMOBANDUY FOR:
SUBJEC: |

and to ‘the Japanese public.

travel and study “in Japan,

" ing due,

- bate throughout Japan over the recommendations submitted last

.- upon at all,

. (EI\IERAL PI[)ABQUAR‘I’ERS . '
SUFREME COMMANDER FOR THE ALLIED PO/J“RS
: Shoup Tax M:.ssion . _
o S 20 September 1950. _
\ - o . . 3

The SUPHEME COM"MANDEB

Ta.x Smey Conclusions and Recommendations

- Submitted herewith is e, statement of conclusions and re- '
commendations covering our resurvey of the Japanese tax system,
which we recommend be released both.to the Ja.panese Government.

The statement’ is based pr:tma.r:.ly on the past 7 weeks of .
When we arrived, the new national .
tax system had been in force-for some months, but the new local
tax system had been enacted by the Diet only. the day before. "
Even wider the' national tax system, there had not been time

for substantial experience. The first installment payment oL
under the new reduced income ta.x, for instance, was Just .fall- y

on’ the other hand, there had ‘beer a year ‘of intensmve de?

yeor. Despite the limited amount of experience with the new
system, therefore, we found no lacle of’ issues to study.

The present statement 1s/ consequently a compound ‘of three )
things: an appraisal of such experience as has been gained
wnder - the new system, a statement of position on new issues that -
have oeveloped in the public discussions of the past year; and-
an analysis of the. chief problems that the coming year may brmg.

Unlike last year's report, it makes no attempt to be comprehems. - "

~sivey many segments or aspects of the tax systen are not touched

) The main conclus:.ons a.nd a considerable amownt of support-
in; data and reasoning are presented in this statement, but many
techn:.cal details have been deferred to a series of supplementaxy
memor'mda to be released within the next weak or 80 -
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-1950), the exact amount of the.surplus available for tax g

“port last year condemned,

.“than 10 per. cent of 150,000 yen). -
ather self-employed taxpayers might be considered in a later w».-.» i.
. year if the budgetary condition improves,. Meanwhile, "parallel
treatment! means just as!strict enforcement for the farmers and
" other self-assessedﬁms as has. already been reached under

-2,

A.. The National Budget,‘ The Uses That May be '
i _ Made of t.he Prospectlve Surp].us. '

1
t

At the t:.me this st.atement is belng wrltt.en (Sepbember,

reduction in the 1951-52 fiscal year is 'still uncertain, 'We .
therefore consider what uses might be made of various amounts
of surplus. Thers is no doubt, .on present prospects, that
there ought to be substantial fax reductions, and that the
outlay side of the budget should be at a 1evel to make such
reductions poss:Lble. ; -

Another uregent. need, however s is the avoidance of un-
duly high and unfair local taxation, by increasing the =
equalization grant from the propoaed 108 billion yen level v
If this increase is not made there is little doubt that .the
localities will raise local rates well above sta.ndard rates

. in many cases, will levy special taxes, and will even fall

back on thé so—called ‘voluntary contribut.lons which oir re-
The reasons why these events will
occur if the equalization fund is not increased are given in
the section below on Local Budgets. Again, the expenditure .
on gervices rendered by the national goverrment should be at.
such a level as, combined with national tax reduction, will
make thls mcreased ‘grant to- 1ocah’oies poss:Lble.

-

In the tax field, we must agam reglster our belief that
the farmer , and to a,less extent. the obther taxpayers who work
independently,. should receive treatment more nearly parallel
to that accorded those who work for a regular employer. We
recommend that the farmer and fishémman be given an earned
income credit of 10 per cent of their net profit (but not more
BExtending the credit to

deduction at the sourcé from wages. This goal has already been
substantially achieved, for farmers. As to the others, a large-
part of our present ste.tement is devoted to devising ways of
ensuring that therv ‘pay the full amount of tax they owe, and

we belleve that it can be'done,

a partlcularly good use for a budget surplus. We' suggest

any one family,

inecrease should be at least 12 billion over. the budget

. we recormend reduction of the rates in all of the brackets

" much relief as possible should be given within- the brackets
. the revenue needs wlll allow.

.- income tax eha.nges s the probability that compliance
will improveé as the exemptions go up-and the rates go

- equalizaticn fund should be increased by another 10

A

.An increase in the allovance for dependerts is also

inereasing the allowance for the first two dependen’c.s in

i
Je

. If the prospectlve budget surplus turns ‘out to be Wi
about 25 billion yen ‘for 1951-52, we recommend that the

three measures above be taken, The equallzation fund

estimate of 108 billion (larger than this, if budget ‘ .
conditions permit, as noted below) to a total of approxi!r-.ately -

mately 120 billion. The. credit to farmers would cost. ' .
about 4 billien. The rige in the dependents allowance. ., ~ /-
could be set =0 as to take up the balance._

Another urgent naed under the 1ncome tax ig a

decrease in rates and an increase in the bagic exemption.
If the budget surplus promises to be 45 billion or so,

except. the first (where the starting rate should not be .
low, to avoid processing many more returns with only &
nominal tax) and the brackets above 300,000 yen. - As

50,000 to 150,000, for reagons given below. ‘The basic .
exemption should be raised as far toward 30,000 yen as

o~ -In makmg es‘bm&te& ‘of the revenue loss from thoge

down should be allowed for., The revenue loss may be'
expected to be appreciably less than if no improvement
in compllance could be anticipated. ‘

hey the surplus promisgs to be still 1argar, the
commodity- taxes on business items and on articles of
common household uge should be repealed./ And the -

billion yen, to a total of approximately 130 billion
yen. At this point, about 60 billion of surplus will
have been used up. If the national government hag still .
more available, certain reduct:wns might well be made
m the remaining commodity taxos., .

’
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We now.'prése"nt more of the' reésoning'f,hat prompts
those proposals for-the personal income tax. <, = - . .,

High priority on the above list is. givexi to rieiiucQ N )
~ tdons in the personal income tax.. Such reductions are

necessary if tax officimls and taxpayers are to be given

-adequate opportunity to ‘complete the transformation of

the income tax from its former status as an arbitrarily .
determined tax characterized by extreme evasioh and great

. delinquency in payment, into a modern tax instrument that

spreads the burden fairly under a law that taxpayers re-

- gpect and administrators enforcé: The progress made toward

this goal during the past twelve months has been as sub-
stantial as we last year had expected it would be, The,
greater part of the job.still lies ahead, however. -The
number of taxpayers must be reduced to make the task of
administration more practicable, end the amount of tax -
due from each taxpayer mugt be reduced more nearly to
what he will regard’'as a reasansble amount. To be sure,
if international events should induce a substantial rise -
in inflationary pressure in-Japen in the next few months, -
income tax reduction may have to bé foregone in the inter-
ests of price stabilization, Barring such a development,
wé-regard a redupgtion in the income tax as imperative.

But in redﬁcing the personal income tax it is neces="
sary to decide whether to emphagize basic exemption and

-dependents allowance, or to stress decrsases in the tax
.rates. _ . ; :

o
R .

Those who' argus tl{_at emphasis should be on increasing °

the exemptions point out. thats

(1). By raising the exemptions, large number of tax-
payers are removed,from the tax roll entirely, thus re-
ducing thé administrative burden more than would a reduction
in rates; which takes no taxpayers off the roll:s’ ' '
- (2) It thereby takes a greater load off the lowest~ -
income texpayers then would a reduction in rates. o

(3) At the same.time, an increase in ‘the ‘exemptions
does give some relief to every taxpayers even the largest.

7
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o

- applies to the next yen that the taxpayer might obtain °

. 150,000 yen of taxable income. The first two of these -
. amounts corresponds approximately to a monthly wage of .

", average inhabitants tax (local: tax) amounting to another

- loten in this statement, it is likely that next year the

" “those with incemes of 10,000 yen a menth or .less.

. 5.:_

) With regard toj the rate sc'ai'le“,,an_ imporiant - .
question is whether the marginal rate -* the rate that ..

by additional work or additional business activity = is
50 high as to discourage him from working more, or doing.
more business., For menual workers who have to ‘dedida
whether to work overtime, etoc., the critical area ig’

probably in the brackets of 50,000 yen to 1006900 or

-about 12,000 yen for a taxpayer with a wife and three .
dependent -children, or a single taxpayer respectively. :
The present taxable rate on that part ‘of; the taxable
income’-(i.e., income after .exemptions), from 50,000 to
80,000 yen, is 25 ver cent, to which may be added an

4 percentage points =-:29 per cent » altogether, In the
range 80,000 to 100,000 yen the combined national and’
local bracket rate is 30 per cent plus 5.4 per cent, or
3544 per cent. This marginal rate is close £0, if not - -
beyond, the point at 'which it may be- deterring extra work
by wage and\ lower-salary employees., In the 100,000~
120,000 bracket of taxable income the combined rate is’
41.3 per cent; in the 120,000-150,000 bracket, 47.2 per
icent. . : / AN o AT S

.The impact of thosé rates will be automatically moved -
to'a higher income level if exemptions are raised, and o
(for farmers) the earned ‘income credit extended; the mar—
ginal percentages given abeve will apply only to workers
with slightly higher incomes, But the difference will not °
be material, 'On the othér hand, for reasons to be giwen

municipalities will be forced to select an -option under
“the .dnhabitants tax of & kind that adds somewhat more o
‘than. the percentages.listed above to the marginal tex on -

- _The present combined national and municipal rate on - -
the 150,000 - 200,000 yen bracket is 53.1 per cent (45'per -
cent -plus 8.1 per cent). .On the bracket 200,000 yen = . ° -
‘500,000 yen it is 59 per cent; and on all over 500,000iyen '
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Very few workers, A

¥ - farmers, or small business men are found in these ranges., )
(’ .. The question here, rather, is ‘the effect on incentive to 7

the marginal rate is 64.9 per cent,

. . We do not believe that those deterrent pressures are too L
. " strong in Japan at the present time, especially in view .
- of the elimination of double taxation of corporate income ,
Y . through the dividend credit granted under the income tax, . -

: (y | ‘As 0 the deterrent effect on manual laborers s if it does

-in total preduction of the Japanese economy. The slack
. might be taken up by workers whe do not have a full job ' -
v to.do, but who are nevertheless on the payroll on part
time, or are available to be hired at once. Consequently,
if one worker decides to indulge in foregoing overtime . -0
work, or in absenteelsm, or in slack work under a pisces o
rate wage system, there may be another worker ready.to A
produce that extre amount of product. :
Another reason given for substantial rate,(reduc&.ic’m,-
including a reduction in the brackets: above 200,000 yen, . |
3 is that the taxpayers in those brackets do not regard ' .
f. " = the present system as a just one and will simply refuse to
( - comply with the law until the rates are moved down to levels
¥ : " that correspond with those individuals' ideas of what they
) ought to be asked to pay. This argument is difficult to
appraises No fax can succeed’ if it really runs diréctly
counter to deep-seated notions, especially those fourded
in tradition, of what the taxpayer thinks ig reasonable.
- But taxpayers! complaints -on this score can scarcely be .
taken at their face value, If those Japanese taxpayers
who represent, say, the top 10 per cent of incame recis
pients in the country are inclined to believe they are i
belng too harshly treated by the present income tax sche-
dules (plus the net worth tax), they may feel less strongly
on this point after contemplating the fex burdens of their
British and American counterparts in the income distribu-
tion, .. . C '

7o
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invest, or te work toward high-paying executive positions. - i -]

does exist, 1t may: still resilt in little or no reduction : o .

+ large because of inflation and the program of checking it,
‘and which may now be reduced greatly as inflation has come
- under control.. ‘ AR . :

- 1951-52 contains items of this kind which would, if enacted,

-, This arrangement callssfor 100 per cent of the cogt o be
. national budget for 1951~52 is at present predilcated on a

. ments in general paid one-third the ,cogt of such rehabilita-

B. Local'Bﬁdgets .

t

The prefectures and mmicipalities will probably have
to increase. their total expenditure in the 1951-52 fiscal™' =~
year. There are several reasons for thiss s ?’

1. There are no éhbétantiél items in the local budgets = .
like price subsidies and debt retirement, which have been

. R+ The national government is contemplating an increase
in the demands it makes on localities to render certain ser-
vices, or the inducements to do so, while it at the .seme time
proposes to defray a part but not all of the cost. of these )
services, The rest of ‘the cost adds to the total of expendi- "
tures that the localities must meet from'their own resources, -
The Local Finance Commission has. estimated that the draft of T
the national budget now.being considered by the Cabinet for P

result in an additional expenditure by localities in 1951-52
(over 1950-51) of 13 billion yen for welfare activities and
_anothez; 12 or 13 billion yen for public’ works.. o '

3.‘ ‘The national government is proposing abandomment of « 7 '
the arrangement in force this year with respect to the cost =~ = . ° '
of repairing damage to public properties by natural diasters.

borne by the national govgrnment, with some exceptions. : The
substantial return to_the old system, wherchby the local govern-~

tion. The Local Finance Comission estimates that this would
add 16 billion yen to loeal expenditures next year. .

Le The national government proposes to'raise the salaries .
of its employees in 1951-52, Article 9 of the Supplementary
Provigions of the Local Autonamy Lew and Article 55 of ‘the ‘
Cabinet. Order Nou 19 of 1947 which implements that law are
interpreted by someé to mean that the localities must: follow . |
suit; and ih any event, it seems likely as a practical matter -
that the localities will be obliged to do.so.. The Loecal Finance
Commission egtimates that .this would add 17 billion yen to
local expenditures (teachers, policemen, and firemen, 11 bil<
lion yen; others 6 billion yen). ' . ' .
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5, The normal growth in population will .call: for 2 or 3
bll,hon yen additional expenditures. B , :

On the other hand, there is no doubt room for a.ppre- -
ciable saving by increasing the efficiency of operation of '
the local govermments, In part, such increase:can be obtained:
overnight simply by having the will to do soj but in part it -
can be-obtained only gradually over the years, as local offi-"
cials gain experience and skill in managing their own affairs —-
somethmg in which they have not had much experience so far.

The tota.l additional’ expenditures in items 2 %to0 5 above

‘1s 60 billion yen, Even if it is discounted a good dedl, it

remaing too high to be eovered by additional tax revenues

that the localities should try to extract from their existing
Cgpbben, FMopeseer, thede remarks so far make no allowance for
.the likellhood that the current year's outlays will be sub-. -
-stantially below what is needed for the gervices that the local .

units are suppesed to render, but in fact may not be renderlng

‘o ng to :Lnedequate revenues.

_For these reasons, we believe that, if mequitably high
and' econom:.cally harmful levels of loeal tax rates are to be
avolded in 1951-52, the national goverment must forego some
of the netional tax reduction that it could otherwidecobtain,
and (1) refrain from. throwing back on to the localities so much

" of the cost of disaster rehabilitation as the present plans

contemplate, (2) increase the size of the equalization grant.

. Although national taxes would under this plan be somewhat higher.

than they would otherwise be, we believe that this failure to -
decrease national taxes still further would be less harmful

" than the helghts to which local taxes might otherwise rise. s

~ There would not, of course, be a 1~to—1 correspondence,
the amount of inecreased local taxes avéided would not be as -

- great as the decremse in netional taxes foregone, . But this

difference is justifiable on the grounds that, regardless
of items 1 %o 5 listed above, an increase in the equalization .

grant is called for,  This is discussed in a separate section

below on the equalizetion grant,

Even with reasonable inereages in ‘local ,tax rates, and the

measures \reconmended in ‘the second paragraph immediately pre-

ceding, the localitles will probably be short of funds, and
therefore may request permission to borrow more in. 1951~52
than in 1950—-51.—

RE-0024
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needs of ‘the 10calitles.
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In general, then, 1951-52 will be a critical year for local
The way.in wvhich the preblem is met will in large part

finance. -

determme vhether local autenomy will develop. -Local autcnomy

“will not be harmed by an equalization grant, for the locelity is-

still able to resp its own rewards (in the form of a loyer local
tax rate) by increasing its efficiency and thus diminishing its

" expendltures; and the locality is still put under the necessity

of financing 100 per cent, from its own taxes or borrowing, any -
increase of services beyond those possible under the ‘grant, Bub

'iLMqute total finances 'can kill local au‘aonorrw.

In addltlon 6 all these factors s there.is the 1ni’1uence .

_of the forth-coming report of the Local/Administration Investi- '

getion Committee to take into account, The findings of this '
cormittee will be of great i:npor'hance in judgmg the revenue

St

 The. ‘problen of a logal. financial system adequate to support
local autonomy in‘'Japan is on the road'to solution, but, 18 still
some’ dlstance from the end of the .]ourney.

B

W
2%
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. Although tax relief has been ehacted, it could not take effect .

g —-10-

Cv Admmistratwn of ‘ohe National Inceme Tax
.. —-—-—-—-—-.-.-_._..........._._......_.._.__..,____.a ‘
February, March,- and April of this, year were in many ways
~one of the most difficult periods that income taxpayers and -
“inceme tex'administrators in Japan-have ever encounitered. 'z

‘until July, 1950 (with miner exceptions). The very high rates .
and wery low exemptions of the old system vere still in. force;

, but-the inflatien of merey incomes had been stopped, and .some

taxpayers were suffering from reduced business, er unemployment., .
Hence the tax adm:.nlstratlen found it difficult to induce eom= ‘
plet.e cempllance.

At the same time, the admimstrators were farbidden to use
the old metheds of arbitrary reassessment, aimed at meet.ing a
prede'bermlned goal, or quote., fer each tax district,

" Under the clrcums’oances, it is not surprising that tax-
payer: compliance was inadequate, and that arbitrary reassessment
-was not: completely eliminated, .Truly, the peried of early 1950
was & ’i‘ormidable hurdle to surmount, It has left behind it
some problems, including.a huge tax delinquency thaet must be
attended to. u:Lthin the next few months. Pt

Nevertheless » the hurdle has been cleared. Every tax~-

payer who has filed his preliminary return. for 195Q~51. must havev .

realized, upon computing his tentative ‘tax, hew substantial.

. 1s the tax relief brought about by the Digt's action last winters'
-, And moest taxpayers, we believe, are.aware that & new .era hag .

“dawned in Japan in the relation of tax admmlstrator te taxpayer;

" Qur Missien has studied this last point in gome detail. We .
can agsure the Japanese taxpayer thét the tep officials of the -
‘Tax Administratien Agency and the Texation Bureau are sincerely
engaged in'an ambitious effort te¢ administer the income tax
precisely in accordance with the law, without arbitrariness.

Ne doubt this spirit has not yet been completely realized in -
action. At some of the lower levels of administratien the old

faults remain, But such faults will be eliminated fairly repidly,- i 'v

provided that the taxpayers, in their turn, likewise show & re-.
gpect. for, and confidence in, one another, This is the aim. .
. When it is substantially achieved, both parties will wender how
they ever could have lived under the old system of mutual die—
trust and recriminatien. : ' . :

RE-0024

We turn now to listing some of the specii'.lc measures that

will aid 1n
1,

2.

- 3

b

5.
6o 1
7.

In each one of these groups we make a rrumber of specific |
recommendations. Furbber detalls will be given in supplements. to-.

this  repert,

- dations taken by itself may seem Of minor importance, or-some-’

- 11 -

reaching this aim They fall into these main groups," :
Determining Tncéme and Tex’ Llability '
Collecting the Tax v S -

Tax’ Admmistration Personnel and Office’ Operations .

'V“.‘._

. Taxpayers ' Representamves
Prosecu‘(:ion of Tax Evaders
Elimination of -Cerry ption ©

Statute of Limitations and Other Pemﬁs

to be released shoertly. Any one of the recommen~: -

times even trivial., Yet by taking action on all these peints . - ' “ff
-at once it will be possible to improve adminietra.tion of the = o

income tax substantmlly.

-

.

bl

minor bookkeeping errors will not deprive them of the blie-
return privilege; (2) farmers. -and small business men can file

" & blue return even if they have only a. gingle~entry, not a

double~entry, system of keeping books; (3) actual posting in

a ledger of

1. Determinlna Income and Tax Liabilitx C ‘ L /
;The tax-»return form can bs simpllfled further. s :: ‘

Tt should be nade olaarttethhe ‘t'.axpayers that' (1)

sales and purchases invoices is not necessary if-

‘thoso invoices aye carefully filed, The Tax Officés, in turn;, - o
should realize that not every blue return néed be investlgated. B :

The Tex Offices should engourage the filing of blue returns by .
- all taxpayers who are wllling 'c.o meet the minimum - requirements
for do:.ng 80, . . .

!

" 0n July 31, 1950, there was. 73 billion in unpald sel:t‘- ‘
asgessed ‘income tax. Of thig large total, 47 billion was on
1949 incomes. The ether 26 billion was on. earlier years!

. incomes.’ ’ .

Re Collectin the Ts.x

Coa

0195 _
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So long as th:.s huge. amount 6f unpaid back. taxes stands in
the way, it will be difficult, "if not impessible, to adminlster :
: _ fortheoming tex assessments and cellectiens fairly.. Indged, .
" - the single most important adminisgtrative problem under the incomé:
{;4 - tax at the present moment is how to clear up this accumulated -~ '/
~—'. delinquency. It should be- cle&red up by the end of this calender
: year, or at least by the end of the current fiscal year, To a -
‘considerab"’e degree, this aim can be achleved by transferring
! porqonnel from many of thé rural tax offlces, where delinquency
G is not se serious a problem, to industriel reglonw, especially "~ "
[ * Osaka and ‘Fukuoka, where the delinquency rate for taxeés an 1949
( . incomes is exceptionally high, and Tekyo, where the total amount,
~'2LS great, although the rate of dslinguency is about aVerage. Ad- o
Lo "d:.tlonal tenporary personnel w1ll also be requn.red. : :

e

. How may a recurrence of such delinquency be prevented? Par%ly
by taxpaysrs'! keeping better books and records, se that.they are a0t
reassessed in amount much beyond ‘that which they . had expected to. .~
pay; but chlefly by the aevelepment of savings plang for txpayers. ;

Farm Cooperative: Assoc:.ations have done valuable work in’ ag
s:.st:mg farmers. to save te meet their tax peyments, and sheuld
increase this activity, Fishermen have associations ‘which should

. develop similar savings plans, In seme places, taxpeyers have -
_ . Tormed tax savings assoclations; annual dues are paid to these asz

. { sociations in return for the.service of collecting small amounts ..
S from their members at frequent intervals and holding ‘the, sums. for ..
. ( _ - . ‘tax paymént, Such associations should be eneeuraged, so long as: . -
} . their membership is not composed of only one er,a few. trades;

. otherwise, they might develop into the old’ boss-dominated industv'y
{_ associations., The agsociations should not be permitted to represent:
S, thedr members in’discussions with the tax authorities;-or to file
{: . tax returnsg on behalf of their-members. These are du‘oies and Te-
B : sponslblllties of ' each taxpayer. . .

~ Cooperative banks are promoting se.vings by small taxpayers o

L through the use of solicitors or collectors; other banks and fi- =
N © nanclal institutions might also develop systems of period:.cal :

P ,house-to-house collectlon of savmgs for tax paymen'bs. ’

: Attachnent of property for nonupayment of -tax will no doubt

§till be necessary, even if these improvements in collection are
. realized, but mich less frequently than at present, Attachment
should become so rare that it brings with it a moral stigma,. ..
- characterizing the taxpayer as an irresponsible member of the v
community. ) o

" éxceed by many times the economy in salar:.es, and the decline in:
‘taxpaver compliance would i‘ur'bher imperll the collections for -

Agency is in néed of immediate additions to persennel for posts. !

. evident in tax-office procedure, there remains an urgent need for

be allowed to represent- the taxpayer before the tax administration

" who wish to centimue te represent taxpayers be requiredito pass

. their professional competence.

7 who do not comply with the tax laws, and for the. crmlnal pr6~
. secution of the more flagrant tax evaders. :

‘ ) ,"’13-~

. 3 Ta.x Admlnistra.tion Personnel and Office Operatlons

v

'a.' The number of existlng pers onnel in t - adm:u\iu’cra.ﬁon A
ghould net be reduced.. The Imnediate loss in tax collections would

fu ture years.

e

be- The exmtlng perscnnel should be reass:Lgned in. part,
to provide mere collectors, scme’ agsistants to the supervisors,
more conferees, -and. more investigators. The Tax Administration

audlt review, for processing of information returns, and for . - -
handling requests for no’cices or rulings, S

" ce Although a marked mprovement over’ last year is

for two ‘things; more space (more and larger buildings), and
mere office: -equipment, such as filing cabinets, carbon paper,"'
end binders -~ also more transportation equipment.

d." The establzshnent of the Tax Admz.n:.stration Agency‘ R
on June 1, 1949 has contributed materianlly te the improvement
in tax administretion, The Agency should be further streng~. . .~
‘chened, and should not br bu.rdened w.nt;h non-tax responsjbilitieo. X

e. Taxmvers' Representatives

We- recommend “that a’rﬂ'orneys and cer'bified public accoun'bants

officials, without any examination other than'a character exami-
nation; that Zeimu Dairichi (tax practitioners) already in pra- ‘.
ctice as of the present date be allowed to continue,. subject . -~
only'to a character examination, but that griyone who wighes to -

-obtain the status of Zeimu Dairichi in the future. be reéquired
algo to pass a written examination testing his prefesgional =~ -
competence~ and that Keirishi (who are not also Zeimu Dairichi)

both a character examination ard a wriltten exaniination ‘ﬂesting o

Thcre can be no new Keifishi.
Eech person thus admitted by the Tax Agency to practicel before. ..
the tax officials would .obtain a oard giving hig name' and pro-',"
f’essional class. . - B

5‘ Proaecutn.on of Flagg_-ant Ta.x Eveder

- There should be promptly initiated a rigorous en.‘t‘orcemem
progra.m for the application of penalties to those taxpayers =
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" of bribery .and. embezzlement among tax officials have come to our’

-againet a taxpayer appears unusually 1onge Taxpayers should be .
. agsured, within a reasonable time after the filing of a return,

- officials, the court decisions on tax cages, and other materials:

-u—.:.l v \ A

' 6. E'Luninatlon of Corruption

“The attaimment of a hlgh ‘gtandard of integrity among all
" tax officials and employeés is essential to the developmenL of -
a vigorous, demecratic and efflcieut tax gystem. ~Some instances

"attention, In some. of these cages appropriate action was takenj: N

‘in others, however, ne action appears to have been taken. . In G
" such cases prompt and stern-¢riminal action should be ‘immediately .

taken againgt both the tax official and the taxpayers involved.

“he employee should be not only dismigsed from the Government oo
" Service, but also, together with the taxpayer 1nvolved, proseeutec
to the full ex‘tent of' the law, A

7 . Statute of Lmltations and Other Points

- a, The Statute oi‘ L:unlta'tions governlng “the. assessment of )
taxes is provided by Article 30 of the Accounting Law, which deals
with claims by and against the government. Under it, t&x assess=
rents must be made within five years from the date that the tax
is due and payable. I% appearé that the five year statutery pro-
hibitions against assessment applies even though the taxpayer has
vfiled a fraudulent return. A period of five years for reasemssment,

that no adjustment will be wade in thelr tax lisbilities in the .

absence of  frauds - We- therefers recommend that'the present Statute '

of Limitations be changed so as %o prohlblt the assessmént: or
reassessment of personal and corporation income taxes, three years'™
after the date on which the return was due, or two years after .
the date on which the return was filed, whichever is later. This
statutory prohibition ghould not, however, apply in the casse of
-fraud on the pari:. of the taxpayer or fallure to file a return.

" b 'I‘he Taxation Agency should prepare and sell a ]oose-leaf
tex service containing not only the tax law bub alse the inter-
‘prefiive rulings and other adminlstratlve ‘pronouncemetits of the

ugseful to the tax practitloner, taxpayer, and‘ teachers and studer\
of tax law. .

’

c. Courses in the legal aspects of ta:xatlon (as dlstmfsmshed ;

from the-fiscal policy or general publi,c finance aspects)) shoul'q be
introduced into the curriculum of The University Law Schools.
Su.ffic:.ent funds should be provided in the national budget to _
prov:n.de for. such courses in the maJor government universities.

e

ds The program inaugurated this spring. whereoy Japam,se'

tax officials. .visited the United States snould be contmued
and expanded. .

ey A.sinilar progran should be 1nst1tuted for leadmg
aecountantS. !

."‘

s R L #H8E

Diplomatic Archives of the Ministry of Foreign Affairs of Japan

EX2DXEE TFOTERREHC X~

Japan Center for Asian Historical Records
National Archives of Japan



o - 16~ \- . —17.‘
D. National Tax Problems not Involving

Subgtantial Changes in Revenue

4"/ We recommond thot the industrial aleohol plants be. O
brought under the jurisdiction of the Ministry of Finaneé ’
i v'p,:[. and- that’ responsibility for the productlon and . control of
“.» - 2ll alcohol be asgsigned to that Minigtry. It is this
‘Minigtry that has the greatest incentive to see that no
-1ndustrlal alcohol is divetted to consump tion.

!4 o © .1, Ldouor Te.xe '
T The liquor tax-problem remains one pr,.mﬁril;y of evagions ‘
. Part of the illegal production is by.rice farmers who brew v
' szke almost entirely for home consumpt: on (incluu,ung parties,’
festivals, etc.) =- that is, "home~brei, not "bootleg".
Another part is by shochu distillers in the urban areas
who are not 1eg1‘omate pro&ucers (that is, all their output
iz i1licit). A third part is due fo diversion-of alchchol .
. from industrial aleohol plants.. I‘lnally, there may be gsome
(_ - evasion by legitimate, known producers of sake and shochu
a~ who sell a part pf their production withoub paylng the
' ’ )ull tax. - '

-5

T : :
Yoo We rccommend th'\t ude. ticnal pﬂr sonnel be cmployed
- ( " and troined, so that a a much closer, more continucus ing=
e © pestion may be, made of the gake, shochu, -and other liquor
C plants. It is our. impresswn that: the present: foree is
: 1.n'1dequate. . .. .

. )/ PR - .

We bellcve the above m\,nsdl‘cs, ifvi gorously under-
. taken, can reduce the non—fmrm cvasmn to tolerable levels.

'I‘o leet this evasmn problem, three alternatlves are

avnlable -4 third’ a]_ternativc is %o comb:.ne rutc reduction to

the rice farmers (to d:..,cou:rage home-brewing) with main-

tenance of the revenue by keeping the present liquor

tax rates for other consumers, This might be done by <
. increasing the ration of liquor avallable to rice farmers
-8t low prices, under special low tax rates., This me'bhod,

hovever, may be attacked as unfair to other consumcrs,
- and catcring to evas:.on.

i

One way would be to reduce l:z.quor tax rates sharply.
This would wealken the incentive of farmers to make their

" own sake, and would diminish the profit of ‘the urhkan
svaders, This measure. might produce more liquor tax .. -

e revenue from the farqers. But the totel liquor tax

Ty revenue. would, in our opinion, almost surely decline, v o
(.1 Tbecause the check %o illieit production outside the farm : The th:.rd altermtivc mi
; . ght be viewed as o ‘cemporary
- : field would almost surely be far from making up for ‘the ) _ y
KI/ : deeline in revenue from-liguor that is alroady being measure, designed to get the farmers back into their pre \
) war habit of rospect for the liquor tax law, whilo: at .
(~ taxed. _the same time meeting the nationnl government's pressing

need for reductidn of tak revemue in the income ‘tax ficld. .
In this vidw, it might be hoped that within a fey years
the finaneial situation would permit a general reduction
of liquor tax rates in line with other tax reductions,
plus a redevelopment of tax observance among the farmers,
. so that the ration, special-tax elemen‘c. 1n the pystem
. could be abandoned.

PN A second alternatlve is to keep the ratos where . e
(_ E . they are, and enhance enforcement measures. As ex- : B
R pericnce elsewhere shows, home~bréy, on thé farm will
always be a problem, under rates that aim at producing
- a large revenue. With respect to illicit 11quor pros=
duction off the farm, we jelieve it. has not yet heen
_ shown. that tax rates must be reduced if evasion is to
ke substantlally reduced. Our argument rests on the
fact that there are some additionsal measures of cn- .
forcement that may be tried, and, until they: are tried,
the need for rate reduction is not compelling. ’

. Given the present nee'd'of' the national govermment .-
" for revenue, and for reducticn in other taxes, we do not
favor the first alternative. 'If we are in error about
what uould happen to tne revenue o and on. thiss po:mt

e p]
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there is cértainly room for srror -- thers is a good. -

" - deal in favor of this action, with the further reser-.
. vation that its effect on the food supply would have to

be s_tudied ‘carefully.’

) The' sébond alternative is in oﬁr opinion the. one
to -choose for the time- heing: keep the rates where they

are, and increase enforcement efforis,.

The, third elternative is not reccimended by us.

It should be explored more fully than we have had 4 chance -
- to doj at a time when Japan becomes economically self~ :

supporting. o
2+ Net Worth Tax

In most of the tax offices and regional bureaus that

T

we have: visited we have found the tax administrators

aware of the important role of the net worth tax in the
new tax system. Some of them have prepared records of-
all taxpayers within their jurisdictions who wouid likely
be subject to the tax and are preparing to mail to them-

& complete summary of the law.

In other instances, however, the tax sdministrators
have not given any attention to the tax., Their delay -
hus been explained on the ground that the firsh date on
which anyone becomes liable under the tax is December 31,

11950, o

Every effort should be made to initiste this tax
successfully. It is more important that the revenue
yield would indicate. If it does not receive. the rece—
ssary- administrative attention and those affected to not
voluntarily comply, then high surtax rates from 55% to

possibly :85% may be reenacted by the Diet. The net worth
. tax 'is am effective substitute for high surtax rates, .

~

provided.the tax is properly enforced. Tax administratoxfs
should therefore energetically. expedite an effective
administrative program for the net worth tax.

«convenience in administration of both taxation and '
" 'gasoline distribution. e ' ,

- 19 - o ' \

3.Gasoline Tax -

The tax should be al_tereci from an ad valorem to.
a specific tax, of so many yen per kilo-liter, for. .

- - The level of the teox should remain unchanged so
long as ratloning is in effect, except that if further
study shows that illegal diversion of gasoline, tax-

" free, is s0 substantial as %o require some reduction L

to check evasion.

E. I‘.o'c_al ‘Tax Problems
. 1. Inhebltants Tax EE
g "a. Most of the municipalities will probably
have to change the basis of their inhgbitents tax next
year, imposing the tax as a percentage of taxable ‘
income’ instead of as a percentage of the national tax.- R
Otherwige, they will suffer substantial declines in oo
revenue. - : S o -
L 1. ' oL - . o
: b. Municipalities should be encouraged to . _
experiment with levying the inhabitants tax on a current
year basis, including withholding .of tax from salaries
and wages, instead of the present system wherneby this

!

. year's tax 1s based on last year's income.’

¢ "The per capita maximun rates should be reduced -
to the present standard rates (800 yen in cities of 500,000 " -
* or more; 600 yen-in cities of from 50,000 to 500,000; and :
<. AP0 yen in other citiss and all towns and villages.)

_ .These'recomméndatiqns are explained, .and other tech= - -

-nical recommendations are given, in a siupplementary memo~
randum: - - . . S B
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2. Eroperty Tox'

a+ Govermment Propei-ti‘es and Public Ttility -
Enterprises o .

Natlonal Government properties pose special provlems’
for the property tax law. 4lso the problem of taxing
govermment property merges into thet.o: taxing ‘fublic
utilities in general, since much of the prklic utility
activity in Japan is cerried on by the government,

These problems are highly tschnical ones s which demand
special treatment; it is discussed in some detail in &
supplementary memorandum to be released shortly.

be Duties and Résponsibilities of ‘Local
Finance Comis.sion '

The Local Fi_narice Commission was delegated certain
broad duties and responsibilities under the Local Tax
Law in connection with the property tax. ; )

The successful carrying out of these furictions is’
essential 1f the property tax is to assume its designated
role as the backbone of municipal finanees. The Looal
Tinance Commission does not have o ghacf large enough .
to perform these Gubies. Qualified personnel in accouhting;
engineering, appraisal of property, compiling and making -
statistical studies. of an wmsually complex nature .and
the like are required immediately in greater mmbers,
Effort - should be made to recruit such personnel from
ogher agencies of thé goverment in order that the Cpm-
mission can effectively carry out its assigned duties
and. responsibilities,

ce Tax Naps ”.

perty and improvements in a municipality, some of that
vroperty will generally escape assessment, We recommend = -
immediate. preparation of large-scale property identifica-

Unless an accurate isting is kept of all real nro-

" tion tax maps by all municipalities, with an adequate °

staff 10 maintain them on a current bases, Later, the

Tn

-

= mmuicipaiitiés should refine their aséessﬁent process by .

developing and mainteining land value maps,s land use maps;-_.’ "1“' )

soil capapilj,ﬁy maps, and the like,

s R -

3. - Value-Added Tax -

The value-added tax is to replace fl':}"'.e enterp:-qise tax“
based on profits, in 1952, as “the chief scurce of ‘ax.
revenue for prefectures. C : : g

A Shifting, the Tax tc Consumérs

‘A common complaint!is that the value-added tax,
not being restricted to profits, will bear unfairly on
those firms with a large labor element, ' But this comp<
laint seems to asswne that the.valuie-added tax is supposed
to be borme-out of profits, like the present enterprise’ . .
tax,  Inptead, -thé value-ndded tax is supposed to be passed

.on o purchasers in higher prices; it is a type of .gales )

tax. .

s . | ., D . ' )
b. Depreciation on Assets in Existence January 1, 1952

In our report last year. we recomnheﬁded that vailu'e—-,

added be computed by deducting from sales -all purchages from: ..~

other business firms, including purchese of machinery, - (
buildings, ete. We concluded, therefore, thot no dedue-
tion of depreciation should be allowed, since this would o

produce a double deduction of the same item. .

Further study has convinced us that this recommend-

finisgh a ‘capital equipment program shortly before the tax .

- takes effect. They will be spending relatively little inm |

the first years of the tax for'capital equipment, hence
will have 1little to deduct in computing value-ndded. 4
newer competitor, on the other hand, may be getting sub-

for new equipmenj: .

'

_ation, and the resulting law, are unfair to concerng that .- 2

- "stantial deductions, since he will be -gpending large emouhtbs
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o .To avoid this injustice, we recommend that {ns
L lav be amended to allow firms “to deduct, in computing - .
D value added, depreciation on all property owned by them v
% - as of Jamuary 1; 1952 (the date when the value~pdded o
© ..+ tax tokes effect), and, in additioni be. allowed to
. ©= .V deduct, as under the.present law,' the amounts spent ou .
T« . acquiring buildings, equipment, etc., on and afier that.

e

L4

= 23 -

While there may have been some need for such

* transition Pprovisions if-'the law were to take effect at

ones,. the fact its application has been pogtponed to

January 1, 1952, materially lessens the necessity. .
Such provisions ars dangerous, in that they tend to

become permanently embedded in the law, although in-

serted at first as temporary measures; snd thug dise

crimination in favor of certdin taxpayers takes root,.
, L e 3 > e Y We therefore .recommend in general that Article 74 of T
, ;{ S iigeéftgg ;g;ﬁa:;;idi§g§é,eggiggggzéizggaﬁ §ﬁ§§§a§2d<°n;-~ o ,{‘ the present law be repealed or substantially restricted :
. ' = " H 2 B it S . - . B o
“{_ -+ - dodugted; to alloy this would be to grant double deduc- - in scope A , '
L Yo, S ‘ ST T v es Differential Rates
i g’j PR o ;"‘c’.‘ ; Depreciation Option for Assets Ob Ol?tfﬂ‘mined After.. 1 The present law sets the standard rate of the

™ Degember’ 31, 1951 . -

A Business concerfis that keep an extensive set
of double-entry books complain that it would be much’
simpler for them to compute value-added if- they could .
deduct dépreciation on-all pregent and future buildings,
equipment, etc., and not deduct at all the expenditiwres .
on acquiring thoge objectss ' They could then compute =
thoir value-added by gumming thelr profits as: computed - .

o - for national-income tax purposes, their payrslls, and _ !
- \ . . their interest and rental paymentse Their gross income’ - =)

w2 . . for the value-added.tax should not include sales of such

_depreciable assets.

CoY o ,'There.'"ia ne objéqtion to a businésé,i"im employ=- ‘. N
( —. - 7 ing this concept of value-added if it does so ‘consis-.
E -+ tently. We therefore recommend that the law be -emended

value-added tax &% 4 per cent, except that for = long

list of businesses, chiefly live-stock breeding, fighing,
professional activities, and pergonal-service businesses,
the gtandard rate is 3 per cent, The maximum rateg are ‘
set at 8 per cent and.6 per cent, respectively.

We do not think there is & justification for - i

_such a rate differentiation. If the tax is to be shifted

forward to consumera by relsing selling prices and fees,
there is no reason why it should be, imposed at & lighter

.rate on these businesses than on others. There 1s mo e

proof that.lt will be harder for livestock breeders, or -
dentisls,: or tax ‘consultants to shift the tax to their ' o

" customers than 1t will be for the steel mill, the retsil.

shop, or the pottery menufacturer to do so.

. We therefore recommend that all bugineases Abub.-.-,-;

O ' aggordingly, o glve s ta:;;ﬁayer.-fhis option. e jeet to.the value-added tax be taxed at the same rate. - g
. . d. Vslue-Added Deemod to be Certaln Percentage of b £, Bate-Rogulated Enterprises and Goverrment
S .. Baleg . S - ’ :

The present’ law providées that for the first year .-
of the new tax certain businesses may use as the tax base,
S . not value added, but specified percentages of gross sales |
ol for the year. ‘ v . S ‘

~

Corporations

To maintain competitive relations betﬁéen ‘the
private and govermnment railroads, the JNR should also
pay the value-added tax, under rules for computing the
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. profit element of that tax to be set by the Local

Pinance Commission. These corporations, government

5 : ¢ : P hare.”
costs of government, and should pay their s
Although at first sight prefectural highway expense

might appear to be stimuleting dompetition with the

railroads rather than aiding them, actually these

_expénditures are needed by the railrosds in order

to enable freight and passepgers to get from farms,
houses, and factories %o railway.term.nals.» )

‘as well as private, ceuse the prefectures certain - -

F. Intergoverrmental Fiscal Helaiions

1, Equalization Grant

- We have recommended above that the equalization grént. be.

~increased to approximately 130 billion yen for 1951-52, fram b

its present level of 105 billion yen. We also recommend that

the law be amerded as indicated below,:

. In’general,bit appears that the Local Finance C,ommission,':.»'v
has done excellent work in interpreting and administering the.

law with the twin aims of strengthening local autonomy and

-equalizing the financial resources of rich and pocr areas as

nearly as possible with the limited fund available,

However,.if it is to achieve these aims ful'ly, the

equalization grant law must ‘have the .f.ollowing characteris— -

tics.

“First, the equalization formula must leave the Lodali- '

ties with full incentive to operate efficiently. If a lo--.
cality can save money by improving its methods of admini-

stration, the.saving should be available for reduction of - ...

local taxes, -Likewise, if a locality slips into wasteful

expenditure, it should find itself faced with the necessity .~

of raising its' own tax rates, not able to dip further into = - - :

the equalization fund. e

i

The .pzjes'ernt' equalization formula fulfills this re-
quirement, and -will continue to do so, probably, for the

‘next few years, But the formula ‘does not completely bar
-the growth of certain incentives to overexpansion of

functions., The law should therefore be changed, sometime
in the next year or two, tc eliminateé such incentives.

- Method$ of doing so are suggested in a technical supple—

mentayy memorandum to be released shortly, ° = -

.Second, the equdlization formula must not. plit_lpresvsure

on the local units to be .lax in the“collection of their own -

taxes, And it must not induce them to put low values on-
the tax base, thus getting low assessments of tax as under

‘the real estate tax, On this point the present -law can be -

improved substantially, o
: ' ;.

e p]
- =
b R K4 68
Diplomatic Archives of the Ministry of Foreign Affairs of Japan
EXLOXEE TR R—~
Japan Center for Asian Historical Records
National Archives of Japan



S i N o : ) ‘ : . o . ) . _27_ ‘ E v
o ‘ . L : S is waws more than adequate for the richer loealities, while i ... .
Third; the equalization fund must be economized; it.is so "left the poorer localities still under severe finanéi;l strairl: gt

t '+~ small in total that none of.it should.be wisted by being given - . . o :
T to the wealthier communities, on the specious argument that every » ~¢*.,* . Our-report recommended that the v be 4 R
(" locality ought to get at -least some of it. The truth is_just tho < per cent of the cogte Thin meoy e S‘;‘;gigty ?ﬁﬁi;ﬁ:aiidhiﬁ’ 100 -3
opposite: ‘an equalizing fund ‘is supposed to equalizej: that is, T .. exeeeding 150,000 yen on any one iten,l. ' Damages witﬁi\% 20 meters, At
“ bring the poorer localities up toward the level of average or - = - ; of mach other are counted as a single item, ' This. new plan wa .
Ly nomal services without' undué téx strain; hence the fund should be: - . 1" enac’ed only for a year, Unless. some acti:.\n is taken, pthe d"s' L
. )~ distributed ‘only to those poorer localities, The Local Finance: L . saster grants will return next year to the old matchin ha'si;-'l SR
. : Commission has. so interpreted the law, where the law was not . - . . ,_\\ ~ for rich and poor localities alike, and the success'ofgthe ré-.
S specific, as to produce about as much equalization as is pessibley . A/ .. Vvised tax system will be imperilled in meny prefectures and
N - ...and the result is a fairly good degree of equalization, But theé .- 3 -+ . . mwiicipalities, Co e N o T
e law should be amended so as to. improve the distribution of the poy ; ‘ . ' » IS
( ‘grant still further. ST S T i RS -b %}z‘,urther consideration since last year has convinced us that. |
D : . . R ' - & better solution can now be found, The 10 rant voses
IR Fourth, th® method of computing the total basic finaneial . an unduly large administrative task fo'rethe‘o ngﬁgogzixt__gzrzxvﬁmnges
- . need and total basic financial revenue should indicate how large . RN .to'be sure that pehabilitation costs are not 'j_'nf]_ated§ it t n :
TN . ¢ - ths equalization fund would have to be if. full equalization were - - - - -%he localities to be lax in ‘keéping costs to a min:}mxm’{»l dem;_:ts
.tG ve achieved, This would give the Diet something to-aim for, = ' ’ -the localities must pay all of the extra cost of build! an :1;xce o
eved though the goal could not be reached immedistely, Tt would © ‘bridge, Zike, etc., than the omb thet was destroyed, it veones .
also make the calculations more understandable to the local of-": -~ : . incentive to rebuild in a 4 s 3 LU removes
ticials, . . o I R . danage, rebwild in e way tﬁat wifl avoid fubure disaster -
. . r}Filll equalization" does not mean bringi;ag the poorest - ' - ) * Ve .believe that an \a'.' c e ) S :
“gv .- localities up to the level of the.richest. It means merely .. : . “localities enough respons ?bgi’gtf;l?oﬁl;zy;ﬁﬁglgo(gkﬁgﬁgﬁzc’tﬁh ®
s . bI::Lng:mg them up ‘to the point where they can render a reaaonable R . 74 gramting to them of allhost- completa freedom’ in the desien anmd e e
O minimum of s ervice at a reasonat.)le vmpxim:n‘qf i.ax-effort.—— a L cution ‘of rehabilitation work, and at the same bime ('b)gr'live aexe-.-.:
.~ |kind of-average concept, The richer lecalities would still be. = - .+ © -, Swance that no local government will have to bear more gf thesgo't’.al:
. \ . able to supply their inhabitants with more services, some of them & outlay fur disaster rehabilitation amd. related improvements than it :
o even with low tax rates, : ' . SR A gin prgperly afford, We believe we have designed a plan that meets
~ . : ST S : esc tests; we shall submit it in . X g
,( - 2.' Disaster Rehabilitation Expenses . . /~ - be.released shortlys - . ira S?Pplm"“ry memarandum to
- .* When a typhoon; earthquake; or other natural disaster strikes - R . C s, Pfoﬁotional Crants R
.+ a locality in Japan, the heavy damage to roads, pwblic buildings, . . : — ranty o Sy
*farm-land irrigation systems; etc., and the necessity of repmiring - Lo Tn addition ‘to the equalization grant, and the.di :
the dsmage promptly will subject thp local tax system io an ‘mape‘, : . .- " bilitation grants, thene are the prmngiiona’.l grarits.' d::i;ﬁzdligatk
Y. - strain unless some method is found for sharing the burden with . ‘ stimulate local action along certain specified 11“; ' o
. the national govermment, or evening out the burden over a s,ervies;‘;:' - B L, It ‘ : i
of years. o : C e : T : - ,?‘Iets‘sggest that the pramotiomal grants be restricted to an amount
- ' L N WA S calculated as a percentage of the excess of the amownt o A
Prior t6 this. year, the national govermment granted public "~ + . certain winimum, such a minimum being set low ehough 3033:;2: m;:ﬁf%'
- works subsidies te assist lecalities in rehabilitating property = . . tically every locality will be sﬁrpassing it o . D

damaged by natural disasters, en a sharing basis, For ma_jéz_'. :
i;mes of public preperty, the grant was twe-thirds of the coest.

-

T its\ owh accord,. ‘This "

0T
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again is an econemizing device, making a glven amownt of nation.l
oL grant go further, 'This point is developed in a supplementary ° -

\

of the prefecture be given priority over all oﬁher tax’ claim

The assets should be prorated as to those tax claims if the - -

A . memorandum,” ' , o assets are insufficient to discharge the total claims based
’ ¥ : L : o ¢l . onthose three taxes:; Any assets rémaining should be pro= -

A i L * b Priorities of Tax Claims - owest LD orated among all other tax claims.of the’ municipalities, the !

v The .priority issue on ‘tax claims will amise where the pro~
perties of taxpayers have been seized or attached by two or more:’

levels of government (national, prefecture, municipal) and where = .
properties of bankrupt texpayers are available to settle partially.

© the tax claim of two or more levels of. govermment : I

- prefectures and the hational government,

YA B 5. Loctal Finance Commission snd Local .

‘ Autonomy Agency | L. ) SR
AW The success or failure of the new’system of local finance.
T depends largely on the skill and speed with which' the newly ;
.formed Local Finanée Commission is able to discherge the many i
“dvties laid upon it. ! o LI

The municipality and the prefecture should be given greater
( o proil;c.ction' in the application of a tax priority rule than the
: national government. The national government can more easily
arsorb the losses that occur: it has much greater borrowing
. bover to cafry it over a period of poor tax collzotions,

.

-

itn {The'Bommisiiontisrat cprebent /badiyrubdefeialffed. v ftrneeds
-a large increase in personnel, The present staff has been
working overtime, with a good deal of skill; to meet the most - -
iimediate problems facing the Commission, namely, the distri- e
bution of the equalization grant and of the’ local borrowing . >
quota. But other, equally important tasks are in turn becam= -
ifig urgent, notably the assessment of certain properties under
the tax cn land, houses, and deprécisble ‘assets, : N

Article 2 - 2 of the National Tax Collection Law and Article .
15 ~-3 of the Local Tax Law is now interpreted to give priority
to the tax claims of the government that seizes or attaches the =
preperty of the taxpayer first in time. Thus, -if the municipal - -
tax admninistrator is the first to attach the property of the o
delinquent taxpayer then the tax claims. of the municipality will:
have priority over the tax claims of the other governmerits. that
attach later. This is merely tax priority based on seizure in

There is probably no more important step toward local . .

P
i

, § v K C's% . autonamy to take .at this moment than the additioh -of a large
( order of sequence. This favors the mmnicipality over the pre- I avmber of capable personnel to the staff of the Local Finange
. o fect.ure, and the mumicipalities and the prefecture over the “Commission. . - ‘ N
.(,f - national goverment, The local tax administrators are in a . .
e ( - botter position to know against wham seizure must be, used if o

- ther are to collect their taxes. We recommend that the order.
s - of ettachment or seizure conmtimue to gvern in a determination
( ‘ of the priority of tax claims among the various levels of govern-
e, ment except in the case of claims for property taxes which will
. alwavs have priority over all other taxes because of the re-
. commended change that the liability be in rem as well ag in
© personam, | : .

Carl S. _Shoup,  Chairmen .
Shoup Tax Mission

Where ‘the taxpayer has become bankrupt and owes taxes to two ' .
or more levels of govermment, a tax priority rule must determine.
the-order of satisfying those tax claims. Again recalling the
background against which these priorities must be determined, it
appears that the claims of the mumicipalities and the prefec~ . .
turss should be preferred over the claims of the national - govern~ ¢

- ment, Tt is therefore recommended that the property tax and ‘the
inhabitants’ tax of the municipalities and the valué added tax -

LT S e e R
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. rgrant has been lodged with the Local Finance Commission.

THE_EQUALIZATION GRANT

~ In reccnmending an equalization grant, last year, we had inmind -
two major objectives: providing adequate financial resources for alo” .
‘local ‘goveraments. in the léss prosperous areas, and leaving these _
locel governments free to debermine for themselves the amount and . -
character of the services which they wish to provide.

To this end the muali%ation grant waa to be caleulated ina - ,,‘ '
jianner that insofar aspossible ‘1s independent of the mammer in which
. and which will provide small grants or none at all to localities o
having other resources adequate to their needs, and rrovide r‘elat:!‘.vely. -
larger grants to poorer locallities.- : i .

Present g: rocedures

" The equalization grant law as finally enacted in response to this
recommendation vas necessarily somewhat general in 1ts provisions, and
' capable of several alternative interpretations. Actually, the manner
in vhich the lav is being applied by the Local Finmance Commission
appears likely to produce & final result that accords admirably with
the aims that we originally set up. ~ However; the procedurss that are ..

" being followed are quite complicated and difficult for the local govern-

ments to understand; moreover the severe shortage of staff and the .
severe pressure of time in the Local Finanse Commission _pluskthe lack .
of some of the needed data have required the use for this first year of =
& mumber of short-cut procedures. This has led to some misunderstan@;ngs
i.on the part of local govermment :}flfiginls, andthtod;on{;:iiiﬁozhg; ﬁe "
: U author over the dis t g
pdue amcunt of discretionary ¥ o ™

" @llay thege fears, improve the understanding of local offieials eon- . -
c’erning thie—ﬁmpm"tani element of their finances, and lay the ground-

- work for a simplification and rationslization of the procedures, it .
seens appropriate to preaent here a summary of the presgent p:ocedurq &s
we understand ity ; o , - F

_The law specifies that 10% of the equalization grant shall first "
be set aside age‘a*.vlapéeul grant" and that the remaining 90% shall b8”
allecated in proportion to the exeess, in each local body, of "basi9 _

‘finfneial need" over "bagic finaneial revemue. Tl;g special grant is:
to be allocated on the basis of such special factors as camnot be in=
corporated in a general formula, or such emergencies as happen after -
the regular grarts has been allocated.. , o

: . . . . . ' - N ) ' - ‘h ' - v_ .
' . "Bagic Financial Revenue! is defined in the law as seventy percen B
of ‘the revemie that would be obtained from the stendard taxes at the .

. standerd rates. This use of only seventy percemt of the stardard revenue . - -

. for computing the grant insures that at least some incentive wlll remain

4=

" local. governments choose to lévy taxes or apportion their expenditures, .~

N

\

-+to-each locality to assess its taxes fully,
. its current rates above the.stendard. rates.
revenues ‘were used, then for a community that
the standard rates there might be a temptation for example to overlook ' "
property or to widerassess depreciable. asaets, since, if this practice

. 18 not observed by the IFC and allcwed for inddistributing the grant,

- the reduction in taxes would be made up by the equlization grant. "To~

be sure, in principlé the Local Finance Commission may compute the eqiinli- .
zation grant on' the basis of what 'could be obtained with some standard *

unless it is willing to put -

actually imposed taxes at”

“\a-d%’.x‘eﬁe of efficiency in assessment, but, for the first year at least, .~
.. 6"pressure of work on the Local Financé Commission is such that it ca¥ -

“uardly. be expected to undertake any detailed appraisal of the completeneds
- with vhich the various local bodled assess property, although some attempt

- had been made to' get the ' 4

" .these lines. A gimilar temptation would be even more serious in the.

ease of. the prefectures where there is great variation from one place

_'bo another in the degres of enforcement of such taxes as the entertainmerit ~

tax and the enterprise tax and where there is no-intermediate level of -

government that cam be called upon to perform an appraigal or auditing "'

function, . .As 1t is, every local body will havé a net gain of resources, ..

after considering the -effect on the equalization grant, of at leadt 30" "™
' yen.for each 100 yen they collect.in taxes, even assuming that the Locul

If 100 .percent of the gtandard
N

governors of prefectures to'do scmething alchg * ™~

.

Finance Cammission makes no attempt. to sllow for failmike to assess and = ..

‘colleet the standard taxes with full vigor. In any event, the curreént: "

‘grant is based not on actual collections but rather on estimates; aetial -
collections will affeet the grant only as they affect. estimates for future
years, at least unless the law is changed (as we suggest below) to provide . -
- for an edjustment of the grant for a given esr in the light of the actual . -

{

yield or assessment of taxes for that year.
oL . . i

‘ 'The bagic financial neéds for each local body:are.c'qx};putéd. by ’cﬁing
'3 humber of units of the variocus kinds of standard services p‘_erformed’*'
‘of normally required in each local jurisdiction, and miltiplying thege~""

S

S

mmbers of units by its corregponiing unit cost, and summing the. pFeducts. e

It should be noted that the number of units of service 'is not in.most
cagses' a measure of services actually performed, but rather .the mumber

* of units for whish the service in question should be performed, Thus .~ .
in many -cases the unit consists of the population, or arem, or the part’
of the total population or area faliing in an appropriate category. In' "
.gome .cases, -such as education, the measure, number of pupils, is a direct: - .
‘measure of the service, but in such cuses the lopal body cannot influence
" the mmber of units of service by its own action to any great extent, if
ot all, | . . e v gres o .

- In. determining unlts of service the Locel Finance Gommission bas .

given some eare to defindng wnits of service in such a way that they =~
gurll be Levond the immediate control of 'the local body, lest theé logal:

" body be-given en incentive to wastefully increase such uaits of service = .
as a maxss. of inereasing its share. In the equalization grant, there.

" remains scme ‘cases, however, where for the longer run at least a more

. - independent measure of the need of a comuunity for a given type of service

..2‘7'" !

oo

“ BN

.
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,ehould preferably be found.

. for.roadst using the actual condition and extent of the road network

" of a commmity is &n inadequate meagire of the needs of the community

" “for road maintenance aud construction, and indeed if contimued as at -

... present would have a serious tendency to induce an “uneconomical pattern, ;

| i of ‘expenditure by local bodies.

‘for & measurs. that can easily be computed and administered appears to

~ % wamount. . The LFC is amply justifies in using

- no a.ppreciable adverse effecta.

' pleguately the various conditions as to climate, population density,
~ degree of induetrialimtion, ete., o' be found in Je.pa.n. g

for eagh of the sample bodies. From the semple were then selected those’ o
.. local bodies differing primarily with. regard to soms partioular. factor "
" that iz deemed to influence the cost of some items of .expenditures thus’

'E'&tiffering a8 to snoufall, and the average budgeted police expenditure

wi,., then fitted (apparently typically a parabola) to this scatter of =
" plotted. points. {apperently by the use of a least squares method, where .

: -'is obtained for the per wait police expenditure for varying amounts. of

K -substantial measurable influence on the cost of the service in guestion:

" agtually, only four general factors have been considered, nemely the (1)' < .. :
. gcale on:which the particular service is supplied, (2) population density, . jf
0 (3) climate, and (13“

.- formed inside or outside a city. .
¢ “dewdved to ¥eflect the extent to which varietles of service are supplied .
« . that differ in e b

©.an‘industrial course in a high school may be congidered to be 1.30 times. .
f}taat nf an ordinary course, and an adjustment fastor for the kind of

In parbicular thxs appeare to be the case ‘

For the first year, howsver, the need

the measures it bas
‘jeated and Af their use is confined to the first two or three years
‘the- equalization gran‘b system and in perfticulay if the-intention to’ .

..gnlft to new measures is' adequately publjelzed, their use should have -

' . The nnmber pi‘ units of service. are thus obtained for each category "\'-*‘
of service for each local body, cn the basls of data specific to that . =

" hodye, - _
. 'arg':re at unit costa, which should perhaps better be termed ‘#gtandard.

#Pnit coste", however, are obtained on an overall basis. To

unit expenditures¥®, the Local Finance Commission secured detailed data
on budgeted costs from a group of local units. gelected to represent '

An everage budgeted expanse per unit of gervice was then omnp\rted '

N

for police expenditure, doecmed o be mflueneed by ‘the amount of anw-
fall, unite are selected with about theé same popnlation, ctee, .but :

‘unit is plotted £or each local body against its snowfall. A curve “‘

"this .seems o produce satiefactory results), and thus a normal value - c

snowfall. Comparing this with the overall average per unit cost produces -

"’an adjustment factor reflecting the effeot of various degeee of snoufall ~ }
" “on the cost of police. . ‘

. Ad ustment fa.ctors may similarly be’ obtained for degree of urbaniza:‘
t:l.on, og- popula‘tion of the local unit, or other factor desmeéd to have'a

the degree to which the service in question is per— ‘
In'addltion, an ad;ustment factor is*’

in some respect from a standard of variety. Thus the cost of

'units of service rendered is obtained by multiplying each variety by - i
a covrespm:ling eoefficient, addmg the products and d:.vidmg by the ..

0921

il ~ and. from texes, the Local Finance Commisgion has endetvored to adjust the -

. and for which thé standard unit expenditure has been-cut by the LFC to a

A outhye away f'rom euch eervieee. ,

s ‘needg and revenues 1s therefore reduced by a larger percentage’ for viea‘lthy
_than for poor local bodies and the equalizing éffect of the grant 1s thus

/

number ef units to get a weighted coefﬁcient for type of sernce.

.. the be.sic unit cost for each type of pervice is then multiplied i
by such of thess five adjustxnent coefficlents as are applicable in order
%o get the adjusted unit cost for any givan locality. ,

. In obtaining the ba.sic tm:l.t cost, however, certain overa.ll adjustments S
aq;'e applied to .the origingl data. To begin with, whenever a given expen-
&1 ’:re is in part-defrayed by some specific. subsidy, or gource of revehue
«eh.:ifically allocated to such a service, the part so defrayed. is excludec?
~in computing the basic unit cost. Thus in effect only those expenditures
that are to be defrayed from the equalization grant and tam revenuss are '
included in the conputation of basic financial need and ‘the unit cogts " D
used in computihg-it.- Moreover; in order to insure an overall approximé.’te '
correspondence for the nation as a whole between the computed estimaté: of
financial needs and the resources ‘available from the equslization grant

average unit éxpenditures corresponding to items of oxpenditures .that it |
‘deems .t0. be mogt readily curtailed) to such éxtent as may- be necessary 4o
_bring the estimated egate of the local financial needs into agreemént -
' with the sum of the estimated local agtanderd revenues and the regular R
portion (90%) of the equalization grant. e
: In'making this adjustment, as in making a further adjustment to be
-desdribed below; the LFC has to be sure to'exercise a.considerable- degree '
of diseretionary authority., Indeed it'might appear guperficially that” o
in msking the decision thus to cut the standard unit expenditures for.der=- = . '
_tain types of services, the LFC has actéd to dlseourage specifically the e
c?ﬂrresponding types 'of expenditures -on the part of ‘local bodies. HoweVer,
1 “itendéncy, if it exists, 1s purely an advisory one, and it remains™ x
v‘t.- .6 that by and large no local entity would agtually incremse or diniiish
its share ofthheqequnlization grant through deciding to provide a. lower or. .
higher expenditure per unit on the type of services for which the LFC thug -
‘reduced the; standard unit expenditure. The most that could be sald 1A
“this connéction would bé. that the IFC by doing this would channel relatively
' less: of the grant to those communities having a relatively high requirément:
for those types of. services that the, LFC considered to be most flexible’

. level below. that prevailing in the sample local bodlss. ' Bub even this™
would not. provide a positive incentive for comunitiee to divert their

. On ‘the other hand, this reduction in standard unit expenditures d' ee
have ‘the ‘effeet of eutting the financial needs of the' wealthy and th
- commmities by approximately the same percentage; the difference betiieen :.

made more pronotmced than it would. if the grant were distributed in. propor- K
tion to & margin between needs ang revemzes computed wi’chout any such Vi
cm‘tailmen"’ of the computed needs.

- p]
- -
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R _.not only the standeind ‘taxes it would to a ‘large extent deter. local .govern=

.- governments to take this standard budget as a'directive, so that the axer-"

.. "It may be noted- that the discretion thus exercised by the LFC is

.- authorized, only for one year, and only by a rather broad interpretation -
" ‘of a quite obscure clause in the law. For fiscal years after 1950-51,
Ui unit costs "shall be fixed by ‘this Law", but. this is apparently merely
¢+, a declaration of intention that an appendix shall be later added to this

lay. Apperently it is expected that detailed provisions, along the lines - .
* 1aid down by the Local Finance Commission, will be enacted into law before .~

- k;l\‘:he. éompq‘_bation of the 1951-52" grant begins.

£ '?‘\,Q*;‘?\rhej,&bgfa curtailment of standard unit expenditures deemed by the -
- 1f'to be. non-essential, made under its general authority to determine . "
.- unit, coste for the.first year, is not specifically required by the law.
" Howevéry the law does provide that costs shall execlude the portion
1 by . the local tex revenué in excess of the basic financial
- peverue: 1.8., by the 30% of the standard tax revenues that is not
£ included in‘the besic financial revemus, If this exclusion vere com- ’
. . puted for each local body separately it would have the effect of mll-
- ifying the’ incentive provided ‘for the full collection and assessment of L
.-"the standard rates, and moreover if it were to refer to all taxes and

' ments from imposing any taxes beyond the standard taxes. Howewer, the . -

-+ LFC has applied this provision so as to reduce the stendard. unit expendl- "

_." ture by the same amount for all local bodies, to an-extest that will for .~
. * the nation-as.a, whole result in the reduction of the standard expenditures '

. by the amount in the aggregate equal to the required 30% of the standard - " -

. tax revemue, , The standard unit expenditure is thus not materially affected -
by the amount of taxes that any particular local body collects, and local

. -] "governments retain an adequate incentive for pressing for full collection

' -f.rof, thieir taxes and especially for fully assessing the tax base for the
Rorious local texes. ' o S R . :

A

K
i

I ‘ . . P S
/™% However, in the view of the Local Finance Commission, this reduction .
" of the Mtandard unit expenditures or unit costa to. correspond with the use
" of only.70% of the fingncial revenue. is also vitally important as & means -~
.. of avoiding & certain amount of psychological constraint upon the alllocation
.. “of expenditures in local budgets that might result if this reduction were
" not'made; ' If the equalization grant were computed ih the straightforwerd °
mannetr by setting up a.standard budget at the levels actually expected to . °
prevail in practice, and subtracting the full amount of the standard’ . .~

o

" revenues; 'it 1s felt that there would be & strong tendency for the local

' icise of locsal autonomy weuld be considerably inhibited, .if not actually
" restrained..  In the procedure éctually follpwed, local bodies &nd that .
‘after they have provided in their budgets for the standard unit expendi- - ,
"+ fures ‘&t the reduced levels employed in computing the equalization grant, B
| they 'st1ll have an amount left'equal to about #0F of their entire budget,
and. the Local Finance Commission apparently fesls that when the computation
-is done’ in this manner the local govermments will feel considerably: freer -
to use this 'amount as they seé fit according to local circumstances and
not decording’ to some overall national averages. . _ o

5.

..~ "ixpects to apply the formula stipulated in the law and adjust each gran¥

. - shares of the variocus local boedies is in the division of ‘the.grant bet-

- . .

N ) . R . ot B o N Lo : . 2 .
- However, this is not the end of the adjustments. The figures upon
‘which the LFC operates are approximations, and while .they have done théir'’
" best .to assure that the total of the equalization grahts camputed by the
various localities on the basis of the unit expenditures thus ‘furnished
" by the LFC will about équal the fund availdble, there will remain a cer-
- -{ain margin of error)-and the LFC expects that, when the returns from
. the municipalities are in, the aggrejate of the amounts claimed will be
f'{h_’vf,?ightly more or legs than the stipulated total, - At this point the LFC
upward’ or downward by a constant percentage to obtain the budgetéd total,: -
But it is expected that this adjustment will be relatively small and will -~
-not materially affect the overall picture. e '
. The one point where the administrative discretion exercised ‘by the -
LFC in all this process is likely to materially and explicitly affect the

_ ween prefectures and. municipalities.  As between the several ‘prefectures, -
and also as between the several municipalities, the variation in the pro--
portion of expenditures devoted to the "léss essential" purposes for whiech::
the LFC decreased ‘the standard unit expenditure is relatively small, so = -
that.the choice by the LFC of the items to be cut mide relatively little
difference in the overall picture. But as between municipalities as a’' -
group and prefectures as a group, the two types of governmental units .-~

_engage between prefectures on the one hand ‘the municipalitiés on the :
other. would be ‘substantially affected by whether the LFC chose to ‘cut”the -
standard unit expenditure for a.service generally provided by munici- . Y
palities or- on€ generally provided: by prefectures. Indeed at this point. .

4., the LFC made a specific and explicit decision as to how much of the grant.
\’9\ to go .to, prefectures and how much to ‘local unit's, before beginning to -

.just the standard unit expenditures.’ This apportionment was based ups

on.the changes made in the tax sources, and the .amounts of subsidies: - G
previously going to prefectures and local units that were incorporated ..
in the subsidy. But although this apportiomment was thus based -on scme--

- what objective criteria, there was no basis for it specified in the law,
and while the results are quite defensible; there is still rathef more '
opportunity than is-altogether desirable .for feelings to arise that the

/. result was left.to depend unduly upon an. arbitrary decision by the LEC.

. points at which the present method of distributing the equalization
' - grant can be improved. ' s T . B o
1, The use of the 70% of the standard revenues -as the basi¢ fi-.
) nancial revenue diminishes the degree of equalization obtainable with a -
. grant of a given size, or if. the size of {he grant -is increased to ob- .
" tain a given degree of equalizatiom, local aufonomy suffers through reé-:
‘ducing the amount of local needs that are -obtained from local resources,
- Thus the local tax revemnue for 1950-51:is estimated at 190 billion yen ™
*  _and the regular portion of the grant.at 95 billion yen, allowing total -
. expenditures of 285 billion yen to be financed fram these sources. The:

\‘ '\-6,-75
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{7 .70% rule givés 133 billion yen- for the’ basic financial révenues, and : :

i
{

,~

o ”}é@ plied, besic fimnolal revenues bacome 70 million yen and financial

' the corresponding cut-in the expenditures covered is fram 285 billien Sre;; :

0288 billion yen (by subtraching 30% of 190 billion yen), or 205,

./ Now if ‘a wealthy cammunity has vstéxﬁafdng{epds :of 100 million yen and L
11ion’yeg; then without ‘the application.of the

. standard revenues of 106 mi

70% rule, it will get no grant. :On the' other hand,\if the 70% rule is

eds are cut 20%-by the use of the lowsk average unit ex 05 50
e ®.cut "208"by the use of th , ge unit expenditureés te
0 millich yen; so0 that it becomes entitled te a 10 "mufg; yen share 17;1

' . the equalizatien grant, or at least to a préportional amount depeding

.1y and the adjusted nesds 80; so that the grant 43 cut to 66. Only for

“needs of 100 .and revenues of“20, without the 70% rule it would be. en-
titled to'a grant of 80; but with the 70% rule the basic revenues become

' _‘upon ‘the.total grant available, Gonversely, for 8’ poor community having '

. the average community where the revenuss cover just 2/3rds of the | '
) rage furd GOV the needs . -
- does this:adjustment make no difference. To be sure 1:,h:ls 708 n
providas an incertive for Tocl bt o aspes o cor iie saxes
rather than relying ‘on the squalization grant to make up any defici
in tax resulting fron slack collection-and askessment. ettorts.  And fny
geed it is difficult to realize the equalization principle fully and at
\f,:hegame time pressrve such: intentive unless same iethed can be found -
for measuring financial resources. iridependently of the assessments or

. collections of the local Yody. -

2. The distribition of the equalization grant is based oh esti- | -

- mates of revemis (1.8, collections) for the year for which the grant is

-

.. same ccases the tax:.is iestimated on the basis of:the ydeld of the pre-

- it other duties.
~sane extent for.even the prefectures to make ‘sstimates of municipal taxes, -

‘}I‘who:le, however, it would seem desirable to recompute, after thé end of .. .

to be made.. These estimates have been made in various ways, but in most '
fap - i '
S"ar themselves, or by the. prefectures for the municipalities
{41 the staff.of the LFC has been ‘¢ ¥ too Feo do an
i e LFC ] oeen ént irely too =mall to do any

In gene--+
L the ! ¢ “ 0 :substan-.
estimating of revenues of individual units:in addition to '

And ‘indeed for the LFC to make suchestimates; and to .

o ".\Eiasos ‘they have been made bty the municipalities, or'by the prefectures '

.w"dul‘c‘i:, oftedi b © a wasteful duplication of effort. LI
" In‘some casesythe estiiiates are ‘on-a’ fairly objective basis, |
- Inje casesy the estimates are ¢ ctive basis,
the propeérty tax onland and houses.” . In \othgrgyﬂxs"judsﬁiﬁnte"saar;\;idzér. S
independently, but on'a fairly arbitrary basis, as. ia the case'with the
. manner in which -the governors -of. the prefectures hive apparently been
asked to apportion among the various municipalities’ an. aggregate esti-.

assess and collect their taxes' - .

iy

‘mate of the yield of ‘the incoue partion of the inhabitants tax. And in .

vious year for a camparable tax. In other cases it appears that the ob-

Jective standards now used-for the estimates may cease to be."ap'plicable‘.‘.l S

as isthe case with the property tax, or will bscome subject to pc le
rigging by. the ldcdit;es'coﬂce'med‘;nbtiva'ba‘d by ?&esiz‘i to incggzggbh '
their shire of the equalization fund, A T

No ‘easy way out of these difficulties sems avi-ihble':.

On the . /-
"‘ 174- : ! i

oo

X

F1L multiplying finally by 70%. -

b

the fiscal year, a revised basic finmcial revenue, and a revised
and have any difference between o
yevised- share and the share actually paid added to or subtracted from = -

' lization grant share based on it,

the first payment on account of the grant . for the succeeding. year. The
revised basic financial revenud would be computed by taking, for each .
tax for which no reasonably dccurate and independent estimabing basis-
can be fourd, the actual assessed tax base
rates, multiplying the result by the .
tax for the country as a whole, and .

local body, applying the standard
¥ average collection ratio for this

Tak{ng the as'ses’sment for

to achieve a good collection ratio.

_ the 70% farmula will mean that each local body will ver=
" all revenues for each additional 100 yen of tax assesséd at the standard.
rate; this in most cases should be adequate to produce full assessment;
~ particularly as for most of -the local taxes,
tax, the property tax on lahd-and houses, and , ‘
- tax, the tax base is determired independently and there is little room: !
for argunent as to the amournt of tax due. )
duty to check on the efficiency with which'-
taxes and to make appropriate up-

heve the authority snd the
\. ‘the local bodies assess the stanlard

ward adjustments in the basic ¥inancial revenues whenever 1t
that the local body has bem uilduly lax
if the equalization grant contihues to de
assessed by the local bedies, this review of the

these assessments may beccme an increasingly
in swsequent years, and one that can .con-

upon the tax bases
degree of campleteness of
- important function of the LFC

generally designated as "State Board of Equalization", . &
. be possible to modify the equalization grant formula in such away as. to.
make this procedure largely ufnecessary,

grart .

73, The menner of computing the needs of & locality, while satisfac<
tory as an-initdadl expedient, leaves much to be desired. e m T le
arbitrary downward adjustment of the standard unit expenditures by the LFC:

‘each local body times a uniform collec-
tion ration for the whole country will give each local body an i‘x}c;ent_,iv_e,”{ :
As for achieving a full asseéssment,..; !

in assessing & tax.  Indgefl,

_ tribute substantially to the quality of local tax administration
'as to the. equity of the apportionmént of the equelization fund. _
. be noted that.quite generally in the United States a similar function is
" carried on, though often for a ‘somewhat differemt purposs, by bodles . -

at least for the purposs of ﬂ.‘é"] s

quaz
this

for the fiscal yéar for each .

gain 30 yen in over= ..
especially the inhabitants’
the electricity and g&s .
Nevertheless,’ the LFC should .
appears’ .’

pend in considerable measure -

as well . .

(Tt may:

). However, it may -

The more or less.

does have the- advantage of incraasing the equalizing effect of the grant, .
but it- should be possible 1o yreserve this effect by other means, "provided

that the law is suitably emended.

plicated operation, entailing an unnecessary amount of discretidn .on the-
part  of the LFC, The effects of this operation are likely to be misunder-
stood, leading either to a feeling that the LFC is setting up standards:
which the localities. can deviate from ohly at the peril of 1r
share in the grant, or to a feeling that the discrstion is greater in
practical effect than is actually,the case, ar merely to-a general mis-’
#nderstanding and suspicion of the whole process. of distributing the gran
through making it too complicated to understand. More seriously, as-I

-8~

Tt has the disadvantage of being-a. com

impairing th
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the resulting aggregate excess of needs over revenues will be an arti-
ficial one that furnishes no direct standard: for determining the aggre- '

gate amount to be set up for the euglization grant. in the national budget. '}

Indeed, the present procedurs may tend to create an impression that the .
existing size of the grant, whatever it may be, is the correct one.

Initially, of course, all the LFC has had to g on has been the

A bulgeted figures, particularly in the case of new services or services

transferred to a local. jurisdiction. Eventually, the standard unit ex-

* perditures should be computeéd so as to. reflect the actual expenditures

oy -

of the localities generally, adjusted so as to excluls, for the nation-
wide average, such part of the expense as is defrayed by specifid fees
or grants, -and, if the 70% or a similar provision is retained, such part
of the expense as can be considered to: be defrayed by thé 30% of reve-
nues excluded from the basic financial revenues, Both of these adjust-
ments would, as now, be a unifarm percentage of any given unit expendi-
ture for all prefectures or for all local bodies.
account of the 70% provision should preferably be made either unifommly - -
for all types of experditure, or according to some rule specified by law,

rather than at. the discretion of the LFC, Aetbally, of course, the dis- . -

cretion exercised by the LFC in this first yéar is conferred by a pro-
vision of the law applicable énly to 1950-51, but as the law must in any -
case be amended to determine what is to be done next year, it seems pro-

per to note that this procedure, quite justifisble as-a temporary expedi- g

ent, should not be incorporated in the more permanent provisions.

) Differential ad justments should also be made, ‘as now, for such/ fac-
tors as climate, population density, and the like; "insofar as possible.
chese adjustments should be based on & comparison, by correlation ana<

lysis or otherwise, of the actual expenditures of as large as possible " .= ‘

a sample of local bodies with differing characteristics. For a time, it
may be necessary to make adjustments based on other data selected on a
more or less subjective basis by the LFC, but eventually both the gene-' -
“ral level and the specific differentials in the unit expenditures should
be determined by the general average level of expenditures resulting

from the individual decisions of the.various local bodies as.to how.much

they will spend-in the aggregate. . :

’

This does not mean that incentives for economy onthe part of indi-

. vidual local governments will be at all impaired by the fact that the

national government would in effect be underwriting whatever level of ex-

perditw e the local govermments on the average choose .to'agcpt. To be sure, .l

_if all local .governments decided to increase their expenditures by say
~"10%, the indicated equalization grant would be increased to that if it

were ‘budgeted in full by the hational government no additional -lecal taxes

would be needed, But any particular local government, if it-increases its . . i

" expenditures, will scarcely affect at all the national average level on'

which the standard unit expenditures are bases, and’ thus will-increase,its_f’"'i »

equalization grant hardly at all; practically all of this increase in expen-

ditures would have to cane fram local taxes or cther local resources. Similarly

I '

S B2 ) S

I i

as the standard unit expenditure figures deviate from actual. expenditures ‘.?.A‘

But the adjustment on - . - ;

if a local body can by increamsed efficiency-or the-eliminstiom—ofnon<™ -
essentisl services decrease its outlays, practically all of the beneffth . .
¢an be retained in the form of diminighed local tax rates, or otherwise, :
Thus each individual locality has adequate incentive to dperate efficiently
" and to balance any proposed inerease in services against the additional -
tax burden that it will need to impose on its own ocitizens if the increase .
"« -is undertaken. - ' o ; o T
P |
““¢he manner in which the units of service are computed. . In prineiple, ‘the
number of units of gervice should be a measure of the need of the community
for a given service, not of the degree to which this need is actually™ .
gatisfied. In particular, the measure chosen to reflect the need' fof &’

! particular service should insofar as possible be unaffected by the action . :

-of the local body in meeting tlie need or by other actions taken by the '
local body. In general this principle has been well recognized by t};e""j‘ v
"LFC and insofar as the law permits has been implemented by the LFC inits

regulations. For example, the need for police service is measured not by -

the actual number of policemen in service, but by the number that the B
"pationgl law requires the .local government to supply.

not affect the equalization grant. : .

In some instances, however, the need is measured in a way that will be ..+

1

affected by local action, at least over a period of years, The measures.

'selected may be acceptable as a temporary device, by reason of the.p :é}mry g

of work on the LFC; and the facts that to & large extent these mqasufr

. of need reflect actions taken by local bodies before the equiizatiod

" »vms clearly anticipated in detail, and ‘that the measures will be mod
| . 7 local action only fairly slowly. ver, ol €.
%ang roads and bridges has been taken as a measure of the need for highwb.y'vr
maintenance, and the mumber of schools and the number of clesses has been
included s an element in the measurement of educational expense. These. .
quantities have in general been given their present values lar_g'e'_l - a8 & ;

" result of decisions made withoht: Teference to their effects on tHe ggupli~-_ "

zation grant, and their use for only the first two or three years of the -

grant will thus have mo i1l effects. But if the equlization grail retaivs: )

Tts present form, this may mot contimie to be true. If & local Bbdy were
to congider that its stendard needs and Bence its share in the e

. grant would be inereased-if it constructed new roads, it might B¢ led to an .’ %

.~ undue expenditure. on mew roads through the congideration that tHE equliza~

‘tion grant would then be incressed by an emount sufficient to pay: fgrft};ei‘r e
: el roads: i

meintenanes, Or a local body may become reluctant to convert ‘gra ‘
to hard-surfaced roads, considering that the reduced maintenance cost . .-
would -not’ bemefit the local treasury but would be absorbed by ‘a ‘reduction’
in equalizetion grant. Similarly the formula for educational needs may : -
induce a local body to scatter its facilities in & large number of: school :
. buildings, and o have smaller and more numerous classes than would -
represent the most advantageous use of school funds. "Indeed, the use. . .

=10 -

Thér_e are, however, minor ekcep‘i;iohs to this principle arising fieg. '

Thus if the ldcal = .~ *
govermment decides that it needs:more than.this stendard number, this Wil s "

‘Thus the #res and character of exiat~: ..

qualization. - -

% & b
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of the number of pupils as & measure may induce undue concentration of

local efforts on'increasing enrollment, as by special efforts to im- -

prove facilities at levels where school is no & T compulsSory so as
- %o keep students at school longer, to the possible detriment of ele-
- mentary school facilities.. . - ‘ ‘ '

' Not all of these pressures are inherently undesirable, to be suwre. =~ - |

~4#But where special inducements are deemed neceasary in order to encours,

¥ age certain types of mction on the pert of local governments they -

\b"~ <

N .- With regard to éd{zcation, the mhlem‘isy. proba.bly not so acute.

W

RE’-0024

- town, and village, and standards of outlsy qevised that depend on such - -

should preferably be craated deliberately through a promotioral grant
(such as is outlined in the next section) or other special device, | - -
rather than left to. arise sccidentally through mechenical imperfses- L
tions in the equalization grent. As soon as possible, therafore, '
these mainpulable messures of need should be replaced by measures

that are not -affected by local action. '

"Admittedly, this may not be sasy. It is difficult, for exampls,
fo produce s measure of highway and road needs that is not to.some
extent dependent upon the existing higlway network, particulerly for .
units as large as the prefectures, Possible actual highway outlays
can be subdivided into those perforfied within the limits of each city;

items as area, density of population; vehicle traffic, and terrain, ‘
which can be computed for each local unit and built up to & prefectural -

- total. Or & natiomsl highway plamning commigsiorn might be set up that
would determine as equitably as can be the road ani highway, net work
that should be used as a normal staniand in each afea. -

S\‘ \ pressure towards smaller classes imy not be altogsther undesirable. -

wide 3 But the LFC'is not the technically competent suthority to determins .

how much pressure should be put on localities to reduce the size of .
-classes. To be sure, factors beyond the control of the logal bady,,

'such as the sparseness of its population, often determine. the rumber
of clagses among which a given mmber of pupils must pe distributed, |

and “the actual mumber of classes may be the ¢asiest way to measure = - i

this factor. But local bodies are also often free to choose for them,
selves whether to have larger and fewe classes or more ani smsller
classes and the equalization grent .&guld,am)id exerting\anva.ccidental‘
influence on this decision. Aecordingly, &s soon as other measures of -
the degree to which the distribution of the population affects educs~
tional needs can be derived, the use of mumber of classes as a measure

of educational need should be drepped. Indoed, it weuld seem pessible

to use mimber of scheels, or perhaps the distribution of schoels by

size and by the grades included, as a measure of ‘differences produced v .|

by geographical facters. . X v

In principle, alse the musber of schoels needed by s commmity sheuld .

be derived frem the districution ofpopulation rather than the actwl rmm--
ber of scheels. But since it may be quite difficult to devise a simple §1ﬂ.
: - 11 - : : s L
' . 0 @ em <o
0229

equitable formula'for this purpose, and since in practice cases wheréw

congideration of the effect on

influence the pattern of school
this measure may well be left,

the equalization grant would actually 5
construction are likely to be rare, -
Similarly, for grades where attendance

is compulsory, there is no objection to using mmber.of pupils as & S
measure-of need. But for high schools, where attendance is voluntary,it - .
ldren of appropriate age groups: ‘..

-~

'

'\ ,may be preferable to ugé the number of chi

in the community, rather than the number of children i attendance, as .

: 1 the proper measyre of need, provided thet due allowance is made for - ¥
If there is a-desire to give encouragement . 7
to local bodies to provide higher education facilities this can better

pupils in private schools.

. be done through a promotional grant, where the conditions can be pro- N
perly stipulated, and the amount of -gtimilus determined directly, rather = "

than in a haphazard fashion through a casual feature of the equaliza.’ciqn.-"f

grant.

Methods of adhieﬁing full egualization without impairing inceqtive . ﬁpi

for full esgsessment and colleotion of taxes. :

“Full achievement of the equalization principle calls for the mea<

surement of the financial needs of the verious localities independently - .
of the manner in which the particular locality actually meet these needs,” . .
and for the measurement of financial resources independently of the TR
extent and manner in which the locality actually exploits these regourcess ..
The firgt of these requirements has been fairly well met, with the ex- 7,
"ceptions noted above that are capable of correction. It is somewhat L
more difficult to estimate what the financial regources of a community 7 .

- are in a way that is not affected by How effective

1y a locality assesses.’ ;“

its taxes. This difficulty is the main Justification for the ingsertion -

i . of the present 70% provision,
s, incentive for the localities to

However, by this provision a pértial',g" o
assess taxes fully i1s preserved only” R

U -at the expense of impairing the degree of equalization achieved.

Complete and llteral application.of the equalization principle
would require the LFC or some other independent agency to appraise se-
parately the effectiveness of the assessment procedure of each local e
body, &t least for those taxes for which independent and aceurate - v
“estimates of potential yield are not available, The equalization grant
! would then be based on -the assessment that would be obltained if the i
assessment of these taxes were at some standard level of effectiveness. '
This is not only a partial duplication of expenditure. but at best will
glve rise to considerable friction if it is done effectively, and to
considerable inequity if it is not. If pogsible, other methods of ap-
/ ‘proximating the financial resources of local bodies should be used . -
that do not involve either reliance on locally determined assessments
or the necessity for appraising the level of such assessment, Even-

tually, indeed, it may be possible to%use a figure for financial re—
sources based on such general indicitions as income produced in the B
local area, or income received by residents, or the like. But for the
. time being such general statistics are inndequate, and figures must
. be used that are more closely related to.the actua

o

—12 -

1 agsessmentes
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Fortunately, however, two of the major municipal taxes are ase

assessed on tax bases that are determined largely independently
of local sctiod.  The income part. of the inhabitant's tax is
based on income as determined by the national govermment, while
the base for the electricity and gas tax is determined very
laigely by the utility companies, irlth little opportunity for

evetion. Furthermore, the bese used for the standard inhabitants™

tax under option (a), namely the pational income tax, is progres~
slve, and represents e relatively higher proportion of the.stand-
erd finahcial revenue for the wealthier communities than for the

podrer ones.. Thus 1f we can manmge to place more weight on this.

income tax base in computing the equalization grant, we can’
similtaneougly increase the equalizing effect of the grant and
diminish the dependence of the grant on the completeness of
local asgessment. _ : S '

-~ For example, we could set up a hypothetical tax system don-
sisting of & surtax of 304 of the matlonal income tex, & property
tax at 0.8% on the assessed value determined by the logsl bodies;

and the sctual yield of the ‘electricity end gas tax. The ‘total ' -

revenue for this hypothetical system for the nationvas a whole
would be sbout. the same as they yield of the present standerd
munic:}.pal rates, but would be somewhat higher for the wealthy
units than for the poorer local govermments. If now the equali~
zation grant were distributed on the basis of the excess of | .
financial needs over this hypothetical revenue, the result would
be an overequalizetion, in that poor 'communities would fimd that |
the grant plus the taxes at standard ratés would more than ’
cover. their basic financial unseds, while some of the wealthier
communities might find that their grent plus the revemues fr

- standard rates would fail to cover their needs. Some degree

of overequalization may indeed be en the whele more-desirable
than not, as it would permit the poorer communities to-reduce
their property tax rates amd perhaps other tax»s somewhat ' .
below the ‘standard level and thus attract cepital and eventuslly
overceme thelr disadvantages, while the wealthier commnities
might have to levy taxes at higher than standard rates.

However, if ne overegualizatien is wanted, or if a smaller
degree 1s desired thhn that produced by a formula sueh as the

abeve, the degree of equalization can be diminished to the desired

level by the spplieation of an adjustment sfmilar to the 70%
ac};justmen‘bv new provided. Thus, for example, the final equaliza- -
tien grant formule might become, after reducing needs by 20%,

_or 57 BY in the aggregate, and the hypethetical tax revenues

by 30% to correspond:

!

-13- o

* in disbursement.

s,

. -Grant equals 80% of standard financial needs,
less the sum of: [ N
- 21% of nationsl income tdx of residents.
0.56% of assessed valug of préperty

70% of the eleotricity and gas tex assesbp‘lgn?-.. '_;:‘,. :

Under this formula, or a gimilar one, full equalization can L

‘~be achieved, with minor exceptions in the case of localities

having large income tex bases relative to property than is ‘
generally the case for locsl bodies of the same overall relative :

“tax-levylng capacity; but such variations are not likely to be

substantial enough to require adjustment. The income tax part.
of the formula is determined from assessments by the national .
tax office, and 1s not affected by the actions of the local ’
body %o any substantial extent. Similarly the utility tax assess=
ment ig fairly immbne to such influenceé. The degree to which .
variations in property tex assessment affect the equalization

_ grant would be much smaller than with the present formula. Such

a formula also has the advantage of avbiding the psychological
hazards of presenting the.local bodies with a stendard budget,
as feared by LFC, since.there is room for standerd unit expen- -
ditures to be cut an average of 20% below ‘the average levpl for
the nation . Similar formulas could be devised, if desired, with

“even greater cuts.

‘

Tt should be, emphasized that the coefficients: set forth

sbove are purely illustrative and are not necessatily ‘mcdnmended?";

_specifically. We suggest thet the LFC mske studies to determin

whet coefficients will give a result that will produce fall -

‘r

equalization, or perhaps a slight degree of overequalization, as .

between wealthy commnities that ere more or less average among
such communities with respect to the relative reliance on dif-
ferent. tax sources, and poorer communities that are similarly
typic&l in this respect. Equalization may be somewhat imperfect .
as between comunities that differ substantially from this normal
or average relationship, but the differences should be of minor
importance on the whole compared with the vital importance of
‘preserving proper incentives among local bodies for the full
agsessment and collection of their taxes and for proper economy.

It ghould 'allso be noted that. the percentage of the national e B

“income tax that is used in the fo o may well be one that - .

differs 'appreciably from that typically used by. the mnicipali-

‘ties in computing their tax and indeed is likelydo be one that ..
) . . - 14 - . . '.' T [
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the minicipalities cammot be permitted to be used in assessing

an actual tax. For if municipalities were .actually to impose

a tax at ‘say 3% of the nationsl tax, the combined jmpact of
the national and local taxes on the higher incomes might well '
be such as to produce an undesirable degree of impeirment of -
the incentive of taxpayers, and perhaps algo such as to drive -
texpayers to an excessive amount of evesion. Indeed it is to.bg}{_

- ‘expected that for next year many munjicipalities will find it )
- necessary, as & result of the decrease in the national tex rates,

to use option (b) or option (c) to.a considerable extent in the
detual computation of their taxes.

. To be sure, if local governments are left free to determine
their ovm rate of property tex,’there may be a temptation for
them to assess property generslly at a low percentage of its
fair market value, say at 80%, keeping the tax revenus the same
by increasing the rate applied to this reduced assessed value,
thus increasing the amount of the grant by the above formula.,
Actually, it does not appear that this diffioulty would be :

serious low as -suggested ‘above, 1.e. 0.56%.

- If guch a tendency to lower assessment standards under the
property tax does appear troublesome, serveral remedies are
available. The most straightforward oné is for the LFC to
undertake to check on a sampling basis or otherwise, the level
of assessment practiced by each local government, and where it.
is found to be unduly low, to adjust the equelization grant P
accordingly. Another one would be for the valuation of property,

.ag distinguished from the assesgment of the tax, to be carried

out by some agency more or legs separate from the municipalities.-
For example this valuation could be performed by the prefectures,

or perhaps by associations of municipalities.: In the latter cege

it might #till be necessary for the LFC to check the practice-
of their associations, but this would probably be less burden-
some than an attempt to check the level of sgsessment for each

‘local body independently. Or the valuation might be performed ,
on a national basis by the LFC itself, although this might be *

considered.to entail an undesirable degree of centralization.

 Another possibility would be to reétrict local au‘bsnonw'
to the extent of fixing the rate of the property tax for all -
lecalities, and denying them the freedom to change-this. rete.

- 'This would mean that if a local body were to attempt to incresse

its share of the grant by undervaluation of propbriy, it would
not be able to recoup the revenue directly by raising the rate

~-of the property tax.. If the rate were say 1.6%, the locality
would lose 16,000 gen of property tax revenues for each million

- 15 -
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27 the grant.

‘1s to introduce assessed valuation on the needs side of the formula

“the net effect.on the grant might beoome. negligible .

figure into the formual that would give a generally similar result..

.. - the intér-governmental figecal rélationships and local tax '~praqtic'ea, Y
_develop, ', . o . / o L

. generalized mensure of revenue,yielding capacity. For exdmple.the

" some fraction of the aggregate of the standard financial resources

“undertake to review the effectiveness with yhich the various prefoc:

. undesirable nmount of discrction on the part of the LFC.

yen of undervaluation, but would gain only 5,600 yen .of equalization. :
grant. To'be sure, a locality bent on jimmying the equalization o
grant might figure that it could recoup the lost revenue by railsing -

the income tax rates, but in most cases this would not be congiderad
worth while, particularly since if this were done in any overt man- -
ner 1%t would be likely to come to the attention of the IFC with a
resulting. correction of the assessment for purposes of calculating: .~

i
Anaother methb,d of ~minimiziz_ig incentives for underassessment o

as’an element in the computation of the needs for certain gervices -
such .ag fire protection, disaster rehabilitation, police servics;
the promotion of industry, or the like, Undervaluation .would them . -
have the effect of reducing standard finaricial regéurces o that . .

Finally, it mighﬁ be possible- fo eliminate the propefiy GEEL RS
ment from the formula altogether, by increasing the weight given . ¢
to the utility tax factor, or herpahs-by imtroducing some other

. Thu, there are f.nan& ways of checking the advorse effécts which
the oqualization grant might, if improperly applied, have on local

tax assessment and collection offorts. Which of. them'are to be . S
employed can be-left to be determined mcoording to the way in which *

The problem~ig perhaps a little more ‘difficult in the'case,of*f'
the prefoctures, where none of the major pregcribed tax bases can. -
readily be estimated in.an independent manner. ‘Perhaps here it may-
be better to get even further away from an attempt to measure the -
yield potential for.the various.prefectures of a specific standard -
tax structure, and compute the grant on the btasis of somp more

standard financial resources of the profectures might be taken as . |

of the local units within it (but not if the préfectures are given
the job'of determining property values nor in any event inthe case”.
of Tokyo-To), "Or a formula involving the assessments off various - ' -
toxes within the prefecture by -the national government might be dé=
vised, similar to the one suggested above for municipnlitice.. Ory -
since the prefectures are relatively few in number, the LFC might: .

tures asscss their various taxes and adjust the grant: accordingly.
However, this latter alternative may be considered to involve -an- -

-~ 16 -
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" -phoperty was ‘transferred - by way of inheritance. .
.two instances the local govermment must seek out the- transferer
i and by Taw collect only fram him, .

1. though he was not legally liable,
- interviewed :msuted that, the transferee of real property was . z

_ prevalgnt in Japanese tax administration.’
' only on law and not ‘on so-called voluntary ‘contributions., A
s system ofv contrlbutlons results in-a highly arbitrary and capri-

OCAL TAX Aeu__;_m;sm,’rmm PROBLEMS |

v .

'MUNICIPAL PROPERTY ™Y Y

 NATURE OF LIABILITY' co T '. ~

The lmblllty for the munlcu:pal/ pmperty tax is now’ per- ;
sonal in nature and not. in rem.. On the day.the ‘property tax
accrues {April 1st of each year?) the registered ‘owner “of real

property. and.the improvemernts 'bhereon and the -owner of depreci- |
- able property.beccme lisble for the tax, Even tHough the real -

property or the depreciable property may be transferred before
thé taxes are psid, the transfereér .continues to be liable for
their payment. The local ‘government cannot proceed legall;y'

against the real property or the depreciable- property to colleof.__-'f P
the. taxés' that. are unpsid on the “transferred ‘property unless. the "~

“transfer Was collusive for the purpose of evading taxes or the

Our vis:.ts to local tax ofﬁcee demonstrated that ‘this 1egal"_ :

remedy was. not slways followed' in. so far -as real property and

" the improvements thereon were concerned, but that the local. ta.;c i

sdministrators proceeded to collect' from thé transferee eve

morally liable and that they never. had apy difficulty eollect:.ng
the unpald rmm:Lc:Lpal property ‘c.nxes from him, -

. ..

The munlcipal property tax is now a'very important revenue . =

source in muni¢ipal finance, It might- reasonably be.expected

. that more transferees of" real’ property in-the ‘future would likely
. be called upon to discharge their ‘so-called moral liability for = -“
) unpa:l.d munlc:.pa.l property. taxes. )

These tax paymeénts by trans— -
fereés resemble very closely the contrlbutlons that once were so

cious method of municipal Tinange.. -This feature was condemned

-in ouroriginal report and apparently has now been hrgely eli- -
minsted. -

These payments by transferees therefore deserve our . -
carei‘ul study because they are no‘b in accordance w:Lth law.

Except-in those -

Every local tax -administrator N

Taxation must be besed, .“'L

. day transfers such reality,

-, so-called moral liability in the future,
" local tax administratlon is- impreving rap1d1y, such admini< * -

“colléction of the munieipil property tax must be assured becau:s

» rendered real properties. by the munlca.pe.lities relate directly
- to the property and besavse of the services enhance the ‘value:

I

recamend that the l'aw be chenged.

.2- o .
. i B . A
It also seems clea.r that munlclpelities may heve d:.fflcult
in many cases in proceeding personally agailst the registéred
‘owner of reality for the nmrﬂ.cipal property tax-who after tax
:Such registefed owner may never
‘have been a resident of ‘the m\micipality or he.may have moved
to a distant ‘town with no ‘other property in the mum.cipellty
from wh:.ch the’ taxes can be collected.

\

Two factors would seem tbo make transferees reeist their -
First, nationel and

“stration is based or ‘the legal- 1iabﬂ.1ty and not ‘the moral:

liability of taxpayers, - Second, the'increase in 1950 of: the :
‘rate of -the municipal property tax will make the peyment of a '
so-called moral ‘obligation more significant t6 the ta.xpa.yer and,
probably will therei;ore f:Lnd hm less inclmed to pa.y the large

a.momt. “«

CoTe

Tt seems therefore that rmmieipalmtlee will 1nke1y encounter
more resistance from transferesés when they are asked. to- pay taxes
because their transferers 4did not discharge the tax liabillties
.against the transferred. real property or improvementsb But *
those same munlcipalltiee have been rendering and will continue:
‘to render many direct valuable services to such properties, such,
as fire and police protection, without any payment ‘therefore.
unless some legal method 1s available for the mmiclpa.lities to
Proceed against the transferred’ properties,’ Furthermore, the

it is now the backbone of nmnieipal ’.timnce. :

Theory also supptrbs the :Ln Fem 1z.ability. Many services

such reality. This énhanced value continues in the’ hands of
transferees, Aleo, iF the liability is 'in rem the transferee
can easily determine whether there is any municipal property

tax lnbility and for that relson :Ls :on notice if ¢
un;nid lia.billty. - . . " ¢ here 12 any

These rqaeons appear to e‘ompel the conclns:l.on that the B
liabllity for-the municipal property tax as applied to real -
property, and te- mprovemenbe, stould ‘be in rem, We- therefore
Although we reccmuem the

- conti.gx_gtion: By
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) cont:muatlon of the in' perscnam llablllty, it is not be—
- lieved ‘that this personal 1iability should contimue after. the .
" in rem- 1:Labilitx has become thoroughly eétabllshed in ‘the tax L
.system. It would appear unwisé-at this time to try. to shi.ft

‘ ‘prmrltles of mortgages. :

at once. from the personal/ liability solely to. the in rem

Allablllty. For that reason, during a tempora.ry perioﬂ, both ' "« B

in personam and in rem liability will apply to real property’
and the mprovements thereon. However, it is our opinion that -

the personel liability for -the municipal property taxes -should
~always exist as'to a],l property other than real. property and

“the. improvements thereon,  In this instance the property easily -
may be moved cutside. the taxing Jur:.sdlctlon, and ‘if the liabi- - -

1ity is solely in reém the municipality may not be-sble to col- .
lect the property Taxes against such property. -It is’'therefore
essential that the personal 1liability be preserved in order that

‘the local governments may be able to collect their property taxee. .

' Ther land ~and hodse ledgers are now requ:.red to be kept in’

" the respective municipalities. An up—to-date ‘record will there-
fore have to be maintained as to the status of the municipal - *
property tax to each parcel of land .in the municipality in order

that ‘prospecti e purchasers can easily ascertain if any ‘property .

tax, liability exists agdinst’ ther property. Prospective purchasers

can therefore require either that the purchase price be adjpsted

N or that the seller share all property.taxes prior to the transfer

‘of the: property. This will protect both: the purchaser and also "

- the munlcipal:u.ty a.nd 1t m].l do much to, mprove its adminlstra- X

tlon.

_ " The following are the IDAJOI' rev:.s:.ons that m_'ll ha.ve to be -
made in the laws in order to caxrry cut this recommendation: ‘

l. Article 369 of the Civ1i Code which prov:.des for

’

2, -Artieles 175 and 176. of the’ C’.I.V:I.l Code pertammg
to redl rights, “especially frticle 176 which allows ‘transfer of_
real rights by mere declaration of intention. This amendment -

s’ nec\essary only if the 1ien system is extended to movables.,

'

3, law No. 2h of 1899 which provules for reg:.strat:.on

_ of immovables. . It will be necedsary to add an’ artlcle providing .
o for registration of tax liens. a

v . , -

.

2 Procedures: for Attaohment 9_r Selzure

. '-/Q& v
h. Article 5 of the Land Ledger Law, Lew No. 30 of

'191;7 , will have to be made more inclusive. This article ‘enu~
- merates what property shall be registered, but leaves detailedr :

implementation to Cabinet Order by which, necessery additions

could easily: be prov:.ded.

5. Article 5 oi’ the House Ledger. Lew, Law No. 31 of :
1947 , enumerates the type ‘of registra.tion of. hoﬁsess This ‘» I e

- -article can e.lso be supplemented by Cabinet Order.

6‘ Articles A7 to 52 of the ﬂenkruptcy La.w, Law No. 70

‘ of 1922, s and apendments thereto, set’ forth the priority of.

various claims in case of liquidations' Priority of property tax

. liens mll have ‘to be determined in th:us law. .

o 7. Peragraph 3 ‘of Article 15 of the Local Tax Law to
prevent prlority of national tax claims in all cases. - :

‘8. Art:.cle 3 of the Nat:.onal Ta.x/ Collection Law. a.nd .

‘Article 15, pa.ragraph 5, of the Local Tax Law which’ provide that

in case there is’a notarial deed certlfylng that property was '
pledged and hy'pothecated one yeal” prior to the final data’of -
payment of either national or local tax, those claims will be """
superior to tax claims, These_‘articles should be a.mended to
allow property tax liens prlority. o '

vyt

’ Under the National Tax Collectlon Le.w ‘the national’ govern

- ment has an established statutory procedure for attachment or

seizure. The Local Tax Law does not contain- -similar prov:.sio
it contains only a referencel to the national attachment proce=

“dure.; It would seem des:.rable to have the Local Tax Law provide

the same detailed statutory procedure instead of merély refer<
ring to the appropriate provisions of the. National Tax Collectlo
Law, Local tax administrators and local taxpayers. find the cross

references in the Local Tax Taw to the national tax. 1aws to be "

confusmg and, to say the least, highly inconvenient. - It  appears
desirable to eliminate such eross references and to provide in'
the ‘Local Tex Law all of the detailed’ statutory provislons.

3. Priorlties of Tax Claims

Where there are seVeral 1evels of government and each hs
its own sources of revenue, the priority of the variocus tax,
claims of" each level of government becomes an important problem
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= of mter-governmen’cal flscal relat:.ons.\ The priecrity issued.

" will'arise where the properties of taxpayers have been seized
- or atteched by two or more levels.of’ government ‘and where -
..properties of bankrupt taxpayers are available to settle pert;al-

‘prlority rules do not have - to be the same. in both ceses« :

-5

-

1y the tax claims.of two or more levels of govermnent. “The'.

As-a general rule the munlclpe.llty and the prefecture ehould
be given greater protectlon in “the applicatlon of a tax pr:Lor:Lty
rule than the national government. ‘The- ‘national’ govermnent can

- more easily absorb the losses that occur "in these iristences

- because the revenue recen.pts of the’ natIonal government are many -

: _prefectural level, In fact,

be Attachments of - Sen.z.ures -

times those of any. mum.c:.pallty or prefecture. Also, the. natlonal
government has almost’ unlmited ‘borrowing tpower ‘fran the Bank. of
Japan or from pr:.vate sou.rces. This fle;cl.billty at the national -
level is in direct: contrast’ to_the r:.gldlty at the: mun:u.c:l.pal and ",
in many instances the munlclpellty .
or prefecture may: be prohibited by law from borrowing; -And even
if they can, their credit standing ‘is far different from that -of.
the national government. - These facts have to be’ borne in mind-
when decisions- are made as’ to the prlorlt:.es among the var:Lous
levels of. gcvernment. -

Art:.cle 22 of the Natn.onal Ta.x Gollectlon Law now glves
pr1or1ty t6 the tax claims. of the national govermment 'in.connec-:

“tion ‘with property of: taxpayers' that the National Government ‘hass -
seized or attached. Article: 15-2 of the Tocal tax 1aw gJ.ves
.priority to the tax claims of ‘the. mun1clpa11ty with- respect “to

property of .the taxpayer that the municipality has selzeck or

; attached. . It is understood that. these two provisions are’ inter-.
- preted so ‘as’ to glve pr:.orlty to the tax clsims of the govern~:
ment’ that first in time seizes -or attaches the property of the-

taxpayer. Thus, 5. if the municipal tax administrator is the first,
to attach the property of -the. delinquent taxpayer, then the.tax
-claims of the municipality will have pr:.or1ty over the'tax claims -
of the other _governments that attach later, -This- :Lnterpretation
merely means that tax’ priority is based on Seizure in order of -

. sequence,’ Admittedly this priority. favors the ptmlcipallty over-
" ‘the. prefectural .and natlonel goverrment and. the prefecture over.

the national: govermment, This is true because the'local tax
adm:.nlstrators are in a better 'pOSltlon to know a.ainst, ‘whom
selzure must: be used 1f the:Lr taxes are to be’ collected. ) For th1

reason,

RE-0024

“v'f'k

-

Vev( )

(x

'~rea.eon, the na.t:.one.l ta.'x admim.strators have requested that asset

" lection: law and- the .1dedl. tax iof "the two provielons of ‘the" netlona

as to attachment ‘differ sanewhat. - If property on. which'a ‘mort~
" gage has been outstand:mg for more than one year s attache for

- the mortga.gee must; f:.rst be sat:.sf:.ed from ‘the sales proceeds‘

“‘a mortgage on the ‘attached property ‘which. has been outstanding. .

", ‘again, Section 15-3:of the local tax law provides the.t ‘the fax -

vg_e-"f

o

-of ‘a taxpayer. il 'a.re attadhed by more than.one. level -of govern—
 pro-ritk ong those goverrments on the. basis of the-
‘total tax, c]nims i z.rrespective of the order of seizure, 'The.
mterpretata.on ‘of the ‘two provisions of: “the natlonal tax ¢ol-

tax collectior _la.w and’ the’ local tax law which tends-to- favor tha
munlclpalitl, -is: the- a.pplicatlon of ‘the ‘tax. priority rule as to
-attachments’ or & seizures 'seems. warranted and.should be enacted. -
Anto. law,. We. ‘therefore recommend that: the- order of’ attachment; -
or seizure govern ‘in determining- the prior:.ty of tax ols.ims among
the varlous levels of government. ;‘ o N S

S Where there 15 a pr:wete cla.ima.nt in addltlonto the
of “the. nat:.onal or- local governments the. existing’ statutory rules

tax glaims then urder Section 369 of - the Civil Code’ the claim-of

With respect to the: rema.lm.ng proceeds the netlonal government. -
‘has-priority over the local government :u:'respectlve of -the order.
in which the governments ‘may have requested particlpat:.on 1n thef‘
dlstrlbutlon of the proeeede from the sale. o :

‘Also, if a- pru.va.te cla:unent ha.s attached personality or ‘has:

‘for less-than one year, the tax ¢laims of the variocus levels: of
govermuent take priority- over-the private claimsj but there

_claims of.the: natlonal govermment, - -shall teke: priority” over the i
Ctax cLa.:.ms of the local- governments. It is recomended ‘that™ -
where such prlvate ¢laims also exist against property attachedr,
“for tife payment of -taxes the ‘hational, govemment and ‘the local
governments must prorateé’ the . assets ‘that are available’ for: ig~
*tribution in relatlon to ‘their total filed tax claims. EX§
. wheve in"this report ‘it is reconunended that the liakility for
munlclpal property ‘taxes be- che.nged so “that it will-be both in
rem and in ‘pergonam, It was ‘there ind:.ceted ‘that’ ‘several’ laws
“would: have o be amended to carry out’ that reconmendatlon. :
Under the.t recommenda.tlon aJ:l. munlcipel property tax claims
would have prlor:.ty over: the tax claims of the' national govern— g
ment and the prefectures, and the claims of mortggges, even - .’
though the mortgage had. been cutstanda.ng f or more than one year
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P '_Except for- th].s change, :
o7 peraffected as.a result of our recamnended changes mtax
i :'prloritiess : . _

E the hatlonal govermnént are given prio:‘ity ovér the tax claims
. of'the Lodal, govemments ‘in.-confiectionWith ‘the dv.str:\hutlon of
.. the ‘dgsets of a *banldupt taxpayer.\ Under ‘these” pr:.nciplgs the

‘existing 'bankruptcy rule ‘should also be changéd, o
. commended .glsewhere that’ the. tlaims of" the nmnlclpal govmxment

‘mental and all prlvate cla:ma )
‘ remain would be prorated amohg the national and legal govermexrb‘a
in relation to the tax: cla,:ms that were 'i‘:r.led by them m the.

T.Tndex* A 1cle 15-3 of the L ai_,Ta.x LaW the ta:c clams oi‘
It dis res -

for Property taxes should have priorlty over all ‘other governs -
Any asséts which theréai‘ber ’

bankmptey proceed:.ng. :

.

-assets and the enterprise tax),

" "disposable taxable income®,

»ta:cable incoms (Option Three).

' Inhahi’tants Tax ° )
The jnhabi‘bants tax, which is partly a per capltal ta.x
but chiefly a te&x on'net income as assessed for the national
personal inceme tax, is the lérgest of the three main local
levies (the other-iwo being the tax on fixed-and depreciable

The mum.cipalities levy- this
tax, and retain all tha procesds ‘for their own use.

(a) Ww_m_

For the 1950-51 £iscal year, .the tax (as:lde from the per
capita elemant) mst be a persentige of- the amount: of national
personal income tax -- 18 per. cent. For 1951-52 and succeeding
years,. however, the municipalities may shift to either of two
other ‘alternative basss. They may levy the tax as a percentage

* of the taxable income, not the tax (taxable incoms is the net

income after deduction of the basic exs tion, the allowance for
dependents, and “the esrned income cred:lzg Or, they may levy
it .as p percentage of what 18 left of the ‘taxpayer?!s taxable in-
come after sub‘hracting the. nationsl persenal income tax: the.
The municipalitdes are free to
levy.whatever rate they chooae, .80 long as 1t does not exceed

-20.per. cent -of the national tax (Option one), 10 per cent of

—— o g,

1
. |
L
;

the.taxable iricoms (Option Two) or'QO per cent of the dlsposable

, This year, the national income tax is much lower than last
year, owing to the rate reductions and exemption. increases ‘.
voted by the Diet last winter. - Conseguently, even under the ma~
ximm rate of 20 per cent, Option Ohe under the inhabitants tax
will, for many mnicipalities, yield too little revenue. The

. inhabitants tax is based on the national income tax of .the pre~ .
ceding year. This year, Option One ig yielding substantial sumg
. since it is based on the heavy national personal income tax of -

1949-50.

.« H

Almost all mmcipalities will therefore need to look

‘ahead to 1951-52 and be making up their minds which option they.
. want. to move t6 = "
..advice on this point, the purpose of the options 1s to allow -
‘the municipal:.tiea to ‘make thelr own decisions. :

Option Two.or Option Three. We offer no
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,W,M
S
j

- .. mentation by those municipelities that feel that they can desl -

v If the ma.xmum pemiSsible rate under Option One were
raised. from the ‘present 20 per: cent to ‘8ay; 25 or 30 per cent,
© some- nmnicipelities might: be" able %o get ‘gufficient revenus. frcm i
Option Ong ‘next ‘yeary It may prove advisable: within a- year-or
“two to raige’the maximm in this manner, if the natdon end mu~ .
~nicipal tax. _combined-are being 4dministered ‘without mich dif-
" ficulty-and seem not be’ deterring work and incentive mdM
At present, however,.‘it would be ‘umiisé to. raise the combined
. national ‘and:locsl’ ‘income - fax to the levels that wculd be

reached under such a. program. :

(b) .m ,r_it Yeer &gis’

) As noted above, the inhabitants tax is a percentage of the T
tax (or the taxable income, or the disposable taxable incoms) ,
-under the national income te.x for the preced:mg yeer, not-the . |

: current year. I . ) e

< An objection to this kind of base is that collectlon of C
-‘the’ inhabitents tax does not take place until the year after the -
income is earned. Gonaequently, the taxpayer may not havé the
money on hend to.pay the tex, or He may have moved into anothéy
municipality,  Moreover, he may pay the ts.x but feel aggrleved, '

if his: economic status ‘has worsdned.

) These defecte could be lergely overcome by collecting the :
) inhabitants tax on the income or national tax of the current
. year,  The te:cpeyer would pay tentative installments during the PN
.. year, just .as under the’ netlonal tax. : o

\:..:ij_g,
T

_ Also,. 11: might be possible to withhold the tax from B
employees, as. under the national tex :

Numerous technical problems arise under withholding of the
- inhabitants. tex: fer example, as regards those who work in one
mm.clpality and commute o’ work i‘rom another. .

However, we - believe tlnt the plan of collecting ‘on a
current basis. rather ‘than a past year's basis, including’ -
‘ w:.thholdmg, is sui'f:.ciently promising to deserve some experi- -

with the administrative- difficulties involved: We _therefore ;

. recommend that the Locel Tex ‘Law be amended to ‘permit any L
municipality to impose the inhabitents tax, on a current bdsis, e
and to require employers in such municipalities. to withhold the
tax. on weges and. salaries on their employees. ’
.a. . - e g - 3 - o

. -~
> A
e -

"nnmicipality moves.

- baeed on 1951 income..
" ask .cf ‘the -taxpéyer,-and he is ‘therefore excused from paying :
~the tax on his 1950 income, ‘he -gets a whole. yea.r'e tax: rehef.

2

) govermnent imposes 2 35" per cent ta.x on corporations. O

In the year of trans:.tion from the past—yeer basis to- the_
cment-yeer basis;: there will arise the question ‘of whether o
the taxpayer should pay ‘two years!. taxes in one year, or be

- forgiven one.year's tax. 'If in 1951, for example; & certein
he inhabitants tax to a’ “current-year baeie,
* the taxpayers will ' be paying, in 1951, -(a)’ the last year of te.x

under’the ‘old’ plan, based on’1950 taxable income {or nationa;
tax paid) and..(b) the first year of tex under thé. ‘pew plan,
If this is. considered to ‘be oo mach to

We do not propose any partim:lar formila for- deciding this -

" _issue, but merely note that: 11: is a technicel problem that
o must not be overlooked. . .

(c) Per. Cag_ita Tg}_g oL
The Local Tax Le;w corresponds with the suggestions in our

'repbrt last yesr that the maximdm rates of the per capital -

element of  the inhabitants. tax.be ‘set at.1,000° yen in cities '

" of popnlation 500,000 or. over; 750 yen in cities with population '
;50,000 Up to-500,000 and. 500 yen in-all other cities-and.in o

all .towns and villeges. ‘In additicn, the law epecifies stend— .
ard rdates of800, 600, and 400 yen respectively. . a

- Om' sta‘bement last yesr: was in the forn of a auggeation,
not a definite, recoxmnendation. Further observation: this. year .
has convinced us that the per capite’ ‘glement would play too-
great & role in the inhabitants. tax at those meximm Tateés,

_and e ‘therefore recammend that they be' reduced to the présent

standard rates. Although ‘the maximm rates may seem trivial to-

.mose individuals who are self-supporting, there seems still too
) much chance they would cauee real hardship in- some ceses.

(d) The National Tax _I}ividend gredi
/Under the netional personal income tax, ‘a8 dividend credit

~ of '35 per: cent is subtracted from the netional income tax as’ '_
computcd on the' taxpayer‘s -income 1nc1ud1ng dividends recei\{ed .

from corporations. ' This is’ a11owed becanse. the national *
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But mmicipalities levy no inhabitants tax on corporations
other than a small per capita tax. Consequently, the municipal
inhabitants tex, if computed under Option One, should be a
percentage of the national tax as computed before subtraction
gf thet25 per cent dividend credit. Correspondingly, the ~&tax. nts-

efinition of taxable income,.for the use of Option Two, should , . " addit 10' the tax as now Tevisd -would corrsct 4hs .

be income inclusive of dividends received. Option Three should * ) : " defedt in the inhtzzitaﬁgswti;egmgt 32%3_1;‘;?;2;@?2},2 th
be based on income, inclusive of dividends, minmus national tax ' ; be only ‘e Srary-and: that the hetional
as computed before subtracting the dividend credit. spriste time “so. tha

a
i
Y \

« The wording of the présent law may need to be changed, or .
elaborated, to make these points clear. ‘

.- e) Failure to Reach 35 Per Cent of Corporate Profits

-~ The present national personal income tax lsw, in agreement
with the recommendation in our report lest year, allows the
‘individual taxpayer to subtract from his national income tax,
as computed on his entire income, 25 per cent of the amount
of dividends included in that income if received from corpora-
tions subject to the 35 per cent income tax, Thus double taxa-
tion.of corporate income is avoided.

- - However, our recommendations on this point overlooked the
( fact that the local income tax (the inhabitants tax) fails to
I reach all of the corporate profits; the‘part that goes to the
national government as corporation tax of course never gets to .
R the individual and so.is never reached by the inhabitants tax.
Yet there is no reason why the corporate profit should not be
fully subject to the inhabitants tax, i# the hands of the
individual.,

The ideal solution to this problem would be to amend the
national income tax law and require the individual taxpayer to
add to the dividends that he had received the 35% tex which the
corporation had paid on that dividend income and to permit the
"shareholder to take 35% of that total emount as a credit against
his individuel income tex. The municipalities could then simply
use .the national tax figure in the determination of the inhabit-
ants tax under option A, B or C. But we stated last year that
until the accowiting had developed further and the new tax

) system had become stabilized we did not believe that the divi-
e dends paid credif should require the shareholder to gross up
the dividends;feceived by the 35% corporation tax. We therefore

o

have
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- ADMINISTRATION oF THE NATIONAL INCOME TAXES Do N : ‘ M I
' B energy, :.mag:na’c:.on and forcefu]nesa now exb;Lb:.ted. It also:
assumes that those off:.clals who, -as 8 .yesult oft continued . 5
contact with United States personnel, are familiar with present . .
. problems and ‘their possible remedies will be permitted to con= = .-
E tinue ‘in the:.r task of refoming J apanese tax administration. L

P '

Ao Overall AsEct

L 7:’:1." ﬁmenf Progress in Ta.x Adm:xmstratlon

; The las'b year has produced a eteady and e:lgn:z.f:l.cant improve- !
‘-ment in: the!procedure and personnel for the adninistration of. the:
- -nationel inceme taxes. - Energy, diligence and imagination ‘haye
. ,'.,been apnned by the offic:.als in charge of adm:l_nistration ‘and thedr
. ‘endeavors have met with considérable succeas, . The' developmen‘b oi‘
“. ' the ‘administrative. orga.nizat.:.on and procedures necessary to the™
" successful. operation of "the: income" taxes is’ proceed:l.ng over a, wn.de
" aréa. - Thn.s ‘simmltaneous. -adyancement of’! meny- programs’ ig.a diffi
» ~ cult task, and Ats” completion will require & considerable- period
: .. ‘of time. .But the basic. foundations appear to: be’ carefully and. "
u thoughtfu]ly ‘planned,.: ‘The work on. these. foundations ind:!.cate,s that
" the-erection of a so,und admln:.strative stricture iy a goel capable
. -of achievement if the 'same .skill and intens:.ty of ei‘fort As ma:m‘
- 'tained in the yvears ahead. o : '

iy Ve

20" Goopexratlon of the Japgnese Gitizgg R e

The. pr:Lme fec'bor :l.n the successful administration of the

self-asdessed individuel end corporation ‘income taxes is' “the.

- voluntary whole~hearted ' cooperation of the texpayere, Unless

" - there 1s a Basic will be comply on the part of the great bulk <
of the.citizens; administration of tho income tex will fail. ~ . -
Prerequisite to such a basic mllingnese to .cooperate ate an .
understand:mg by the public of the underljfng social aspects o PRI
of,.the tax and a high degree of confidence in the officials: who Lo
administer the tax. -Understanding of the tax can come thiough I
educhtion of the public respecting ‘the fiseal needs of the Gove:m— RV
ments the important role played by the. inceme tax, end essential
“aspects of its structure. Confidence.in the' tax offieials, is. o

| probably more difficult to achisve. It clearly requires.the ex-
istence of an income tax administ.ration whish, as respects, ERT I :
personnel and procedures, is worthy of that cornf:!.dence and trust. e

g

: ‘~ It :must be- kept :m mind that the present administretion in-
. herited many hemdiceps. ' One is the large ‘amount; of bittemeas ’
-+ .gnd ‘anti-tax feeling on - -the par‘b of. taxpajers. that have been . o
".carried over from the: Aifficult mflatlonary per:.od. Another ia
 the huge. del:m uency backlog. that, arose under the former rate\
- structure, ird ig 'an :mexperienoed tax personnel uh.l'ch, more=
4 over, has recently besn deprived of: 1ts previous props. of a\formal
.. goal aystem and. collection drives, .An appraisal of the current
. - prograss mst take sceount’of the" retarding effect of thege: handa.
. : caps.and of the potentlall‘bles of “the. present system for :unprove
" ‘ment when- these handioaps ‘are dminished., The present, period is !
one of transition from almost a ghtrong-aym’ method of collection’
. ~,.:lnterepersed With bargaining: over the tax amotmt to &% modern o
";‘system of income ataxation.‘ e . - Vs O

) 'I'he offic:.als in charge of the income ta.xes are ea:mestly
'-stra.ving to achieve efficient and equitable administration of
_these taxes. : They are also attempting to instill in ‘their sub- RS

» ordinates the necessery réspect for the rights of ‘the ‘taxpayer. -
" “Their efforts merit the cooperation of the citlzens. . The tax-' !
" payers should, Approach their responsibilities under the income:
- tax with the assumption that the administrators of that tax as
a group are worthy of their confidence,” They should be willing .
“to assume that the Government's aim is proper. ‘administration of ; .
the ‘tax ‘and’ should offer their cooperation in the achlievement of v
that ‘objectives. At the seme tims, they should be alert to weak- '
nesses in tax administration end be willing to call them to the - . -
Governmént's attention, But the basic approach of the citizen S
shou.'ld be one of confidence in the tax adm:mistratlon. A

An income tax always presente a formidable cha]lenge to the._
. adminlstrators. . Significant reliance on tha \:l.ncome bax necesgiw
. tates ‘sound administration, . Developments over. the last year offe
- considerable sncouragement in this respec’b.; They :mdicate that af”
- fisecal program which relies heavily. on income taxes is etill
- warranted in Japan as far as the possibn.lltles of. successi‘ul ‘ad-
S min:.stratz.on are concerned. . This view, ageumes that’ the top level
L of the tax adm:.n:x.strat:.on will possesa in the: years ahead the

v - IR e . 4.)_\?". \A_ '; R "‘.' :

T U S ,energ :

) o Mutual confidence e.nd respect 'between “the- tax ofﬁcia], and :

‘. the.taxpeyer is the key to the success of the ihcome tax dn’
Japen, .The steps teken so. far indicate that this mutuall\by of
conf:.dence and respect is possible of achievemento

1
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3. -Development of the Tax Administration Agency - .
; The Tex Administration Agency, es distinguished from the -
Reglonal Buresus and Local Tax Offices, is the directing.force -
- in the sdministration of the income taxes. It is important that
; ‘the Ageney firmly control and .coordinate all of the -aspects of
( %ax administration. Its directing authority must de clear and
(\ must be exercised. Of course, flexibildty .in Bureau and Tax
" Office operations is desirable and tax administration must not’
.. be hempered by an unreasonably rigid structure., But the com=— |
plexity of the task of tax administretion requires a clear recogni-
tion of the goverming authority of the central .organization and a
willingness on the part of such organization intelligently to
exercise that authority. R i : :

The’Agencyfshoﬁld continuously examine its procedures to see
that they are adapted to such necessary control and .supervision
. on its part. It should allocate to itself those operating functions
who effectiveness requires a centralization of the activity. It -
. should make sure that supervisory controls.are both available and .
: - exercised with respect to those functions which can best be. handled
v~ . on a decentrglized basis, It should at all %imes have the person~ '
' nel and ‘drive necessary to overall ‘leadership and guidance. B
S ha

‘ 6. Major Administrative Problems . . '
A ) - States igt > Py

o . Y . administrative procedures et every point. -There are, however, - .
-“'.’,\:\ - tax administration should exhibit many of the charamcteristics of s« certain areas to-be highllghted. Thus, the elimipatio_n“vofv the: %
f - tax administration in the United States., Given such similarity - delinquency backlog and. the creation for the future of improved

/- ‘the development of Japanese tax administration will be 'signifi-
) ‘{; .~ cantly aided by continued contact with its United States counter~
. ,’f i ".part, Such contact can best be achieved in the future through
‘ frequent trips to the United States on the part of .Japanese tax
detail in procedures and structuré will gain-in importance.
Observation of the detailed workings of well-established tax
" systems In other countries and discussions of whet are clesrly .
" common problems for the tex administrator regardless of his -
: . geographical location should contribute much to the improvement
4. of the Japanese system. Visits of American officiels at a later
i : date after the. system has been in operation for a sufficient,

cfficials, "As sdministration progresses in Japan, the probiems of" S

A -length of time, may, in turn, assist the Japanese in maintaining / , ; o _ _ :

R the necessary perspective, despite a daily preoccupation with 0 - “a. Simplification’ - . . . o K
Lo detail., - . ‘ _ : o . Voluntaryrcompliance by texpayers is still hampered by the - -
oo : : ‘ 3 ’ - 50" ..,/ complexity of tex return forms énd accompanying. instructions,:. . '

.. Under the circumstances it is inevitable that the 'J;panes,e. + e

. >\ Wl

. -responsibilities in the schievement of a successful tax systems =

© - stitutes, tax committees of the several Associations, tax publica-

I RV I
5. Participation by fréfessioﬁal Gro;gs; in Tax Metters - i
‘ ’Pr_'ofeééio‘ﬁal groups in Japan eppear to be avekening tovth_eﬁ'_'ifj‘_ S

' Lawyers seem to be taking a greater professional -interest in tex

‘matters, as Is evidenced by the conduct of tax institutes. There ,

is a newly-created Jepenese Institute. of Certified Public Accoun-~-

tants, which can do miuch to further participation in: tax matters by

. the cértified public dccountants. The upiversities are considering:

icourses in-the, legel aspects. of income tedation, The Japan Naticnal -
Tax Asdociation has been in operation for a year. - Voo

It is imperative that these préfessionsl groups steadily in-
. crease their interest in tex matters. .In this regard, . tax in-" -

-tions, and the like would all be valuable. The application of =
trained minds with different profassional backgrounds is bound to «. .
have a beneficial effect on the tax structure in Japen. The ‘exist- .
‘ence of professionel people sufficiently versed in tax matters to.:.. . .
cooperate ‘with the tax administrators in developing %ax procedires,

&8s well as to represent individual texpayers, is'a necessary-in~ .
gredient-of a successful tex system, -~ . e T

The overall administretive task is that of 'strength;ﬁihg .

collection results are a major:-concern. Another major problem ' :
‘is-improvement in the accuracy of.the reassessments, which n:~

" turn requires improvement in investigative activities. .Both.of * .

these. problems ere linked with the’task of reallocating person=~
nel and ‘other resources to achieve maximm productivity.' The = * - " =i
remainder of the.discussion deasls with the details Qf»the's_e and. o

other administrative problems.

B. Erocedtﬁ'és]‘foi' the Determination of thev’I'n.come‘zag(‘i' Té_.‘:_c;'
 Lisbility of the Texpayers . . . . . . . .

1. Taqcpayér R_é;blii‘ns'

though there have been improvements.in this area. Sich, cogple:ﬁ;w ‘
EE L L e R T
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' T Allowing a request for permission to file a lower amount should' . %
. be contimed. . Tt would seém proper for the tax offices in.the absen~ ;i
- ce of books and records to deny such a request unless the taxpayer can.’
- coneretely demongtrate that a material change . in his: situation had
 ecourred, Where ‘the téxpayer kéeps adequate books and- records, the"
"~ degree of change nesd not be so marked, It is inadvisable .to have

, 1is in.part forced by -the substantive provisions of the law, and ..

s+ o icertain of these provisions, such as the co~living family. rules,

: - .. require reexamination in this 1ight. -But continued attention g
~'should be paid to the details of.the: return forms and instructions:. '
.80 that all unnecessary diffioculties may be eliminateds <~ =~ - L/

RS

-

o } v o , " the conferees pjarj'ticipa‘te in the considerstion' of such. petitions,: as
g - be \Finel Retuwrn - . = -, . .. L el ; . they do not warrant such extensive review or the use of the tine ofy
A - 1) Time of Filing ' o s 7 ¢ these officlals, . . . - : o ’ PR

ol .., Personal returns ars now due one ménth'iafterfthe'f“qiése of o L
. the texable year. This period is adequate in meny cases to perw - v

IR AR L . 2)Collection of Delinquent Tex Under P ovisional Return.
S mit proper preparation of the return. Tt is ‘probably desirable . . - (5] R .+ As 18 pointed out under Collection, it is importent that ime .
. ~to £ix the filing date at two months after the:close .of -the tax- . "~ '

. mediate action be taken in the case of delinquencies in declared .
‘tax on'the provisional return, . Such enforcement of ‘the requirement:
. of one-third payment’ is ocessary if the objective of spreading tax:

/

_ablé period, - : S
: ¢, ¢ Provisional return - = . - LTy
[V © - '+ 1) Use of Last Yoarls Ircoms .| . . . Lo
o . The requirement that the taxpeyer in the provisional return o
’ declare at least last year's income (in the absence of permission .- - |
. to declare.lower) ‘is designed to spread ‘income tax payments through- i
b out the year, in contrast to the bunching that formerly occurred . . .
after the close of the year, Despite handicaps, such as .the ex=
~ isting delinquenicy of ‘the 1949-50 tax, it-appears to be achieving -

' ‘payment throughout_th‘e year is:to be realized. . .
: - 3) Separdticn of Filine Date and Paymen Date - 0
- .Consideration should be given to moving the filing date for the
- provisional return one month earlier; to May 31, .and keeping June .
" 30 as the payment date for the’ first one~third of the. declared tax.™
This would give the taxpayer a month in which to obtain the funds to
meet .Such payment. The presence of such a payment. target, date might

’

= .- .. a greater spread of tax payment then Pbreviocusly existed. 'In the - . = * induce’greater payment compliance than is obtained under the present.
oy -July’ 31, 1950 preliminary returns, the legal requirement respedting " - . system, 'in which & ldast minute caleulation of the tax due may find -
.4+ . ‘use of ldst jear's income received about 90% compliance; .gie., that .« . the taxpayer without funds to meet the payment simultanecusly requiréd;
sl perocentege of inoome required to be declared was so declared. . This . R ERTE R : S S G
/ .. was estimated by the Ministry of Finance to represent about 0% of . = N R : . 4) Relationship between Provisionsl Return and Final .
;< the proper tax liasbility, In part this percentege was obtained ag, o T rd : Return ~ i . T . N

H« ~&result of the Tax Offices! sending each texpayer individual _not;i.f
. ficetion of the amount to be declared, The percentage :is. being in-" . '
- creased through a follow-up in August and September by the Tax Of-" . o
. ) fices as respects thosge taxpayers who either filed too low or who
s 'did not file.’ Two factors; however, prevent a spread of: fax pay-" - .
£ ment commensurate with this percentage of 90%. -First, only.56% of = -
U the declared tox was actually paid at the time of ‘filing.‘ . This,
I.... . figure will also be increased as a result of Tax Office adtivity
L . in August and September. Second, the notifications of the amounts v ) T _ o Lo
o to be declared wers based: on 1949-50 reasseéssments and such reassess+ " | . . C - 5) Simplification of Provisionsl Return Foym ' ..
o ‘ments were too low compared to true income.  The Ministry of , . SR RCE -The present provisional return form is approximately the same ™
‘Flnance estimates the 90% declared represented only 80% of true . | : ). as the final return form: ‘It may be possible to simplify  the pro~
N ¢ - 1ncome, These fadtors are considered  elsewhere, Their correction, o
ot would: permit- the provisional return to achieve its purpose. It igy o

- visional return form for some taxpeyers. Thus, & simple return
SR " -therefore, desirable to contimue the requirement that last yeart's
. income furnish the minimm emount to Be declared. Indiridest

form could be devised for those taxpayers who desire merely to . e

. declare last year's income. The more complete return form would be: -
taxpayer notification by the Tax Office of. that figure ‘should.be - -’
continued. SR ' ) o T S

o 4 strong educational cempaign: 1 undoubtedly needed to impress s
. on the taxpeyer:that the use of last year's income on the provisionsl’
., return does not cerry over to the finel return.’ We should under~
- stand that the amount declared on the provisionel retirn is only ‘an
estimate, and that the use of last Year‘,svin_come is a.device to place:
a floor under such estimstes, - This campaign should ‘be integrated
- with the overall campaign urging the reporting of the true income on
the finel return. . - - R SR S

v

S ' available for those" taxpayers who iish to declare more or.less than '
o 1 last yearts ineome. - S e T
‘_5_. -5-
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" d. Blue.Return Fo ' :
) 15 Pactors Militating g;.gst Its Use
In the torporation f-leld, the blue return form has been chosen
by 47.2% of the taxpeyers. But its use by individuals so far-is
almost negllglble. LoLF qveralls 3.2% for farmers; 4.2% for business

{ ‘people. " In some areas the percentages:are higher, under the jmpact
of educational act:wlty by taxpayer grctups.. Lo

Some of the deterrents to the use of- ‘thé blus return form can

‘be eliminated. Thus, the felling among taxpayers that minor book— g
keeping errors will deprive them of the blue return privilege can

be shown to be unfounded in actual pract:.ce. The Tax Offices should

~ show reasonable leniency in this respect in the case of taxpayers -
" proceeding in good faith, The belief in many cases “that the blue

return bookkeeping requirements present an unneeded complexity

. .vwarrants reexamination of those requiremsnts. Thus, the permis-
* sion, apparently now ensting, for farmers and'emall.businessmen

to use a single-entry system.should be made clear both in law and

. ~ in practice., Also a clear and simple statement of " the requirements

under such a single entry system should be made availsble. It may

" also be possible to-tailor these requirements to the type of business

or farming activity involved. In-addition, it should be made clear
that the actual- posting in a-ledger of sales and purchases igvoices
is' not necessary if-those invoiges are ¢arefully filed, s ‘respects
minor expenses and petty cash amounts, an overall statement might

- be permitted in ‘place of detailed vouchers, The tendency of scme -
Tax Offices to discouragé the use of blue returns could be met by -
" alleviating the worries of these offices respecting such use.  Thus),

the fear that the blue return may he seized upon'as a weapon by
baxpayers. des:lrlng +6 understate their income could be cou.ntered by
an improvement of investigative techniques, -In add:_tlon, “bax off:.ces
could be made to understand that: not every blue return need be ine

. vestigated but that only some reh.u'ns, selected by sta.ndards as a
gu:Lde, need be checked.

Y

2) Incentives to Increased use of Blue Return Forms' -
It is desirable to strive for inereased use of the blue return.
Hence, in additicn t¢ the negative steps of eln.minatmg conditions
militating egainst filing the blue return forms, attention must be
paid to pogitive incentives, The influence- exerted by the present
standards offers a problem in-this regard, . It is “probable .that ‘the
present standards operate to produce;, on' the white. reburn forms,
office reassessments that are below the true income. While the *

y

standard rates of profit on gross income are high, the Tex Office 5

estimates

== -

QU

- 4 . . . B
estimates of gross incomé are.low, and the combination genera.lly )
produces a reasuessrent et income lower than the true income,

Hence, a taxpayer .Llling a white return form has a good chance of
, - being reassessed belcw the net income that would have resulted
from his: ‘filing accurately on & blue return form. While this .
. could be corrected by weighting the standards in favor, of the blue’™
" return form, i.€., by using standards in reassessing the vhite
return forms that are pitched above the _average, such a’ step 1s
at odds with-the effort asccurately to estimate net income, The
. ldtter effort requires that the standards be closer to average
. net income, This difficulty cannot. readliy be solved., AL best,,
the tax offices must be. diligeént in seeing that office reassess-
‘ments on white return.forms. epproximate as ¢losely as possible
true income so as not to prejudice those taxpayers f::_'L::.ng blue N
return forms. ' . .
Tt has been suggested that the use’ “of blue returns be en-
couraged by offering taxpayérs a monetary bénefit in the form
.of a tax discount, such as 5% or 10% of the. tax, or poss:Lblty
freedon from reassessments in any case where 90% of true incoms
"is returned. ' Such incentives would seem undesirable since they
undercut directly the goal of having tex liabillty computed by the
apphcat;on of ‘the legal tax rates to the true income. Incentives )
in the form of permitting only blue return texpayers. to obtain )
certain deductions Which are dependent for their effective ‘ad- )
ministration on correct bookkeeping would ‘eppear appropriate. e

-¢~.  Thus, present lay permits loss carryovers and bad debt reserves.

only to those who hle on blue return forms.
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The Japanese tax offlclals are engaged in amajor

1nfomat10n”medm 5 the bus:mess organizatlons, and the tax

[as: Gemeral- Procedure ‘ :
: ‘The use of poni‘erees is just counnenclng and
 returis were investigated. The ‘target” for 1950~51 hds beem-, . - ' . - ‘the procedures they. should. follow have not been definitely
~'placed as high as: :50% for. ‘business: returns, thouglma f:.gure IR B : ' formulated. It is. mperatlve that this'phase of tax ad~ . . -
closer. to 30% would: probably ‘he more” realistic, :While the - - .- PR minigtration be soundly developed;. ' The confereés are imtends :
_ ultimate goal is vital; it ds equally important. that the - .- R _ .~ ed, .apart from the top. supervisory: OfflClalS, to be the group
shift to greater reliance.on actual investigations does - - - .. | . - . possessing the best overall knowledge of the. tax laws, sound -
not proceed more rapidly than is- ‘warranted by the strength Co e . © - practical. Judgment, and the greatest. a'billty in the tact~ "  §, .
" ‘dnd experience of the 1nvest1gat1ve personnel, . The 'taxpayers - ful handling of texpayers. “They are the group to whom the
* must be brought t6-a- position”of confidénce in the in~ " . R N te taxpayer who is dissatisfied with his raassessment ‘and the’
.- vestigative system. Placing too great-a strain on the . .~ - ERRAT N ‘action on his protest must turn.as the final step in’the.
investigators-at this period is clearly undesirable. The B - administrative process, The. conferees must respond to the
percentage of caSes investigated should’ ‘depend on: the full . ' .challenge oftheir pasition by approaching these appeals’

ut:.llzatlon of an investigative’, personnel spending’ suff1c1ent with as-balanced and. ob;;ec't.lve an attitude as is possﬂ)le.\

_ time per case tO accompl:.sh a sa'hlsfactory result in each v C The procedures respecting’ théir funétion” must be such as to -’ R
case.~ S v , S R

e R VA KR Lo o . fac:n.l:n.tate prompt and fa:.r declslons. :

: xo"l effort to shift reassessment. procedure from one based on N professmns should lend theu- suppor'l‘. to th:.s task )
. T . office neassessment to ‘one:based on volunfzary compllance ; SR Sy
- (; reenforced by ‘actual investigations, The ‘success of the . .- ; s PR R 3 Conference Procedure S e AN
income tax in’ large part depends on the extent’to which ‘,-f DTy , gl Gemeral. Procsdure B

this shift succeeds. For "1949-505 i8%. of ’ohe self-assessed -

The selectmn of the cases’ 'bo be :mvestlgated should o : . It is. suggested that the fonomng procedure :
- Yo carefully determ::.ned. Preaumably a reductién. is warratite S I A "be considered: ° When a protest against reassessment is-
g = -ed in. the-amount of gross income (or: corporate capltal) above e e ‘. decided agalnst a’ taxpayez-, he should be g:wen the reagons =~ 5 '
- ~which all‘returns are, automatlca]_'l.y referred to investigs=- . . as fully as pOSSlb‘le. the reasons would be in writing in T
Ctors, Beyond ‘thisy it is desirable to- concen'brate on business . " the' case: of ‘blue return, orally-in the case of a vhite =~ -~ ' =V
1ncome y: Since apparently greater . accuracy ‘Has been obtained - ; ;—return. In each ¢ase the Tax’ ‘Office file would containa )
.~ in the officd reassessment of farm indome, 'Standards could _written statemeit. of -the reasons fér the action taken, The
v - . - be: uged to indicate the returns !l’lOSt in need. of. checking.,_ taxpayer des]_rlng to appeal to “the conferees would be - "'
© In additiony- withiin each income class and- ‘category of ‘tax- -required. to state in writing his reasois, the grounds on .
. payer, @ number of cases should be selected at tatrdom, . The - which he rélies and request a hearing, ‘which would be- -
~ percentages of each class in such a sample audit should be automatically granted, | After a-sufficient mmber of trained-
_* carefully. chosen for. the.purpose; and the. results ‘should - conferees are avallable , expérience should indicate whether .
be analyzed each year t° determne the soft SPOtS in tax=: ** only one conferce or a-team of two or three conferses would
payer compllance. . . : ;-normally hear the case. " The conferee ghould not do ‘any
. actual 1mrest1gat1ng ‘of 'bhe faets. hlmself, but should uti=-
lize the information contained in the taxpa:yer's office
file, the taxpayer's writben appeal and the oral statemants
,at the conference, Wheére vital information is lacking, he . . -
can ask the taxpayer or the Tax Office to supply 1'|:., as .. oo

l : ~ “

- . Thls planned 1ncrease in 1nvest1gat1va actlw.ty
. w111 require additional 1nvest1gators, as is discussed under
' the heading of PeFsomnel. Alsgo, it should be accompanied by
. -increased. requests to private organizations and profess:u.onal .
- groups interested in tax matters for assistance in educat=— - |
:mg taxpayers to: file more accurate returns. 411 the mass ;; PR 10 L : - :ts e
. -9 - “.. information - ' " ' ' o
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«. . .is appropriate.  Care should ‘r_;e' tak‘en,'-._ho_uelver, no
. prolﬁgrgunduly ‘the ‘consideration. by ‘thé conferse. He

_ must be satisfied with a reascnable smount of knowledge

' ard decide as best he can on that basis. I8 tl}é taxpayer: } B
. . heg' no books and records, the conferee ahqnld_-a_a:tisgv-. TR ,
"7, T himpelf as to the overall mpparent reasonableness of the . ..~ -

geographical uniformity. in the conference activities and
that the decisions are being, correctly determined., It
will also disclose matters in which clarifying Agency

- rulings or.instructions are neccssary, It is desirable

A 18- % - that such post~review should not disturb the result in the s
(7 reassessment, i.es. congidering the Jnown condition of the A Y4+, - particular case, but instead operate.to advise the con- :
- © . taxpayer's business, does the redssesséd income appear . - e feree that the Agency disagrees with his decision for stated
reasonable? - If o satisfied; he should Blace th“-b‘!rd?’? - R ‘ . reasons and that he should guide himself accordingly in -
: ‘on the taxpayer-to demonstrate a low ‘_figurg.' ~Where -, . SRR the f‘ui:.ure. Whether this concept of post~review can be
. ‘relisble books and re_Q'Qﬁiiv“.";i?I_’%s. S%hﬁgg:g:gm dbe . - o applied at once is uncertain., It may. be proper in the
.+ ‘yhere the case has been. investigated, the o LA -

initial years while conferee experience 1s being developed
Fcoreingl oSS to permit the Agency on post-review to reverse a materially
The ‘texpayer should be permitted to have a tax 17-““”99@"‘" v . erroneous decision by a conferce,- In addition to post-
. tive present-at the conference if be desires, ass;xgi?‘g, S G " reviewing conferee decisions, it may be desiratle to post—
that such representative is.qualified o practice be or:i A . reviey the cases in uhich reassessments based on investiga= = - -
" . the tax administration; participation by the "91?‘7?“".*‘*"‘. Ve R tions have been closed by agreement with the taxpayors.
.ghould not be discfetlonary with-the.conferee, . =~ =~ - . - - . - _Such post-review, which could be on a sample basis, would
Lol - Ll N ; R .indicate the extent to which investigators are properly

= . - gharper and ‘therefore handled.agcordingly by the conferee.:

Y coxi‘:Céxrfe‘eA-lsﬁbﬁlﬁ be able to settle a case, ~Many"

L g law, &re not -capable of preelse TR %l!ﬁcking returns and the correctness of Tax Office and o

; gt y ‘both of fact and law; -are .not -ca 8 O precis S F cau action in handling proteste. . | "

-’ . ::J;’diiiggi’aﬁd‘thereford fair aag”otjleﬁggt shapped by the . RN : Puresu n in g prote: | | \
-« strength of the conflicting contentions is necessary. Butk ..

It appears that at present the Agency must
report to the Account Audit Board the decision in every
settled case, and the documents in all corporate cases. In
. . addition, the Account Audit Board spot—checks the settle~ :
a8 ments to ascertain whether they are in accord with the sub- Ao v
’ Ny 1or L o hegwy - 2 stantive intome tax statutory provisions. These procedures
. ©. because the proper -amount of tax. may c?nsfﬁ,ﬁ?tgi? g?“j{he appear to be quite wasteful and to introduce an overlapp—
. ‘burden or be difficult of’ payment.  The. co ..e?»li:n b0 dor CoET - ing jurisdi¢tion in tax tases, Consequently, as soon as -
" tax'is.not hig funetion. "It ;is-MSj_?gsPQr_{eibl oy 80 48= , - an adequate post-review system is established in the Ageney, - -
‘termine as best as he:can the true incomg of the -‘tmcpaybgr_ o the Account Audit Board should have no jurisdiction to
and ‘then apply the existing rates. Whlle, 1;“ at:fieg aoﬁ"_'e"" review the administrative decision in any particular tax -
, #true income" 1§ often the result of a:settlemen ; ;r T case and the Agency should not be-required to report the
" flicting contentions, it should not be based-on a desire results of its decision to the Account Audit Board,.

SO ; +1CLNG -ent.Lons -4 ryne SN
. onferes should; not compromiss a casé. _Tb,at is, if he
?lscéﬁgisfieavfas' to the taxpayer's net’ Ancame,’ ms duty’is

: ‘%o apply the rates of tax regardless of the resulting tax

- ¢"  burden. It is not the function of a’conferee to-temper ..

5'“ " his decision beeause of sympathy for the taxpayer, or

lleviate the tax burden of a taxpsyer temporarily . »
g 2‘202@1 by financial difficulties,  The compromise of tax. - - ..
 1igbility because of financial imability to pay:the lefpl .

.bo—-Avpeal to_the.Courts ' o T
amount if a function of the collection Sffa_ff ¢ The conferee's decision, in form a rccommenda—
AT L tion to the Bureau or Agency head, as the case may be, is

in effect the final administrative action on the taxpayerts

case, The taxpayer's next step, if he still wants to contest o
the result, is a suit in the courts, The handling of such

a suit is discussed under the Judiclal Consideration of

© - U . It is desirable-that the ‘decisiomvothﬁbe goxl:—
- g should bé post-review by the Agency. e mumber .
s g?‘rzzses ‘will determine whether -this post-review can cover '
’ all cases or a repregentative selection. Such post-review.
" would permit the Ageney.to see that there is reasonable

ol L géog’raghicai. T . tex
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' C. Collection of the Tax

lapse of the” voluntary tax system.

- difficult,.

tax cases, It is a rei‘und suit because payment by the tae-
payer is a prerequisite to Iitigation, Moreover, payment .
is legally a prerequisite to protest to the tax office and -
appeal to the conferee, though in practice this requires

ment is probably not rigidly enforced. - For the time

being it is apparently desirable to enforce these re= A

quirements, - As the collection. machinery improves, it may

,be' possible progressively to dispense with the require=-

ment of payment, at first for the protest, later for the

.. appeal to. the conferee, and flnally perhaps for llta.ga-
tion in the courte.

A tax system, otherwise equltable s may be admim.s‘tered

in such a way that it becomes extremely unfair and highly

artitrary, This is particularly true of the Japanese tax
system if collection of the self-assessed *ifpome and corpora—
tion'taxes is not consistently maintained at high levels.

- Thus, declaration by taxpayers of their true incomes and

determination of their proper taxes do not alone tring

about an equitable and fair tax system; there must also
be payment of the tawes in full, A collection rate that
is very irregular and low will eventually cause the col-

,F‘urthermore, during periods-of _irregular‘rates of
collection, budgeting by the Govermment is extremely
Estimated collections of past delinquencles

invariably enter into the calculatlon of revenues and
therefore further complicate an already complex problem.
Also, pressure to meet the delinquency goal set-in the

. budget will often result in considerable individual hsrdship,

unwarranted cémpromises,- and further pyramiding by delin~
quent taxpayers of their tax liabilities, As the inw
dividual or total aggregate delinquency incroases it becomes
more difficult to’place collections on a current basis, .

‘This vicious spiral only continues to increase in intensity

and unless effectively checked eventually reach as such -
prop'o;:-tions that its destructive power cannot be arrested,

T 13 - Varioug'.

| A

Varlous Teasons are :r:.ven for the low rate of tax

- collection, among them always is the tlgh'b money market,- An’
“analysis of -this reason clearly demonstrates that it is.

invelid. Employees subject to -irithholding have paid their -

B taxes; yet the self-assessed tazpayer, who is often im a

comparable financial situation, has not voluntarily com-
plied and his taxes are now in arrsars, . Some have used

“that tax money to increase their standard of living; others.
have used it to incréase their inventories or to buy -

fixsed assets; and others have used it for still other
purposes of their oun choosmg. The .underlying reason for

the low.rate of collection seems ¢learly to. be the lack of

savings to pay taxes, Taxpayers subject to withholding are

‘ forced” to-save the required amount &b pay their taxes; some -°

other taxpayers save systematically -through individual or
association discipline. A1l these who Have so saved pay
their taxes, To a ‘certain extent the two payments under

' the provisional réturn represent a form of forced savings

to pay taxes. But’ sav:.ngs to pay taxss have not been’ adequate

.in the past to provide taxpayers with the required funds

to discharge their tax liabilities on their provisional-
returns or on their final tax return, Administrative ressons’
prevent, at this time,, the use of a more frequent form of
forced sav:mgs, say monthly prov151ona1 returns.

For these and other reasons the coi_l.lectlop of the
self-assessed income and corporation taxes in Japan must
be carefully watched. Every eéffort must be made to achieve

. & tax collection godl for each year approaching one hundred -

per cent,  The collection: problems in Japan riow have two

.aspects, First, the collectidn of the large’ existing

delinquency of 73 billion yen as of July 31, 1950, roguires °

" immediate amd drastic actlon. Second, the collection of

future taxes necess:.tates long-range planning so that bettar
procedures will be developed and additional ‘colloction

personnel will be tra:med to deal effectively mth the
 problem,

Tt 'appears that neither the e:d.st.ing delinq’uent taxes

nor future taxes can be collected unless the Tax Offices .
~maintain a collection force that will exert consistéent and .

N ‘ . N ) fregueht -
. == ”

\
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. practices that are required to ‘btring about-the maximum

- report their final reassessed income of the previous year

. . quate savings to pay: their taxés. As noted above, failure

frequent pressure upon the individual taxpayers. This
pressure can enly beé exérted-by frequent contact with' the .
taxpayérs so that savings will be periodically deposited -
throughout the taxable year:for the payment. of taxes, .

The Secgﬁd aspect of ~t;.he collection Problém is inore .
significant in the long run than in the short run, Here
we will be concerned with suggesting new procedures and

rate of collection of the self-assessed income and corpora— s
tion taxes. The intensive collection drive in 1950 should : ’
develop an able collection staff that could then be reas= o
signed to the various tax offices throughout Japan in such —
manner that their services would be used most effectively.

In this way the 503 officds would begin the calendar year, .
1951 with a well-trained and well-qualified collection. ‘ e
staff, . . . : o : e

. IndiviGual thxpayers find it extremely difficult to
save adequate funds to meet their final self-assessed

individual “income tax liability. Some improvement in cole )
lections has resulted from the requirement that taxpayers . -

as their estimated income in their provisional returns unless.

approval is obbtained from the Tax Office authorizing’ them s
to declare a lesser amount as their income, One third of - Jis

the estimated tax is due at the time of filing the provisional I
return, Most tampayers, howéver, have not set aside ade-'

of taxpayers to save, adequate funds to pay taxes is'one of
the major administrative problems that mugt be solved in.
some way, either by compulsory means or by some new volun-
tary procedures, = The larke delinquencies demonstrate con= -
clusively that many taxpayers desire to borrow from the
Govermment at a rate of 14.6 percent by not paying their . T
taxes rather than from a ‘bank at a rate of 10 to 15 percent RN
or in the. black markst at a rate of 10% per month. In fact, R
somg, of these taxpayers may have groat diffieulty in secur-

ing a private loan at any interest rate. - . C

o R o

Owr £irst attention should be d

self-gssesaed ‘individual income tax returns.

. ' -Collections underthe ‘xiv!jovi'sional, seiffaaaessed income .
" tax returns have tended to ‘concentrate toward the second and

third payments.  The collection rate on the first one-third

-of the tax due on June 30th (extended to July 31st in 1949 .

and ,1950) has not been satisfactory. The provisional re-
turn data dermonstrate that some taxpayers are not. £filing,
others are not reporting their true income, and others.who
may be reporting substantially'their true income are. not. pay-
ing promptly." Co Y Lo

It may be desirable to have the provisiomal rebarn:

“filed one month earlier; on May 3lst, while the firat onesthird

payment is made on Jyme 30th-as the law now Troquires, -Cone

‘Sideration’should be given to this earlier filing date if it

| appears that the one month's.notice of tax Jiability ‘will
..Ancrease the savings of taxpayers so that they will be gble

‘to make the first payment in full of their tax 1iabilities
under their provisional returns. y T .

© Every effort should be fmde to adquaint the Japanese

-people-with the filing requirements wunder the law.- The needed "

Angrovement in the collection rate should be obtained: by .
increased voluntary compliance, -if possible. The low rate - .
should mot be allowed to continue for the first payment; —

» collections should be spread rather evenly over the three paye.

ment periods, If the result cannot be secired by improvement

o dn voluntary compliance then compulsory meagures may have to-

be-resorted to by the tax administrative agenc¢ies, Atach-

. ments or seizures ave now being effected under: ordinances but.

‘they should be permitted by law.on the properties of those .
faxpayers who fail to_ pay one~third. of ‘their tax at each of .

" the thres payment dates of Lhe provisiomal return. Public sale

of the seized property does not seem warranted until after .
the due date of the final return. - Generally, however, attadhe
ments should be resorted to only yhere voluntary methods have
failed, Too frequent attachments by tax administraters. tend
to remove the public stigme that should-be associated with -
these proceedings.. -The attachment process should represent
both a legal and meral- sanction to tring about taxpayer com~

‘\p&:‘mncg. o -

heqted at the pm'ovis:lonal

F
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. their ‘ta¥es in full, But where large numbers of texpayers

. to be used, otherwise:the administration of the tax eystem
- would -become inequitabls as among taxpayers.”

_Z.Atcn'b"i 8

When the adm:inistmtion ‘of the seli‘-assessed income
tax is stabilized, attachments or seizures are not generally .
necessary, Taxpayers voluntarily file théir returns and pay

fall to file volmmtarily, then these drastic procedures have
The attachment .

and public sale procedure represents an effective sanction in
bringing about voluntary compliance by all taxpayere, During

. the period of low compliance, resort to attachment has to be -

too frequent for any stigma to be associated with its use

.against delinquent taxpayers. During such times taxpayers

freely allow their property te be attached because so many
others are also having their property attached, For attach~
ment to be a real samction, its .effectiveness must be based

on both its legal and moral effect. Through attachment and
public sale, collection can ls be made, - But today, ate
tachment has almost no moral effect because it no longer brings
public condemmation, - Ite frequent and injudieious use has been
la:rgely respongible for this result. The properties of a tax-
payer subject to attachment should be reviewed by the Minlstry-
of Financg to determine if the items are thowe that should be
subjected to such legal processy or whether additional items
should be added to the exempt list, The attechment prosess
should be’ Judiciously used, Such judicious use will assist in
improving voluntary compliance and will likewise make 1% less
necessary to resort. to attachment. Ag rosort te attachment

"- decreases and the tax system becomes stabilized, the attachment

process will once again beceame an effective moral sanction

_4in the administration of the self-assessed incame tax,

B-W

It has already bsen mdieated that every effort must
be used to increase voluntary taxpayer compliance in the payment
of the self-asgsessed income tax and the corporation income tax,

" The appropriate effective technique to increase compliance my

vary from region to region or even within a region. - One
method that would _appear fruitful in increasing voluntary tax—
payer compliance is the awarding of posters to individual
taxpayers who have paid in full their self-assessed -income
ta.xes, or to corporations that have paid their income taxes

. in full,- The gysten shou]d be so designed that the poster

-17 - |l

B B . for approximately the .same* pr:.ceks;v It weuld ‘not seem'that; tax.

Cwill: be displayed at the taxpayer' shop or place of business.
The effectiveness of tax posters: will depend largely on: the -
_reaction of the publ::.c.v ‘Thus, - posters will be effective in.

" areas where the delingusnt taxpayers- will Jbe”condemned and - will
be dt a competit;we disa.dvnn‘bage to taxpayers who dep]ay the-
_poster, assuning thatthey have the same Merchandise and sell

posters. would bhe effact:we AL 1m-:‘tltu'bed :medzately An: very
_low eompliance areas...But as these low compliance areas:-. .
improve, the use of pos‘bers ran-be introduced and should ass:l.st
matorially in the collection -of ‘taxes,  Tex, posters would then

. be introduced in‘waricus areas- at such- times. aa the posters =~ .
would: prova effect:.ve a.nd eventm]ly throughout the whole o
of Japm. P "

4 Installment Pamgbs for Reageeasad @g ts

L Individual and corperate taxpayers that are reassessed
usually £ind it extremsly. difficult to make “immediate payment.
- of the entire reassesséd ambunt because "of the pyramiding of

o ' current and reassessed- 'l'.a.xea.- Taxpayers often do not have -

' adequate: funde te discharge such large tax 1iabilities in fu:u.
A].'!.owing ‘payment,. of the reassesged amounts in insta.'l.lments
therefere deserves eareful cons*derat:.on. '~,‘ )

Mmmwmm&;&aﬂmss B -

e S _1 Present .gig_us

The valume ef :lncome and corpomtlon fax csses, c:s.vil :

and era.mina.l, ‘pehding in the courts,is very: Jow, " Ag.of September’ L

15, 1950, there were, &8 respects G:Lv:ll caged, 76 cages pend-
. ing in the District Ceurts, and 5 in the High Courts..As = -
) reapects criminal ‘cages-ag. -of" August 15, 1950. ‘there were 132
" in the Distriet Courts, 59.in the High Ceurts and 34 in-the
~ Supreme Court, Income tax utlgation is in'its infancy at- the .
presen'h time, This situation thus affords the courts an eXcel-
- lent opporbun.; Yy to deal effectively:with euxisfnlg eases and
Ut plan caves £ully the precedv;ree necessary “to the dn.spos;:bion
of & larger volume of cages in the futwre., Tt must be ‘recogniz-
ed that tho courts have a vital'role in’ “the . ihtome tax’ p:.ctm. :
: Thoy -constitute the impar! +inl. arbiters- between ‘the ‘eitizen . L
' taxpayers and the bureaucracy .charged with tax’ admmstratmn. ,
‘They must. deal evenly with excesgive deminds by the officials
a.nd with underpayment and eva.aion by “the’ taxpayers. The -

= 18 - gifgctizene#s
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sffectiveness with whioh they discharge thelr Punctions largely

determine the extent to which the tax system 1s kept in balance,

In this regard the avallable evidence. indicates an awarsness

_ on the part of the Japaness judiclary of tHe responaitdlities
- thus’ placéd upon it. R R .

BN
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. Tb must e remembered that, with the few constitubion—
al questions.te one gide, the legal issues (as distinguished
from the fdctual. issues) 4n tex cases are ispues of -statutory

interpretation. The cowrts are Tequired to determine the means

. ing of legislative provisions, Such problems are difficult,
- 'for by bypothesis tje. legislative language is umclear and - -

ambiguous on some point of statutery interpretation. Onpce the
interpretation is decided by the eourt the legislature can

" then readily consider the effect -of the decision, It can .

RE-0024

conelude that the meaning thus given to tiie language achisves

. & desirable result and therefore allow the legislation to

stard as interpreted. = Or it ean decide that.the interpretas

and therefore proceed “to ‘change the statute, The important

tion given to the legislation brings about an undesirahle result

~-polnt.is that the judicial decision provides a bmeis fer .
-going ahead with tax administration e taxpayers, tax officiala,

procurators, and lower.cowrt judges are. told what the statutory -

langwge provides and can act accordingly, subject to’any
- change by the Diet. Any wndue delay in the Judieial de~

cision in such cases simply makes it impossibile for these
groups to move forvard with any i.’eél_ing of certainty. -

3. Iigicd alization dn Tpx Gase

t

diffioult then the average legal question. The intricacies

~ef tax legislation are largely responsible for this Tegult,

In ddditien, since the issues invelvea 4re. common to a great

- many taxpayers situated in all parts of_the -country,. it is-
-e3sentdal that there. he upiformity of decision as quickly as - .
possible’ so as to awoid geographical diversity in the applica-. .

tion of the tax laws. These factorsy coupled with the need
for a prompt disposition of tax cages; indicate the necessity

of speeial judicial procedures in-tax cases, 'If a large volume,
of civil tax cases existed, the best solution would be = Civil.
Tax Court 'y ereated as a part of the judicial branch of the -
Governtient, which would have nationwide original jurisdiction. .
in civil tax cases, Such & court, it appears, could constitue
tionally be created, It would provide specializaticn and & large

-19 = degrec

’o-
.

Tax litigation gonerally presents issues thst are mwre .

~ . V.

‘degree of uniformity of decision. Appeals could lie to a panel
1of the Tokyo High Cowrty to assuré geographical wiformityy

with appeal by certiorari to the Supreme Gowrt. L
. .The volume.of eivil tax cases i of course ot such

a8 to'warrant creation of a.Civil Tax Court at this time. .

‘But it is extremely likely that the volume of -¢ivil tax litiga=

tion will increage and, also, that in the future -the numbsr

- of eivil tax cases will ‘far excesd he.criminal tax casedy’
-Tmproved administration will tend. te replace issues'of fact =
- . .with lssues of law. "An increase in the mumber of lawyers and
: . accountants participating.in taxpayer representation will'also
-oreate questions of statutory interpretation and similar issues, .
4 mture tax system is likely. to produce more: 1itigation than - o
.& primitive Bystem. For:these reasons: the possible fubure need. R

- for a Civil Tax Cowrt should be kept in mind, = .

~ The presentatate of'civ:.land crlmma i inal tax iitiga._tion_

tax cases, This is apparently folt by the judiciary itself,.
since there-exist in soms District Courts and High Courts ,
panela specially designated to hear all of the tax-casess It

- 18 believed desirable to extend such specialized panel -gystem

' does call for judicial specialization in the -consideration of - -

to other areas just as soon as tax cases develop in thoss aTeas,.

Such’ panels Would not be limited to hearing only tax cases,.
gince that would be & waste of personnel, Rgther, all <tax
cages ‘would be assigned to these -panels and, If the volume of
tox cases permitted (as is presumably the case at present),

© the panel could hear -non-tex cases as well. But. priority would

be given to the tax cases by these panels. There may of Geurse

its non~constitutional tax. cases "should be assigned to one of

its petty benches rather than distributed throughout all of the . .
benches. - o ea T e

" Every offort_ehould be mde ‘Yo insure the efficient

handl.*.ng of ‘tax cases. Thus, the system of continuous’ trials

‘Beems to have worked successfully where it has been applied,

and should be used.in.all tax éages.. Procurators.should be

. eareful in assembling and arranging the evidence presented in

tax cases; in view of the many factual issuss that may: be

-

_ present. * Care should be ‘taken in the séléction of eriminal - -

-2

' ..cases ., -

¢

~ be different panels for civil tax cases and criminal tax cases.
.-The Suprems Court may also want to -consider whether all of -
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- ,cases ‘80, that 'bhe most aer:uoms cases -ave p:reaénted for indiet-
- ment.: Procurators and. jiudges should be kept advised of changes
in tex administreiicr;. so that they mey have an overall under~ .
- standing of the entire administrative process in the tex -
© - fleld and thus obtain thé necessery perspective, The budget =
fﬂ . for the- judieisary hould be: analyzed to see that it is suPfi=- .
=72 clent to support the proper handling of tax and other casaf, &
And for other obvlous reapons a8 welly it 18" important thet
- all neasures needed*for the mainterance of an effxcient and
reapected Judiczary ahould .be pu.rsmd. '

i

- ministratlon Agency.

" and the staff’ were ‘therefore not available.

. ’ \A ’ ° . - ‘ o N k
E. Per'sonnel and Office Ogerat,i'on

One of the most’ serious problems in the adm:lnistratlon of’

: the self-assessed: income and corporatiomtaxes centers. arcund
personnel,’ -The accelerated’ rate at which personhel has been in-
creased-since 1946 has brought in many new tax cfficials who

- are: both. young and’ ill prepared. To a certain degree :Ln-service

;. training the somewhdt. overcome their lack of preparation. . But

the goal system which was mai‘.nta:.ned officially in Japan wntil -
. the fiscal.year 1949480 gave them a distorted picture of theirK *
new duties and responsibllities. That system also created -a

. ‘hostile tax-paying public which in turn:lowered the morale .of.
* the new recruita, : P
-system was :.ntroduced into Japan, requiring well qualified person-

At ‘the same time, however, .a . new, ‘modern “tax

nel to. imtzate the program and to set successfully its course
of adm:mlstration. Despite these handicaps’ great progress has
been made in initiating'the.new tax system by the few able and
experienced tax. admlnistrators and the new personnel._ :

’ i; Adeguaex of Personnel :

To determine’ accurat,ely whether existing personnel
is adequate would reguire a skudy of t.he present” use of personnel
at the numerous tax offices, reglonal ‘bureais and the Tax Ad-

effort of an efficiency group for! séveral months, - Adquate. time -
The study made
‘within the time. permitted did clearlrdemonstrate “that existing
--personnel ‘a§ now utilized is not adequate. It is, therefore,
mperative that the ex:.stmg personnel remain at its ‘present.

level even if the overall budget- requires a general reduction in

. government personnel. .T6' economize now by reducing’ the- personnel

: concerned with the’ admimstration of the self-assessed Income a.nd
o corporation taxes would. be aextremely ‘harmfuls- .

First,.it. would -
certainly represent .false economr ‘because a decrease in the staff.
of the Tax Offices would resylt in a reduction of tax .collections
exceeding many: times the cost of the’ discharged ‘personnel ; secpnd,

- voluntary compliance would u.ndoubtedly be- adversely affected if
the number of ‘tax. administrators wére ‘reduced. - N B

-2 - Certain

. Adequacy of pex'sonnel, the effectlve um.lizat;:.on ‘of personnel,

* -~the ‘mass transferrmg of ‘the: ‘key. personnel of all tax administra-
- tive agencles and ‘the seniority: system of promotions” are probably
,the more ser:.ous problems that deaerve immedlate a.ttentlon. )

Siich a- study would require the concentrated‘t g

‘-
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;o
) Certa:.n functions appear to ‘be 'in critical need of. additional
_personnel.

‘be obtained by transfernng existing tax personnel and’ utilizmg

It is believed that a;great part of the personnel can V

Co Superv:l.sors S S '

: Of the 60~ supervisors authorized for t.he Agency,
53 have been.appointed and are now functioning.. They serve an-
important function in checking the efficiency of the various

. . Tax Offices and'Regional Bureaus,. Such. work requires an. i
~ #. - thém more effectively. = In_some mstances, the transferred person— p E4K mvestigation of many detailed matters, much of which could be A
(" _nel canbe immediately put to work; in other tase, they will - S done by less experienced and junior men under the direct super=
** . have.to. have some :m-service trammg before they can be effective— vision of one of the present_supervisors. The sénior ‘supervisors
a - '13’ used : : could then devote their time and attertion to more important |
: S T e e matter, much of which is not now, examined because of limitations .
8. QMM AR 7 - . of time., It,. therefore, appears desirable to increase the number -
‘ ' ’ ’ ‘ t of supervisors by 60 junior supervisors who will work under the
. The most cl;lbical shortage appears to be in the direct supervision of the 60 senior supemsors.'
Collection Division of the various tax: adminlst.rative agencies, .
.. It appears that additional ‘personnel ‘are required ‘to place the T ,d. Invest,lgatlon Section o
) Collection Yivision in'a position where ‘it ‘can keep collections : o
, "* reasonably current, This ‘additional’ personnel, as indicated in » ’ There are’ now approxmately 1, OOO agents 1n the
another portion of this report.déaling with the existing delin- C investigation section. ‘They are now authorized to check all in-
* quency of ¥ 73 billion, would be ‘largely used in the first . ‘diudual self-issessed income tak returns disclosing a. gross
instance in intensive drives to:clear up'the -delinquencies in income of three million yen or more or where the capital: of the
those large-industrial" centers where the rate of.-collection and - corporation is three.million yen or more. This Jurisdictlon .
. voluntary compliance are both very low, : After the tax drives . - B includes about 12,000 individual se]_f_assessed income ‘tax Te-
‘were completed, some of ’ohe ‘additional collection persgnnel turns and 15,000 corporation. income. tax returnss The present
‘dhould then be“transferred to other Tax Offices. "° that their. plan is to increase the jurisdiction. of the investigation section-
" services would be most effectively used., . so that the one million yen for individuals be decreased to 700
. . "thousand yen and: the -three million yen in both' ‘instances for o
{ s ‘b, C°“fer9n°e Gm“P ’ 53 corpora.tions be decreased to two million yén. This will-then- &

T . The conference group system has just begun to i‘unc— :
tion.s  Two hundred experienced men were selected from the tax
administrative agencies and 400 :Lnexperienced persons were selected
based upon competitive examinations, from the outside. One.ex- -
perienced and ‘two inexperienced 'men preside at each tonference,
. In that manneér the-inéxperienced men are receiving their in- service
" training. The work of the .conference group should’ steadily
_increase; if so, the present personnel even when used most ‘ef-
fectively does not ‘appear adequate. -It is, therefore, recommended
. tHat some additional personnel. be Selected for the conference.
o systam and assigned there for in-service training. - Experienced
and well trained conference. personnel ‘will then be. ready for the: .
heavy and mportant administrative burden that eventua.lly will
be mposed _upon the conference group.‘ ;

" each taxable year.

- improvement in voluntary compliance..
- additional investigators would be required by the 1nvestigation

place 140’3000 individual taxpayers and 45,000 corporations under
the 3urisdiction of the mvestlga.tion section. The: returns of
these individual and corporate taxpayers should. have closer

scrut:.ny -and more.frequent. examinations than the income tax .

returns of less. substantial ‘taxpayers. Furthermore, the time for -
filing the final individual ‘self-assessed income tax returns
should be extended from January 31st to February 28th and the .
investigatiom section -should have at, least' one year within- which
to conduct their intensive examination of the tax returns for .
A1l these activities will require additional’
perscnnel, The funds “spent for enforcement, however, should be
amply rewarded by a lairge increase in revenue collectione -and an
It would seem that 500 -

section for its projected intensive examination of the income tax

. returns of the 40,000 individual income' taxpayers and the 45,000

P SR L ' g ,corporate taxpayerss A staff of 1,500 investigators would
,_/'f', . : . .

.'_%_
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probably ‘be able t.o examine anmxally about 50 r cent of both the
individual and eorporate rétusns in this groupy this: percentage

. ¢ Broup if the self~assessed income and corpcraticn taxes are to
S be reasenahily admimstered. ’ L RS

Personnel fcr Proceesin nformation Eetume -

With:m the past year many new infnrm.ation returns
have been required and-are: how" being filed. New information .
retirns are recommended im this report. These information’ re-
turns must ' be processed in order to serve the. .funetions for- . .
which they were. designed Through the. effective use of these:
returns, taxpayers failing to file returns. or underreporting
their.incomes would never feel secure from reassessment-or from ‘
criminal prosecutions Adequate personnel ‘should "be" assigned I
-and adequate office or warehouse space should be xnade :lmmedlately
. available for this mportant purpose. ’

LT =Personnel for Notices or. Rulings
‘I’axpayers are :l.n constant. need of advice in connec—
tion ‘with the interpretation of tax laws and their app]_lcatlon
to- varioue factual situations. The: Agency now issues notices
~or rulings which are serving -a. useful _purpose in improving com-
1\‘ . pliance” and’ t,expayer morale, But.the personnel now engaged in
vt this interpretatlve and ruling work is not adequate. " ‘Praovigion.
. should be :lmmedlately ‘made ‘for the necessary personnel 56 that '
taxpayers will be able to get- prompt. responses to their requests.

,'~2.' Temggmgx Personnel and Overt:une Wor =

. It has, alreadr been indicated that the effective use of
- nsting personhel would: probably demonstrat.e that there was -~
. not an excess of' peraonnel in the tax" admi.nistrative agencies and
that it would be "sen wise and yen fnolish" to make any reductions
at. this t:une.. During ‘this period of reassigmnent the existing
-personnel will be required to work-oveértime, Also, during cer- -
taJ.n t:l.mes, such a3’ the periods inunediately preceding and following

- 35 - - ., the

RE’-0024

" -should represent the bare minimum of -investigated returns:in thia :

the t‘illng crf returns, some- temporary personnel m.ll have tobe .- )

o added if the work of the agencies is to be performed effectively

*taxpnere ‘through increased exemptions and allowances for dependevvts
_ for the calendar year 1950 has decreased somewhat ‘the wcr}'load S

. immediately the resulting' surplus _personnel to those of‘ 1oes- whex'e )

" and ‘practices. of: the: tax adihinistrative ‘agericies: to, .determine
.~ in what manner ‘they can be’ sn.mplified and improved. That Dem: B
-~ 1iberation-Committee might aid in maklng‘ these contmuous etudies
in the _use of tax personnel. 7 : N o

and’ punctuallyg ‘The - budget should provide an- adequate ‘amount, -
for ‘these two purposes; ot'herw:.se, the Tax Offices will find- :l.t e

’ "dlfficult ‘to:keep: current in their many activitiee includ_'cng
:,-‘.,f.collections. I

3. Effective Use of Personnel

The reduction in the number of s§1f-assessed mcome &

in ‘the Tax Offices, This decrease has varied, howcver,. from Tax-.
Office to Tax Office. ' Every effort .should be made ito iransfer -

the personnel shortage is most criticals  Generally, this will
involve assigning-personnel. from rural. areas; where vol: antary.
‘compliance is ‘rather high, to industria.l areas where it is’ very
dow,~ If this® surplns personnel i3 effectively used as- indica.ted
€lsewhere it. should’ bring about. a higher rate of colleciion in

“the arge. industrial areas where the. intensive tax colleciion

dr;wes ‘are recommendeds * After the tax admm.strators ‘have had

‘sufficient time to reassigu personnel 8o that-it is uced. most

effectivaly, a management- committee should be. appomted by

- the-Minister of Finance.’ Th:.a Committee should make cort.muous

studies in ‘the use of personne‘.l. in ‘the tax administrative’ agencies
with a view toward their being: used more- effect:.vely. ‘The .com=.

‘position’ ‘of that. Commttee is importa.nt"it should include rew .+~
o presentativee of theelxinistry of Financey representatlves of - -

Industry, .and- possibly’ prcfessors of universities who" are ex-~

‘perts in personnel- management.. AS ‘indfcatéd elsivhére tha Tex

neliberation Committee is now studying the office: procedires -

‘a. Mass Transfers_ S " - "

The practlce of the Ministry of Finance is to make :_ -

' '-26 - .'i "f. ) EI pgr:.od:lc

- p]
s R K 4HE
Diplomatic Archives of the Ministry of Foreign Affairs of Japan
EXLOXEE TR R—~
Japan Center for Asian Historical Records
National Archives of Japan



ZEN

. ive

‘ governed largely by seniority.

periodic mass transfers of administrative personnel,
of these mass transfers on the efficiency and morale of the variovs
¢ifices is certainly adverse for a period of one to three months.
Gznerally, the reasons given for such mass transfers ave that

thiey are made to prevent graft or collusion and tc provide pro-
motions -for the tax administrators. _Promotions could be made in-
many instances within the same offices rather than to_positions

in other offices,
Graft

or collusion must be prohibited. Mass transfers may have re-

duced the amount of graft, but certainly they have not eliminated
Also, it would seem that graft and. collusion by tax administra-
tors could be effectively checked even though their tenure were -
longey than one year. A policy involving the pericdic znd selec-

_ tive transfer of key personnel would be as effective in preventing

graft as mass transfers. This would enable the various offices

to have continuity of key persomnel. Also, it would bring about
greater efflc:Lency in the offices and improve morale throughout
the year. It is recommended that the system of t.ransferrmg key .
tax administrators on a mass basis be abandoned and that the future
transfer policy be based on periodic and selective transfers of
key personnel,

5, Promotions Based on Ment agd Senior:.tz Rather than
Seniority Alone .

The promoti‘on of tax administrators appears now to be
This' factor should be taken into .
account in determining the promotional policy, but the factor of */
merit should in most instances be given greater weight. Seniority.
alone as the governing factor in all promotions will inevitably
lead to a sterlle administrative organization and with a very

low morale,
ling, Vigorous, imaginative, and ingenious tax admlmstrators
are required for the many complex problems that arise in the
administration of a modern tax system. - These administrators
cannot be selected on the bases of seniority alone. For that
reason it would appear desirable for the Ministry of Finance to

‘revise its policy so that merit is the magor ‘factor in the pro-
- motion of tax adndmstrators.

6. Morale K
The pasty year has seen a great improvement in the

‘overall
-27 - '

The effect . -

Key personnel.would then be mere continuous - %
in the various offices without sacrificing promotions.

The "dead hand of bureaucracy” would then be cbntroi—,

Lo

. “inspectors, investigators and personnel. imrestigators.

- to keep their morale at a high level because the new functions 8
- which they are performing are vital te the modern tax . -system, .

- role whieh the newly appointed tax admimstrators p:béy w0uld do :

1y with the problems before: them,:

ove”aj.l morale of the tax admln:.strative agenciess - Every off:.ce
that we visited demonstrated clearly the vast change, - Within ‘the
past eighteen months, howe\rer, new pesitions have been created’

«in the tax service and. personnel assigned to those pasltions.

‘These include, among others, the conference groups, ' supervisors, -

The morale"
ramong these riewer groups should be watched and’ every effort made

word ‘or two from top officials demonstrating clearly the important

8. ‘great deal to improve their morale. :

; 7. Eliminat:.on og Corrugtion A

; Although not alaming in number, . acts of corruption
among tax officials and tax employees are cause. fox' sérious oon- L
sideration,  Unless: prompt)' efficient and stern medsures-are . . i
taken now in dealing with all acts of corruption, it may easily
get out of ha.nd, and beconie a major problem, =’

o At present there are two compa.ratively small organizations T
dealing with the misconduct of tax emplayees, One is the Tax C
.Administration Agency Personnel Investigators and the other is
~the Tax Admnistration\Burea‘u Personnel Investigators. In the-
_.past there has been a tendency on the part of the Agency and’ the ’
Bureaus to deal rather lightly with employees found guilty of
corruption,. ere~have been instances of some employges that .
were guilty of bribery or embezzlements who. have merely been ré-
primsnded or transferred. Usually all criminal acts of bribery-
and embezzlement should result not onlgin prompt dismissals from
the Go‘(ernment. Sex'vice, but-where warranted, in criminal prosecu—
tion. :

The Agency Personnel - Investigators have introduced some pro-
cudures whioh have considerably improved the’ disposition of eor-
ruption cases. It is Still necessary, howaver, to strengthien and -~ . .
reconstitute the organizations s¢ that they may deal more _effective-

Although the Agency and Bureau ~
‘Personnel ‘Investigators are now operating wnder a plan of coopera—
tion, it 15 generally recognized that the present/ arrangement is"
not sat:.si‘actory. ‘If these two organiza.tions were combined into one
unit in'the Tax Administrative Agency, it appears that the work of :
the peraorme}. investigators would show great improvement. It is, -
therefore, recommended that these two orgam.zatlona be. sc combinad
into one unit under the Agency. .

28 -
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-used to the meximum. -

.. 8. Offiee Procedures

a.  Physieal Fgcilltf;eg. Lo

We visited numerous. Tex Offices thrbuehbut; Japan and SR

we found the office layouts to be considerably improved over last

The- renovated and well kept buildings were in marked comtrast to I
the antiquated and 111 kept buildings of last year. Also, the -
soace in the buildings housing the tax offices appeared to be !

_ It was clearly evident, however, in our visits, that the Tax
Offices were in urgent nee? of more space,. To. illustrate, we
found 1n'every case that 'the reception room for texpayers at the

" entrance of each Tax Office was always crowded vith ‘taxpayers.

" In many cases taxpayers had to stand for two or three hours ,wait-‘-

- ing for their séhedu&ed hearing on their inceme tex reassessments. .
© Several individual hearings were being conducted in & manner

- that caused a minimum of interference with the other con'fax"enceég'f o
.but: the details .of the returns of var:l.o\\xstaxpfeyers .were made to X

a certain extent available to many other taxvayers, . Tax return

© data ‘'should be treated as confidential matter by the' government.

This cannot be accomplished where hearings are so conducted,

R

. Also, ar’.equate.'spacg for investigators-and inspectors did rot exi‘é,tv.' )

" For these reasons, it appears essential that the existing:
building facilities of the Tax Offices be expanded,
be done so that an-adequate reception room is provided in the

- entrance .to each Tax Office; an adequate rumber of rooms are pro-

vided in each Tax Office for hearings-on Tax Dffice reassessmesnts

‘and for hearings of the conference groups; and an adequate number:

of rooms are provided for the inspectors and - investigators, Over

"8ll, these changes in physical facilities may seem rather minoey,

but such factors are extremely important in developing good will

_ among taxpayers. .

b, Office Equi e ‘t.ah _Tran ortetion Facilities
" AMdequate office equirment, such as filing cabineta,

carbon paper, binders, is still urpently needed in every regional

bureau and Tax Office. Some propress was noted over the equip-.

_ment of last year, but funds must be obtainedi-for sufficient of-

.( ’ -'29-‘

P . +A marked improvement . wag ciéarly’eviderit in tﬁv‘e ofﬁ:ée;‘pro-- s
Padiede;bothiin the Regional Bureaus and the Tax Offices. S

v

year. - The offices also anpeared to be well lighted and kept clean.. -

This should ~ +

'fice equipment; otherwise

-~

ng.demands of the
new tax system cannot be met. Transportation facilities con-
tinued to be below minimum needs and should receive further
attention.’ . R '

c. Manuals

. B R
It was clearly evident that considerable work hed

* been done over the past year or so in the preparation of manu-
als for investigators, inspectors, supervisors, collectors and
personnel investigators. In some instances these manuals had
already been published and are now in use. Discussions with-
tax administrators indiecated that they had noted improvement
in the efficiency of the personnel that were now using the

- new manudls. The preparation of menuals should be extended
to other areas where the need still ‘exists. Furthermore, the
work on the original manuals that are now in use was done tnder .
considerable pressure. It is clearly evident that they require
revision. In fact, it would appear necessary for adequate per-
sormel to be permanently assigned to the important task of pre-
paring new manuals and revising all outstanding manuals, The
increase in efficiency.of persomnel for whom the manuals were
prepared would. offset many times the amount of time required

to prepare the new and revised manuals.

9, Tax Deliberation Comnmittee

" . The Tax Deliberation Committee in the Tax Administra-. °
" tive Agency has. done-comsiderable work-in studying office pro-

cedures, The membership of the committee 1s taken both frop
the Agency and from the outside. There was considerable evi-
dence that the committee was composed of very able pecple and
that it was doing a great deal of eéxcellent work in the simpl-
ification of office procedures. The work of this committee
should be encouraged in every possible way. It has been in-
dicated above that the functions of this Committee might be
4ncreased to ‘include continuocus studies in the use -of tax use
of tax personmnel., = - ' - '

F. Representation of the T T _
1. Professiopal Groups Revresenting the Taxpayer '
An efficient tax system requires-the .presence of proé »
fessional groups competent to represent the taxpayer before

the administrative officials. Such representation affords a
" necessary protection for: the individp_al taxpayer agaim?t

s

. _ 30 - ‘aaminism téve .
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admiﬁistrativgi,errmﬁmm case, But in addi-

-tion it 'serves as-an-overall check on. administrative opera-

tion, since the professional groups are capable. of informed
eriticism of the administrative system. The result is a con-
stant and needed spur to in creased administrative effieiency -

" and fairness of decision. ' It is very important to the suc~- &K

cess of tax administration in Japan that the number and -
quality of taxpayer representatives be steadily increased.

. _There are four professional classes which can be drawmm
upon for such taxpayer representation - attorneys, certified
public accountants, Zeimm Dairichi or tex’ practitioners, and”
Keirishi or former type certified public accountants. (There
can be no new Keirishi, sineéd for the future the new profes=:--.

. sional accounting standards must be met), It is believed

that all four cl8sses may be selectively utilized to provide -

. taxpayer. representatives, under the following general plan:

.8e Attorneys and Certified Public Accm‘ antg -

Attorneys and certified publie accouhtaﬁté, ‘pre=" 4

sent and future, would be admitted to practice before the tax

administrative agencies without any examination other than v
& character examination. Their general professional ecompetence
has been proven by admission to their respective professional

statuses and no further test of compstence is necessary. While

-specific experiemce in the tax field may not be present , it
-1s implicit in their professiona] standing thet they will
- obtain the knowledge necessary for-a competent representa-

. tion of the taxpayer. , .

b. Zeimu Dt'airichi or Tax Practitionersg -

: The Zeimn Dairichi group numbers sbout 3,500, of.
which about 3,200 are active in taxpayer representation. Pre-
simably only those active in the past intend to continue thelr
careers as tax practitioners. Under these conditions, exist=-
ing Zeimu Dairichi may be admitted without examination, othér-
than a character examination., But it is appropriate that per--
sons desiring hereafter to obtain the status of Zeimu Dairi-

.chi’ should in addition be required to pass a writben examina- -

tion testing their professional competence. :
Ve . 1

-3]- g, i

i

N A

iy

1

oo Kelrigni . - L

' ~ While about 30,000 Keirishi:are registered, only 3,000 "
are active and.of these 3,000, .about 1200 aye 4lso Zeimu Darichi g
4 Uxisting Keirishi (who are not also Zeimu Dairichi) desiting to .. =
‘y&._ Tepregent taxpayers should be required to pass a written exemina~ -

tion testinz their competence for the tasgk, and also the charact- ;

N

- er examination, The written examination could he the séme as that.
given to new Zeimu Degi;‘riohia - There can beo no new Keiright,

. d, entifiontion

Each werson so adm:l;ﬁtéd‘tp‘ m‘etifqéb bétom the .tax dé@ S

ficials would obtain & oard which wewld: state hie name and the
professional class to which he belongs. There would be a-ecnms

nittee in the Tax Agency which would supervise the entire process

‘ of admission to practice and of diebgrment'for Just cause

 ! o The above would be the mieé!gWerning'éﬁmiséion to p&-a,cﬁicq

before -the Agency, Burean and Tax Offieces, - Representation in the
courts would be governed by the Judieiary, Representation of the

. ~taxpayer ddes not necessarily imply an audit of his books and re- . - .
- | cords, elthough a'representative competent to do so, suchasa - = ..
i certified public-accountant, mdy have made such’ an audit as. part

of his employment. But if the representative assists the tax-

--payer dn the preparation of his retwrr, he should be' required so-"'-:"'

to indicate on the return and sign along with the ‘taxpayer. .Any.

peraon go signing who has actual.-knowledge of falsificsations in' -'ffzj

the underlying baoks and records should be subject t6 diseipline’
‘by, the Cammittee. 'On the other hand, if any'changes are to be

- made -In the return of a- taxpayer which has beén prepared and elgned”

by 8 taxpayer representative, the tax officials should as far ag -
possible.¢ommunicate with such takpayer representative,: ‘Finally,

1t should be noted that a duly qualified taxpayer represemtative -
should always be permitted ‘to attend conferences, hearings on . - .t

protests, and other meetings, on behelf of his eclierit. -Sush’

- participation should be as a matter of Tight and not &s a privi-. ' -  '

lege to be granted in the' diseretion ‘of the tax officials.

In this connection it would seem undesirable to esteblisha. . .

g

e

. hew class of texpayer representative, such as a "Tax Notary® class) “ .

. euthorized to certify tax returns and hooks and records as correct

in sccordence with the tax law, " This 1s especially so if peragong.’ -

- . who are not members of the accpunting profession, such as lawyers B

o

'
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- task and should be restricted to that profession.

- uge.-

- materialss Such & service would imclude all the statutory pro- - "

- 'presentativds could be supplisd with the necessary toels. The - - T

- and hence the task ‘should be commenced at once.  ‘Some of the need= ;
- existing material, Such a progreédive development of a loose-
. Presentstives pending completion of the final proguct.

4 v

‘the' legal aspects of incame taxation, as distinguished from the

and tax practitioners, and permitted to qual for 'tili;u @sj:-
tion, : The auditing of books and Tecords ig _‘aiyaccouﬁtént;?s
, th Moreover, = . .-
certification of a tax return and Yegally correct. :L'a’ngt th; S
- Proper function of a taxpayer représentatives His tagk is to
assigt the taxpayer as best he can to file & correct return, .
_ Egttthefasp:thmegh gﬁi the correctness of that return lsa . °
: er. for the : stration and cannet be dele ‘8
private growp, . . S ® delogated ‘to‘a,‘,v i

2..' gompilation of Authoritative Tax Materisl

The ability of profedsional groups competently to. re~ .
present taxpayers is in part depeiid'engruy_gn thep:ccesaibiiity e
of tho authoritative tax materials.. It is therefore important
that 411 such materials be arranged and distributed i such a fa- .
shion that, they:are complete, readily available and convepient to -

'This‘result can best be achieved by the Agency's r‘v aring ;
a loose-leaf tax gervice containing all the aﬁ%horiﬁtgtgimgg

vielons, the ordimances, the imterpetative rulimgs and other ade
minigtrative pronouncements, the court decisions, etc. Thege

materials would have to.be properly compiled’ and arranged and
‘en mdéquate index prepared. Tho 'tdx service would be kept up . . .
to date through curgent sypplements. Such a service sheuld be .
sold by'the Agency te enyone desiring it, and thus taxpayer re=-

tax .services would of course be furnished to all Tax Offices . -

and Bureaus. They should be sent to'all universities offering . -

.courses in taxatien. - - . - 0 5. SrLer: .
“ T

" . 'The. preparatien of such a tax service will

/ . L e : ':"
require- gome ‘time - - ‘
od materlals is alrendy being distiibuted by the Ageney, iso that

the first task is one of the complilation and rearrangement of . .. '
existing material.” The next step could well be the indexing of .-

leafttax service will be of materidl assistance to taxpayer Te-

3, Universitxv Goursep in Taxation e ,
* The Univeraity Law Schools should institute céurseé in o

| B ‘fiscal

S   f.O279fff

G. . Accounting »

fiseal policy and public finance aspects. Such courses would,

do much to interest attorneys in tax matters and te increase in- -
formed eriticism of the system. It would of course: also bring
about needed academic research into the legal phases of taxa-

‘tion, Sufficient funds should be provided in the budget to -
* permit such courses to be given by the Law Schools, o

- The profegsion of certified public accountant in the true

" . genge of the term is slowly obtaeining a foothold in Japan.. The °

: egamination procedure for certified public accountants, under
" the supervision of the Certified Publie Accountants Administra-

tion Commission, is proceeding satisfactorily and should not
be changed except that .problems should be included involving

"the tax laws,. Thus, & panel examination should not be substitut-

ed for the present special examination, But séveral affirmative

‘steps should.be taken.to hasten the growth of this profession.

A modern income tax -system, especirlly as respects corporations
end large individually-owned businesses, is greatly dependent

for its euccéss on the existence of an able and respected ac- .
counting profession. For much 'the same reasons; it is ‘imperative
that modern mccounting standards and procedures should be intré:
duded as widely as possible, 'The work of the Business Account~

" ing Standard Council is encoursging in this regard, and the
" Council should-continue its activities along this line.

The, former Article 47 of the Certified Public Accountants =

" law, restricting the auditing and certifying of financial state- -

ments to certified public accountants professionally qualified -
for such tasks, should be resfored, but-probably in a modified .
form, as indicated below, This would assist.in legislatively

reestablishing the concept. of a certified public aceountant system,:.

‘as understood in the world at large. 'Restoration of former

Article 47 without change would apparently mean that only new
certified public accountants could certify financial-statements,

ed publie, accountants to so certify. ' It is probably desirable
that both new certified public accountants. and quelified Keirishi:

_ should be the two groups.permitted to certify under the restored

Article. The qualified Keirishi could be ascertained by'a sreen-~

ing process conducted by the Certified Public Accountantg Admini-

stration Commission. Under this policy, however, it would still
be permissible in those -specific situations where certification

tion to the new certified publie. accounts, as for examplg in the
- 3[; - .

_thusmeking it impossible for thé Keirishi or former type certifi- -

" is required by law or reguldtion o restrict the required certifics-
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.change Comnission. ‘And, of cowrse, the legal-end other disbinctions' -
-Bétween new Certified Public Accountants and Keirishi would be conti- -

A

a0t -later than say April 1951) a regulation reéquiring the auditing of %= .

P

- organizations, such as public corporations, should be ‘encouraged. The

type certified public accourtants, -

' to the United States to observe the practices and methods there fol- =~

invited to-Japan to lscture before the Japan Certified Public Ae- = . { 3
- countant Association, University groups, and others interested in Sl
pS X7 3

_corparations and proprietorships should have their books and records

case of ‘the certificatiéns to be réquired by the Securities and x- el

nued, and each class should be clearly identified.. The. Securities ' " -
- Bxchange -Commission should make effective as.soon as possible (and

the balance. sheets.and profit and loss statements of corporetions having .. -
securities listed on the Stock Exchange. "Similar auditing of other . S

Tax Administration Agency should also consider a requirement that’ large .

audited in commeéction with the filing of their tax returns. Such re-
quired auditing in the above. situations should be done enly by néw

In order to hasten the: de'veiopﬁqht of accmpetent dccounting
profession; leading persons in the accounting profession should travel

lowed, At the same time, [rominent American accountants should be

.'.’"
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