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 FOREWORD

" (Grest Britain is still the best customer of the United States, in
spite of difficulties and obstacles of an economic order. Business
men and commercial attorneys have manifested a greater interest in
company law and taxation—the two outstanding legal complications
attending their merchandising activities—than in any other phase of
British commercial law.

An effort has been made fo present in this bulletin the essentials of
corporate organization, emphasizing the types best suited to American
business enterprises. The most customary form of trading company
encountered in Great Britain is a “ company limited by shares under
the Companies Act.” This, together with the private limited lia-
bility company, has given the American concern its best medium of
representation 1n England. Mr. Jaeger has sought to combine legal
provisions and court decisions so as to present a clear summary of
the subject. The Companies Act of 1929, being & consolidation of
previous legislation, is made the basis of much of the discussion.

The relief accorded to American companies doing business in Great
Britain under the United States Revenue Act of 1932 is described in
this study under the caption ®Doing business”, and the various
methods whereby business may be carried on have been briefly
sketched.

The section on taxation was originally prepared by Mitchell B.
Carroll, formerly of the Division of Commercial Laws, The subject -
matter of this section has been revised in accordance with recent
legislation. The taxes payable by individuals and companies are
treated in detail.

¥reoerick M. Frixker, Director,
Bureaw of Foreign and Domaestic Commerce.
Jonz 1933,

¥I



COMPANY LAW AND BUSINESS TAXES IN GREAT
BRITAIN

1. COMPANY LAW

INTRODUCTION

This monograph describes the various forms of corporate organ-
ization by means of which business may be carried on 1n the United
Kingdom,* the methods of doing business, and, finally, the tax liabil-
ity Incurred and the taxes payable when one or another of these
methods is employed.

Considering first the question of corporate organization, it is
found that the customary type of company in England is a limited-
hiability form kmown as a company limited by shares under the
Companies Act of 1929.2 . A number of persons wishing to combine
for the purpose of carrying on a conmunercial enterprise for profit
may organize a partnership. But if a sufficient number are mter-
ested in the attainment of this objective, and especially if the par-
ticipants wish to limit their individual hability for losses that may
result, and desire to perpetuate their business, the probable result
will be the organization of a company. The procedure for this pur-
%{:@e entails snbmission to the Regisirar of Companies, Somerset

ouse, London, of a brief paper {ermed a *“ Memorandum of Associa-
tion ¥, which must be signed by at least 7 persons in the ¢ase of a
public company, or 2 in the case of a private company, each of whom
must agree to take one or more shares in the company being formed.
The memorandum mentions the name of the company (which must
end with the word * Limited ), the location of the registered office,
the powers #nd the amount of capital of the company, also the man-
ner 1n which the Hability of the members of the company is limited.
The very existence of the company depends on this document. As
between itself and the outside world, the powers and objects of &
company are fixed by the memorandum, and, as a general rule, these
powers and objects cannot be altered by the company alone, even
if every member agrees.

3 The terms ** Urited Kingdom " and * Grest Britain " are used interchangeably through-
oul thia report. The Usnited Kingdom finance acta and other actz apply to England,
Seatinnd, Wules, and the adjscent ixlanda with the exception of ¢he Channel Islands and
tie Iule of Man; the viclons concerning the income tax apply alse to Northern Ire-
land. Full administrotion of other inland-revenue duties in Northerns Ireland was trans-
frrred to the Guvernnwnt of Northern Iretend by the Government of Irelnnd Act 1920,
The translerred dutier included all the death duties (estate duty, ¢y duty, BuCced-
rivn duty, ete.l. 2l stamp duties, and the mineral-rights duty. From ihe date on which
this transafer was effeciive, Nov. 22, 1821, the Governmeat of Northern Ireland under-
touk the assessmentl god collection of these taxes, and revenues were pald inte 1ta
cxchrguer, The administration of tazer wns transferred to the provisional goveroment of
Southern Ireland on Apr, 1, 1922, (Sixty-fifth Report of the Commissioners of His
Mitjesty's Inland Hevenste, p 7. .

*This act, which went Into elfect on Nov. 1. 18329, consolidating previons legistation
riatiax te Hmited companieca especialiy, wiil be referred to slinply &s the * Companlea

ot
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2 COMPANY LAW AND BUSINESS TAXES IN GREAT BRITAIN

The persons forming the company must next decide how the busi-
ness is to be carried on, what management there shall be, and how
the profits and losses are to be spportioned. Such ‘and similar mat-
ters are considered in the articles of association. Ordinarily these
provide for the appointment of directors, the election of officers,
the division of capital into shares, the allotment of these shares to
members, the issuance of certificates to members as evidence of a
right to their shares, and the establishment of a register of members.
The annual and special meetings of members, voting privileges, and
the passing of resolutions are also specified; thus it is seen that the
actusl management of the company is dealt with in the articles,
which form a binding contract between all the members and the com-
pany. In contrast to the memorandum, the articles of association
may be altered when a sufficient number of shareholders desire it.

Should the persons organizing the company be unable to find the

ca%itai essential for the successful operation of their enterprise, the
public may be invited to participate in the undertaking by sub-
scribing for shares. Such an invitation to the public is termed
a “ prospectus.” The issue of a prospectus is regulated by the
Compantes Act. . '
" The capital of a company may be of any amount, divided into
shares of any denomination; any person acquiring one or more shares
becomes a member, or shareholder, of the company and becomes
Hiable either immediately or when called upon to pay to the company
the money which his share represents, if it has not been paid up in
full. When a company is ‘borrowing money, it frequently places
a charge upon its property, giving to the lenders evidence of this
obligation or charge, known as a “debenture.” A company’s exist-
ence may be terminated by the process known as “ winding up.” In
such & case an official, called a liquidator, is appointed to take posses-
sion of all the property of the company, and, having paid its debts,
he disburses the balance (if any) among the members. Debts secured
by debentures or other charges are paid before unsecured debts.
Cfmsequentiy persons extending credit to British companies should
be extremely careful to ascertain the amount of outstanding indebt-
edness covered by such debentures.

ORGANIZATION OF THE COMPANY
TYPES OF COMPANIES

Several different types of companies may be organized in the
United Kingdom. Two main methods of incorporation exist: (1}
By royal charter or letters patent and (2) under the Companies
(gonsoiid&i;ien} Act of 1929.  The former method is not of practical
interest to American business men wishing to engage in trade m
England, so discussion will be confined to 1ncorporation under the
Companies Act.

This statute provides for the establishment of four kinds of com-
panies—(1) unlimited liability, (2%3 limited by guaranty, (3) lim-
ited by shares, and %4) private. Because of the ready ease with
which the neceggary formalities may be accomplished, the two last
menticned attract the attention of the American seeking to do busi-
ness in England.
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PUBLIC COMPANIES

Unlimited liability—The distinguishing features of each of the
above-mentioned types may be stated briefly, as between the firs
type and the others as follows: Liability is not limited to the amount
represented by a member’s share, for he may be called upon to con-
tribute an additional proportional amount to discharge the com-
pany’s liability in the event of bankrugbc’fy; shares may be trans-
ferred freely, subject to the regulations of the company; and lis-
bility continues for only 1 year (from the date when a member sells
his share in an vnlimited company). Unlimited eocmpanies may be
converted into limited-liability companies by registering as such with
the Registrar of Companies and complying with the usual require-
ments, except that the registrar may excuse the company from fur-
nishing documents already cubmitted at the time of the original
registration.

Limited Liability—In the limited company, the liability of each
member is restricted fo the amount of the shares subseribed for, or
to the amount guaranteed in case of winding up (dissolution}. The
latter case is that of the company limited by guaranty; the former,
of the company limited by shares.

The company limited by shares may require members to pay the
face value of the shares agreed to be taken and sllotted to them—
either by installments, or in full if the company is being wound up.
Where the members undertake to contribute a specified amount upon
the dissolution of the company, it is said to be limited by guarantes.
It may have capital; if the company has a capital, the chares into
which it is divided and the total amount must be stated in the
memorandum of association.

PRIVATR COMPANIES

In uddition to the foregoing classification of companies, a further
distinction is made between public and private companies. Privats
companies need only 2 founders, while public companies require a
mimmum of 7. American companies frequently find it expedient
to convert a branch into a private company by making the manager
and assistant manager of the erstwhile branch the founders of the
British company.

A private company must by its articles (2) restrict the right to
transfer its shares, (4) limit the number of its members to 50, not
including persons who are employed by the company and persons
who, having been in the employment of the company, were whils in
that employment and have continued thereafter to be members of
the company, and (¢) prohibit any invitation to the public to sub-
scribe for any shares or debentures of the company.

Examining these provisions individually, the first of these require-
ments may usually Ee complied with by giving the directors of the
company a general power to decline to register transfers of shares.
Only companies having a share capital may be termed  private
companies 73 those limited by guarantee can be registered only as
public companies. .

In practice, private companies rarely approach the maximum of
50 members (apart from employees and former employees) permit-
ted by the act. It is to be noted that no limit is imposed as to the
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number of employee-shareholders. Furthermore, such employees,
having been shareholders while employed, may retain their shares
after their employment has terminated.

The provision relative to employee-shareholders has made possible
the development of the principle of cooperative ownership.

Where shares are held jointly by two or more individuals, such per-
sons sre viewed as a2 single member when caleulating the total
membership. _

The general prohibition applicable to the private company accord-
ing to which no invitation may be addfessed to the public to sub-
seribe for shares or debentures of the company, does not prevent
such a company from inviting its own memgers and debenture
holders to take the further nonnegotiable shares or debentures.

When & private company so alters its articles as no longer to in-
clude the provisions required to constitute it a private company,
it will cease to be & private company, and within 14 days after such
alteration it must deliver to the l%egistrar of Companies a pros-
pectus or statement in lieu thereof containing information as to the
nominal share capital and its division into shares; names, addresses,
and description of directors or proposed directors; commissions
paid, and certain other details of promotion expenditure. Default in
eomplying with this provision renders the company and every officer
in default liable to a fine of £50.

The most important penalty incurred through failure to com-
ply with the above provisions is that the private company loses its
special privileges and exemptions.

COMPANY PROMOTION

Before a group of people may actually merge their identities for
business purposes and sequire a single juridical personality, a certain
amount of preliminary work must be accomplished. The steps taken
in this direction may be summed up in the term “ promotion.”

THE PROMOTER

The promoter, or person who tekes the necessary steps to bring
a company into existence, is one who “ undertakes to form a company
with reference to a given object, and to set it going, and who takes
the necessary steps to accomplish that purpose.”® Merely being
engaged in a ministerial capacity to assist in the formation of =
company does not make a person a promoter. The term “ promoter ?
is not actually a legal expression,* but rather a commercial or busi-
ness description. The facts in each case must determine whether or
not & persoen is & promoter,

While the promoter is not a trustee, nor even an agent for the
company (it not being in existence}, yet his position is a definitely
fiduciary one. No act accomplished by the promoter before the
organization of the company can be ratified by the latter,® although
by novation, if the power exists in the company’s memorandum, such
acts may be adopted. Consequently, it may be concluded that the
promoter is a principal before incorporation; to safeguard himself,

* Poyerons v. Gront [18771, 2 C.B.D, 5é1.
W haiey Bridge o, v, Green [[_1879]. 5 @.B.D 111,
¢ Kelner v. Baoler, LR, 2 C.I". 174

I
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he should expressly limit his personal liability and should make all
contracts conditional upon the successful organization of the cor-
poration. Being in a fiduciary relationshiﬁ to the company or.to
the persons who are to form the company, the promoter must neces-
sarily disclose sll materizl facts which should be known to the
company, as contracts between a eompany and its promoter are
void if material facts have been concealed by the latier.

Where the promoter seeks to sell his property to the newly or-
ganized company, he must be especially careful to see that the
company has & group of independent persons as its board of di-
rectors or that it has a prospectus® (which will aequaint the public
with all the facts). A prometer is held to give to the company the
benefit of any contract made while he is promoting the formation of
the company, unless a clear intention to the confrary can be shown.
He may not, while acting as a promoter, derive secret profits by
the purchase of property in order to sell again 2t an increased price.
If any such attempt should be made, the company may, upon dis-
eovery, recover secret profits.” But the question of whether a person
made a contract as a promoter or in his personal capacity is one of
fact, and no hard and fast rule of law has been enunciated. Where
assets are purchased openly by promoters having the clear intention
of selling to the company for profit, if they are not acting in the
capacity of trustee this profit may be retained without violating the
law.?®

Preliminary contracts are generally made between the promoter
and the company, or with the trustee for a projected company; just
as the company has no rights and liabilities on the preliminary
contracts as such,® it is not lLiable for expenses incurred prior to
incorporation.’® :

Incorporation is completed when the Registrar of Companiee
issues a certificate showing that he has been satisfied that the require-
ments of the Companies Act have been complied with and the com-
peny may begin operations. A solicitor of the High Court must
submit g statutory declaration of compliance with the reguirements
as conclusive evidence to the registrar before the latter will issue
a certificate.

MEMGRANDUM OF ASSOCIATION

Seven or more persons {¢wo or more if the company being formed
is a private company) must subscribe the document called the
* Memorandum of Association ¥, which must be filed with the Reg-
istrar of Companies.

Where a company limited by shares is being organized, the memo-
randum must contain the following details: (@) The name of the
company with the word “ Limited ” as the last word of the name;
{8) the location of its registered office; {¢) the objects of the com-
pany; (d) that the Hability of its members is limited; (¢) and the
amount of share capital with which the company proposes to be
registered, and the division thereof into shares of fixed amount.

* Rep p O .

Y Erfanprr ¥. Now Sombrere Phosghate Oo., 5 CRIL 11, 8 A.C. 1218,
T Ompdum Eiccivie Palaves, Lid, v, Bainer [19I31, 109 L.T.R. 204,

* Nutel Land Co. v. Pauline Colliery Syadicale, LA {1804}, AC. 120.
* National Motor Mail Coach Co., Ltd. {1908}, 2 Ch. 515,
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Each subscriber must write opposite his name the number, not less
than one, of the shares he is taking. .

If the company is one limited in liability by guarantee, having 2
share capital, then in addition to the foregoing requirements a state-
ment must appear in the memorandum to the effect that each member
undertakes to contribute to its assets in the event of its being wound
up while he is & member, or within 1 year after he ceases {o be a
member, and to the costs, charges, and expenses of winding up and
for adjustment of the rights of the contributories among themselves,
such amount as may be required, not exceeding a specified amount.
If such a company has no share capital, the statement with regard
to shares and share capital will be omitted. : '

Unlimited companies must file & similar memorandum, but the
word * Limited ® is omitted from the name, as are statements re-
garding the limitation of liability of members and share capital.

The memorandum must be stamped as a deed, and each subscriber
must sign it in the presence of at least one witnmess attesting the
member’s signature, The memorandum may well be spoken of as
the charter of the company. It sets forth the eonditions of incorpor-
ation, and, &s & general rule, the company’s powers are limited
thereby. Great care should be exercised in drafting this document,
for once registered, it is difficult to alter the memorandum.

Company name—VYirtually any name may be chosen for the
company to do business under, provided that it is not identical with,
or does not so closely resemble that of an established company as to
deceive the public.* A company attemping to do so may be ordered
to wind up its affairs or to change its name, while the registrar will
be ordered to strike its original name from the register.’

The words “ royal ”, “ imperial ”, *“ municipal ”, * chartered , and
gimilar words may not be used without authority. A similar re-
striction applies to the phrases “ Red Cross ¥, * Geneva Cross ”, and
“ veterinary surgeon ”. The consent of the Board of Trade is re-
quired before the word * cooperative ” may be used, and the words
“ chamber of commerce ” may refer only to an association not for
profit. The use of the term “building society ” is prohibited.

Where it lies within the discretion of the regisirar as to whether
& certain company name is to be registered (&s in the case of 2 name
c}c«selfy lr'esesm‘ol.i.l'tﬁJ that of another company}, the court will not
interfere unless this discretion has been exercised upon some wrong
Erinci ple of law or the registrar has been influenced by matters which

e ought not to have considered.'®* A company may change its name
by special resolution with the consent of the Board of Trade or of
the Registrar of Companies if it has inadvertently registered a name
similar to that of an existing company; proceedings brought by or
against the company under its old name are valid, regardless of the
change.

Registered office—Every company must have a registered office as
soon as it begins business operations, or within 28 days after incor-
poration, whichever is the earlier. The statement required need show
only that the registered office is in Epgland {which includes Wales},

I Britizh Vaocuum Cleaner Co. V. New Vacuum Cleaner COp, [1907], W, 144,
2 Sorictd Punhard el Levassor ¥. Punhgrd Levdsser Motor Ou., Lid, [1Bui], 2 Ch. 513,
# Rex v, Registrar of Comganies [1012], 8 K.B. 23.
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Secotland, or Ireland. This shows where the company will be regis-
tered ; if in England, registration fakes place at Somerset House. No
postal address need be given. Registratien fixes the domicile and
pationality of the company.

Writs and notices are served at the registered office, and the reg-
ister of members is kept there. Should there be no registered office,
an order for substituted service will be made, or the writ may be
served on the secretary and directors at an unregistered office.*+

Objects of the company—The objects and powers of the company
must be set forth in the memorandum, and nothing beyond the scope
of the company’s activifies as so set forth may be done without being
ultra vires. An act which is beyond the power (ultra vires) of the
company is voud, and cannot be validated even by the consent of every
shareholder.’* The object of this rule is to protect the people who
deal with the compsany and salso to protect future shareholders.
Except in certain particulars enumerated below, the memorandum
can be changed only with the permission of the court.

It must be understood that when a company is incorporated with
certain powers, it may do all the necessary acts incidental f¢ that
business, and alse conduct the business in the same manner in which
an individual would carry on the business; as, for example, a trading
company may borrow money.’* It is now quite generally the practios
in drafting memoranda of association to state all possible cbjects
of the company as independent; if this is clearly shown, the courts
will so construe the decument.””

Where theve is one main object and several subsidiary objects, if
the main object fails, the subsidiary objects also fail, and the com-
pany may be wound up.'®

The objects for which the company is organized must be legal; if
these objects should later be declared illegal, the company must be
wound up.®®*

dlteration of memorandum.—By special resolution a8 company may
alter the provisions of its memorandum with respect to the objects
for which organized in order—

{a} To carry on ils business more economically or more efficiently;

(b} To attain its main purpose by new or improved means;

{c} To enlarge or change the local ares of its operations;

(d) To carry on some business which under existing circumstances
may conveniently or advantageously be combined with the business
of the company;

(¢) To restrict or sbandon any of the objects specified in the
memerandum

(#) To sell or dispose of the whole or any part of the undertaking
of the company; or

{#) To amalgamate with any other company or body of persons.

No alteration may take effect until confirmed by the court. The
court will not confirm any alteration until it is satisfied that
sufficient notice has been given te every holder of debentures of the

¥ By Portfuwne Copper Mining Co. J187T0], 10 Bq. 3906,

B Ax<Adury Kailiay Cervage Co. Y. K (1875}, LB ¥ HL, p 672
® Gonrral durtion, rfe. Co. v, Swmith [1881], § Ch. 432,

3T Cotman v. Broughawm (1818), A C. 514 -

* Re dmaltamated Symdicete JIR97), 2 Ch. 800, -

B Re Intermational Securilses Corporation, Lid. (1903%, 59 LLT.R 581,
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company, and to any persons or class of persons whose interests will,
in the opinion of the court, be affected by the alteration. With re-
spect to creditors who, in the court’s opinion, are éntitled to object
and who signify their objection in accordance with the directions of
the court, their consent to the alteration must be obtained or their
debts or claims must be discharged of determined or secured to the
satisfaction of the court. For special reasons the court may dis-
pense with the notice required above. In any event, the court must
have regard for the rights and interests of the members. No altera-
tion may be made requiring a member to take up additional shares
or otherwise increasing his liability.

Limitation of liabilify—The general statement that the liability
of members is limited, without further explanations, means “ limited
by shares ”; no member can be called upon to pay more than the
nominal amount of his shares, or so much thereof as remains unpaid.
If a member’s shares are fully paid up, no further Lability exists.

However, if & company is in business for more than 6 months
after its membership has been reduced below 7 (or 2, if a private
company), every member who knows this fact is liable to pay all
debts contracted during that period (sec. 28, Companies Act}.

The company may also, as has been observed, be limited by guar-
antee, in which case each member agrees to contribute & specified
sum in case the company should be wound up.

If authorized by its articles, a company may alter its memoran-
dum by special resolution to make unlimited the liability of its
directors, or managers, or of any managing director (sec. 60, Com-
panies Act}.

The Lability of the members of a banking company which issues
notes is unlimited (sec. 360}.

The ecapital clause—This clause states the amount of the nominal
capital of & company and the number and amount of its shares.

While the prometers are generally guided by the probable needs
of a company in fixing the nominal capital, it may actually be any
sum, divided into shares of any denomination. (See p. 14 for more
detailed discussion.) - )

Subseription—~A minimum of 7 persons for a public company
(2 for a private company) must subscribe for at least one share
each. The full name and description of each must be given. The
term © persons ” includes infants (whose contract to take shares is
voidable, but not veid), married women, bankrupts, and aliens.
Thus, alt the members may be aliens, provided the business is carried
on in England. : .

The signatures of the members must be attested by a witness; the
same person may witness all signatures. Subscribers’ duties include
paying for the shares for which they have subscribed, appointing
the first dirvectors, and signing the articles of association.

ARTICLES OF ASSOCIATION

The regulations (or by-laws) which govern the internal manage-
ment of the company are designated the “Articles of Association.
They form a binding contract as between members ™ and between

» Borland v. Stecl Bros. [1801], 1 Ch. 278,
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each member and the company, but do not bind the company nor its
members te the general public®® The company limited by shares
need not register any articles; if it fails to do so, a form called
= Table A™ (see appendix L p. 134) applies in the same way as regis-
tered articles would spply. Articles of association must be regis-
tered by unhmited compsanies, by those limited by guarantee, and
by private companies,

The articles must be printed, divided into consecutively numbered
paragraphs, stamped as a deed, and signed by the subscribers to the
memorandum of association. These signatures te the articles (as
in the case of the memorandum) maust be attested by at least one
witness

The company and its members are bound by the articles to the
same extent as if they had been signed and sealed by each member
and contained covenants that each member would ohserve them
{sec. 2, Companies Act). New regulations are as binding as if
thev had been originally 1nserted in the articles (sec. 10, Companies
Act).

Alteration of the articiee—In contrast to the memorandum, the
articles may be changed by the company when this seems necessary.
A special resolution of the company authorizes the alteration, subject
to the limitation that the powers outlined in the memorandum may
not be exceeded nor may they be inconsistent with the Companies
Act or other laws.

The memorandnm and articles are delivered to the registrar, to-
gether with such other documents as are required. At Somerset
House these may be inspected by anyone upon payment of a nominal
fee (sec. 314, Companies Act). Only members of the company
mdentitied to have a copy, for which & charge of 1 shilling may be
made,

The sccessibility of these documents puts all on notice as to the
contents; thus, everrone may know what powers the company and
directors have; if the act done is not inconsistent with the memoran-
dum and articles, a third party is net required to determine whether
a1l the necessary steps have been taken, but may assume that the
directors harve acted properiv.®™ If the third party has notice of any
trregularity, his rights are affected.®

THE PROSPECTCS

When shares are to be offered to the public it is customary io¢ issue
a circular descriptive of the objects of the company and its prospects
of suceess, called a prospectus. In the Companies Act (sec. 380) it is
described as “any prospectus, notice, circular, advertisement, or
other invitation. offering to the public for subscription or purchase
&ny shares or debentures of a company.”

When the prospectus is being prepared, it is in the interest of the
promoters and other interested parties to make the proposition as
alluring as possible, while the wish of Parliament is to prevent
fraud and misrepresentation and by this means to protect the publie,
In writing the prospectus care wust be taken not te make any untrue
statements, for fraud or misrenresentation may cause an allotment of

® EBi-y ¥. Pesitive, ric, Co. 118761, T Ex D, 8%
2 Kule {o Ropal Rritish Bank v, Turgsand [15583.
® Howeard v. iFetent frery Coo 118851, 38 Ch b 1538,
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shares to be set aside; furthermore, the promoter making such state-
ments may be sued for damages for fraud, and he may be sued for
compensation for misrepresentations under the 'Companies Act
sec. 37). -
¢ The promoter should be careful to disclose all material facts as
required in the Companies Act.

The following detailed information must be stated in the pro-
spectus:

1. The contents of the memorandum with namnes, deseriptions, and gddresses
of the signateries, the pumber of shares subscribed by them respectively, and
;ihalednumhez of “founders’” or deferred shares, if any, and the interest of the

GIOCTS,

3, The number of shares (if any) fixed by the articles as the gualification
¢f a director, and what provision is made in the articles for the remuneration of
the directors.

3. The names, descriptiens, apd addresses of the directers.

4. The minimum subscription {that is, the minimum amount which must he
raised by the issme to provide for the various expenses eonneeted with the
beginning and successful operation of the business}); {he amousnt payable on
application ard allotment on each share; and, in the ease of a second or subse-
guent offer of shares, the amount offered on each previcns allotment within
ti;ie tprgeeding 2 years, the amount ailetted, and the amount paid on the shares
allotted.

5. The namber and amount of shares and debentures issued within 2 years
féterffuiiy or partly paid, otherwise than for ecash and the copsideration given

erefor,

8. The names and addresses of vendors of any properiy to be acguired by
the company, to be paid for out of the proceeds of the issue offered by the
prospectus ; the amount of the purchase money paid or payable in cash, shares,
or dehentures for any such property, specifying the amount payable for geodwill,

7. The amount of the underwriting commission,

B. An estimate of the preliminary expenses and the smount paid to any
promoeter, and nnder whst conditions sach payment was made,

9. The dates and the parties fo every material contract, and fhe indication
cf & reasonable time and place at which any msaterial contract or copy thevent
may be inspeeted; if made In the ordinary course of business or made more
thun 2 years before the prospectus was issued, such contract need pot be stated.

10. The names and addresses of auditors (if any).

11. What interest every director or promoter has in the promotion of the
eompany or the property to be sequired by it, and & statement regarding
sums to be paid to him in cash or shares by any persen for services rendered
by him in the promotion of the company, or to induce him fo be a director or
to qualify him as g direetor.

12, Where shares nre of more than one class, the voting rights and rights
as to capital and dividends for each of the several classes must be indieated;
and If the business has been ecarried on for less than 3 years, the time during
which it bas been in existence must be shown.

The prospectus must also contain s report of the auditors, showing
the profits of the company in each of the 3 years preceding the pubh-
cation of the prospectus and the rates of divideng paid on all classes
of shares for this period; a report by named accountants as to the
profits during this 3-year period of any business intended to be ac-
quired must be included. When a prospectus is issued more than
2 years after the company is entitled to begin its business oper-
ations, there will be omitted from the contents of the memorandum
the number of shares fized by.the articles as the gqualification
of & director, and the remuneration of the directors, or the names,
descriptions, and addresses of the directors, the estimate of prelimi-
nary expenses, or. the interest of every director or promoter.
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By “issued ” is meant that the prospectus has been shown to per-
sons as members of the public for the purpose of inviting them to
subseribe for shares on the terms of the prospectus.®
+ The requirements relative to the prospectus apply to every pros-
pectus issued by or on behalf of a company or any person interested

‘in the formation of & company. Under the present act, any docu-
ment by which the offer to the public is made is to be considered a
prospectus issued by the company {sec. 88, Companies Act). Per-
sons making such offer are liable as if they were directors, but the
directors’ liability does not come into question if he did not know of
the matter not disclosed, or if noncomplisnce on his part arose from
an honest mistake of fact or the noncompliance was immaterial and
the court thinks he should be excused. However, the allotiee of
shares may recover damages in an action of deceit against the person
responsible for the issue of the prospectus if he is able to show that
 the prospectus contained material misrepresentation of fact, that
he was induced by this misrepresentation to subscribe for shares and
sustained damage in consequence,® and that the misrepresentation
was dishenest and fraudulent, being made when knovwn to be false
or without any belief in its truth, or recklessly, without care being
displayed as to its truth or falsity.®® -

The right to repudiate an allotment of shares may be lost by neg-
ligence (faflure to exercise his right}.*” or by acquiescence (if, know-
ing of the misrepresentation, the complaining shareholder still treats
the contract as binding by acting as & member of the company}, or
if Fights of innocent third parties accrue (for example, the right to
avoid cannot be exereised if the company ceases to be a going con-
cern}.® While the rights against a company may be lost as de-
scribed above, the right of action against the directors and officers
of the company, or other persons responsible for the issue of the
prospectus, will nevertheless subsist, -

Suminarizing the remedies of a person who has agreed to take
an allotment of shares and who has been misled by statements in the
prospectus, he may institute an action to set aside the allotment,
enter a suit for damages for fraud, or a suit for damages for mis-
representation under the Companies Act {sec. 37).

Statement in liew of prospectus.—When s company is being or-
ganized and no prospectus is issued, the company may not allof

‘either shares or debentures unless a “ statement in lien of prospee-
tus ¥ (this does not apply to private companies} is registered. This
statement should be filed at least 3 days before allotment and will
contain most of the information which would have to appear in the
prospeetus {sec. 40, Companies Act), the form being prescribed *
{fifth schedule, Companies Act}. :

No allotment of shares or debentures may be made unless the com-
pany files a statement in lieu of prospectus; if an allotment has been
made, it is voidable if application is made by the allottee within 1

™ Naxh v. Lynde §19203, AC. 158,

2 Edginton v, Fitemaurics [1885], 26 Ch. D. 439.

= liprry v, Peck, 14 A D, 34T,

" Re Chrivtincville Rubber Estotea, L4, [1812], 108 L.T.R. 268,
= Tenment ¥, The City of Glasgowr Bank, 4 A.C. 6135.

= Nee appendix I.

374582—33——2
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month after the statutory meeting, or, if there is ne meeting, within
1 month after allotment. While there is nothing in the Companies
Act to indicate the effect of inaccuracies or even wiliful misrepre-
sentations in the statement in lien of prospectus, nevertheless it
would seem that those parties who have actually relied on the state-
ment in lieu of prospectus will have a right to rescind the contract
to take shares, for the statement in lieu of prospectus has become
the basis of the contract between the allottee and the company.®
The rules as to statements in a prospectus (see p. ) will apply to
statements in lieu of prospectus, and any person who wilfully makes
a false statement in this document is guilty of a criminal offense
{sec. 362, Companies Act).

The disclosures required under the Companies Act, particularly
the contents of the memorandum and the qualification of the direc-
tors, will show (1) the objects of the company and the amount of
capital, and (2) to what extent the direclors themselves are inter-
ested in the company, and what faith they have in it. It is cus-
tomary to provide that no person shall be gualified to act as a
director unless he holds & certain number of shares. In any case,
& person cannot be appointed a director of the company by its arti-
cles or named as one 1n the prospectus unless {a} he has agreed in
writing to act in that capacity, () has signed the memorandum for

ualification shares, or made a contract to take such shares from
the company, or made a statutory declaration to the effect that a
number of shares sufficient for qualifieation are registered in his
name. A director must take up his qualification shares within 2
months, failing in which he must leave his office. The above
provision dees not apply to 2 private company.

CAPITAL

Uses of term “ capital”—The nominal capital, or the nominal
value of the shares which the company has authority to issue ac-
cording to its memorandum, must be indicated in the memorandum
and stated each year in the annual summary {(sec. 108, Companies
Aect). The term “ capital ” is used in several other senses, as, for
example, ((ia) issued capital, or the nominal value of the shares actu-
ally issued, and (&) paid-up capital, or the amount paid up or
cradited as prid upon the shares. The uncalled capital is the amount
remaining to be paid up on the shares. .

The term “capttal™ is also used to describe capital sassets,
that is, the actual property in the form of lands, buildings, ma-
chinery, furniture and fixtures, stock in trade, or rights such
as goodwill, patents, and other intangible property. A distine-
tion is made between fixed and floating assets; this distinction (differ-
entiation) will depend largely on the nature of the company and 1its
business. In general, land, buildings, and machinery are considered
fixed assets, while stock in trade, cash, and debts are included in float-
ing assets. In preparing the balance sheet of the company, the man-
ner of determining the value of the fixed assets must be shown (sec.
124, Companies Act).

= Ro Bliair Gpen Hearth Furnaces, Lid. [1914], 108 L.T.D. 839,
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By special resolution, & company may declare that any portion of
its eapital not already called up shall not be capable of being called
up except in the case of s winding up, and for that purpose. Such
eapital is termed “reserve ” capital and cannot, without leave of the
court, be twrned into ordinary capital. The directors cannot deal
with or charge reserve capital.®

While money borrowed by the company is sometimes referred to as
“debenture capital ¥, this expression is incorrect, for the money
borrowed is not capital, although it is generally secured by = charge
on the capital assets. While this money may be used for the acquisi-
tion of property or the replacement of assets, the money borrowed
continues to remain a debt due from the company.

Inerease, alteration, and reduction of capital —If authorized by its
articles. a company may increase its capital by resolution. Notice of
such increase in capital must be given within 15 days of the passage
_ of such a resolution {sec. 52, Companies Act). )

1f no provision for this contingency is made in the articles, a special
resolution may be passed authorizing the issue. )

The new capital may consist of ordinary, preference, or deferred
shares, provided there is nothing contrary thereto in the memoran-
dum. The permission of the court must be obtained to effect the
necessaly change in the memorandum.

Ordinarily an increase is made because the company has issued &ll
its authorized eapital and requires additional funds, but the nominal
capital may be increased even when all the authorized capital has
not been issued.

Stam{) duty is payable on the entire amount by which the nominal
capital has been mcreased.

Shares may be consolidated or subdivided by & resolution of the
company passed at a general meeting. .

Where the company has suffered a serious loss of capital, it may
be advisable to write off the lost capital (thus, fully paid up £10
shares might be reduced to fully paid up £5 shares) ; such & reduction
in capital may be made by a special resolution confirmed by the
court if the articles contain this power. If they do not?®® then a
special resolution altering the articles is in order. The “all-round
reduction ¥, meaning that the capital lost is written off all the shares
proportionally to their normal value, is frequently used, but the loss
may be written off one class of shares and not off others. However,
no unfairness may be worked on any class of shareholders by such
a reduction. The consent of creditors to any reduction invelving
a return of capital or a reduction of liability for uncalled capital
must be obtained or else they must be paid off. An inquiry is made
as to the debts and liabilities of the company by means of advertise-
ments; & list of ereditors is settled by the court. When the creditors
have consented or been paid off, the court will order the reduction
confirmed on such terms as it sees fit.

If no return of capital or reduction of liability is involved, no
inquiry for creditors is required. Fully secured debenture holders
are not entitled to object lz:;}l@s there is evidence thet the capital lost

3 Rartictt v. Maufair Proporty Co. [18881, 2 Ch, 28,
® Re feping Paltoad Packing Co, {189D3], W.N, 82,
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includes circulating capital.®® When capital is reduced on the basis
of having been lost, evidence should be introduced to prove the loss.?

A diminution in capital occurs when shares not taken up or agreed
to be taken up by angone are canveled ; this may be done by an ordi-
nary resolution, if the articles so provide; this is not considered a

reduction of capital.
SHARES AND STOCKS

The term “ share ¥ may be defined as the right fo receive that pro-
portion of the capital of a company upon its dissolufion {(or wincﬁng
up) as may be determined by the regulations of the company and
to receive such share of the profits, if any, of the company as may
be authorized by the capital. The shares in a company are numbered,
and the shares of each member are identified by these numbers.

ALLOTMENT OF 8HAEES

While the capital of a company is represented at any time by its
capital assets, the members are not entitled teo such capital assets
until the liabilities of the company have been discharged. As the
originally subscribed capital is divided into shares, so the value of
the balance of the assets over liabilities is divisible inte a stmilar
number of shares, and instead of receiving what he originally sub-
scribed, the holder of a share simply receives his proportion of such
assets. The rights of the various gasses of shareholders (discussed
below) are determined by the articles or memorandum. A person
becomes 3 member of & company by subscribing the memorandum, by
having shares allotted to him, or by purchasing shares on the market.
When allotments are being made, the company announces its willing-
ness to receive applications for such allotments by means of the

rospectus. When the allotment is made, it is simply the acceptance

y the company of the offering to take shares contained in the appli-
cation made by the individual. The prospectus is not an offer to
the public which is subject to an -acceptance creating a binding con-
tract, but is simply an invitation to the general public to submit
applications on the terms laid down in the prospectus. Generally,
too, a form of application accompanies a prospectus. For the allot-
ment of shares, a resolution of the board of directors is passed. A
“ minimum subscription ” is necessary, that is, the minimum amount
of capital which the directors or promoters have fixed beforehand
as to the amount necessary to carry on the business of the company;
no shares may be allotted untii this minimum subscription has been
subscribed and the amount due on application (not less than 5 per-
cent of the nominal amount of the shares) has been paid (sec. 39,
Companies Act}. This amount must be stated in the prospectus or
in the statement in lien of prospectus.

If the minimum subscription has not been subseribed within 40
dag's after the issue of the prospectus, then the money paid by the
subscribers must be returned immediately. If the money is not
returned, the directors become liable to repay the money with inter-
est at 5 percent, beginning with the termination of a period of 48

B In re Move Brew QOs., Etd. gnd Reduced {1518}, 1 Ch, 28.
¥ gatdwell v. Caldwell & Ca. [1018]), W.N. 70.
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days. If an attempt has been made to allot shares before the min-
imum snbscription has been received, the allotment may be set aside
within 1 month of the statutory meeting, or, if there is no statutory
meeting, withic 1 month after allotment, and any director who
has knowledge of the fact is Liable to compensate the company or
the members (sec. 41, Companies Act). The provisions of this sec-
tion (except as to the amount payable on application) de not apply
to allotments of shares af:ier the first allotment offered to the public.
Persons to whom shares have been allotied cannot actually deal with
them with finality until this section has been complied with and the
company has become entitled to begin ii{s business operations—in
other words, the company must have allotted shares payable in cash
up to the amount of the minimum subseription.® Every director
must bave paid on every share which he is liable to pay for in cash
the same amount as members of the public must pay on application
and sllotment; a statutory declaration must have been made to this
effect; and if there is no prospectus, & statement in lien of prospectus
must have been filed (sec. 94, Companies Act). Ii is to be empha-
sized that the minimum subscription provision does not apply to
private compsnies.

No binding contract exists until the allotment has been made
{resclution of the board of directors) and notice of the allotment
has been posted or been communicated to the allottee in some other
way.®® In general, it may be said that the ordinary rules as to con-
tracts apply to allotments. The offer, for instance, should be
accepted within a reasonable time or it is held to be revoked.®

Return of allotment.—After having made an allotment of shares,
a company limited by shares or one Iimited by guarantee and having
& share capital, must make a return of the allotment tc the Regis-
trar of Shares within 1 month. This return must show the number
and nominal value of the shares allotted; the names, addresses, and
descriptions of the allottees; and the smount due or payable on each
share. A contract in writing must also be filed, constituting the title
of the allottee in cases where the shares are allotted as fully or
partiy paid otherwise than in cash. Any coniract of sale or for
service, or other consideration in respect of which the allotment was
made, must be filed, duly stamped, and accompanied by a return
showing fully the particulars of the allotment of such shares. If
the contract has not been reduced to writing, it is sufficient to file
partienlars of the contract duly stamped as if it were the contract
itself. Where default is made Ivcnowingly by the officers or directors
of a company, a fire not to exceed £30 may be levied for every day
during which the default continues; if the omission to deliver the
docuntent can be shown to have been secidental or due to inadvert-
ence, the court will grant relief and extend the time for the delivery
of the document for such period of time as it may deem proper
{sec. 42, Companies Act}. Failure to make the return will not
invalidate the allotment.

Commidssions.—While payment of commissions for the placing
of shares is permissible, certain formalities must be observed. In

® Piaance and lsrwe, Lid., Y. Canadian Prodwce Gﬁe., Lid. 11905}, 1 Ch, 37

® Housgehold ins. Co. v. Gront {1375}, 4 Ex.ir. 216,
* Kamagate Hote} Co, v. Monteftore {1566), LLR. 1 Ex. 109.
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the first place, the articles of association must authorize the payment;
secondly, the commission paid or agreed to be paid may not exceed
10 percent, and if the shares are being offered to the public for sub-
scription, the amount of commission must be disclosed in the pro-
spectus ; otherwise, the commission must be indicated in the statement
in lieu of prospectus and the number of shares which persons have
agreed (for a commission) to subscribe must also be shown, as in-
dicated above, Otherwise, no company may apply any of its shares
or capital money either directly or indirectly in the payment of any
commission, discount, or allowance {sec. 43, Companies Act}), Every
balance sheet must show the amounts of commissions paid by a com-
pany until written off in full.

CLASSES OF BHAERES

The capital of & company may be provided in eash or otherwise
by the various members and, in return, shares are allotted (as indi-
cated above), giving these members s variety of rights. If the
memorandum is silent as to the classes into which shares are divided,
the articles will govern this matter, and the company may make
such alterations as seem pecessary in its articles in order to issue
shares of various classes.® The rights of any class of shareholders
canno$ be interfered with, however, unless there is a resclution to
this effect by the class concerned confirming the alteration, such
resolution being passed and confirmed by the interested class in the
same manner as a special resolution of the company would be
adopted. If the rights of the various classes of shareholders are
fixed in the memorandum, the permission of the court will be re-
quired before such changes may be made. The usual types or classes
of shares known to company law and practice in England are ordi-
nary, preference, and deferred (vendors’) shares, and, in addition,
certain variations of these, :

Ordingry.—Usually the ordinary shares are the largest in number,
and these shares will participate proportionally in the receipt of
company profits by way of dividends declared after the preference
shares have received their dividends.

Preference~—Preference shares, divided into cumulative or non-
cumutlative, entitle the helder to a fixed dividend before any dividend
is paid on the ordinary shares. Generally the rate of this dividend
will be fixed, and no matter how much money the company earns,

} there is no additional dividend beyond this fixed rate pavable on the
{ | preference shares (unless the articles make special provision for
‘such payment)., When the preference shares are cumulative and
the profits of the company in any year are not sufficient to pay the
ﬁxec{) dividend, the amount which should have been paid in the form

of dividends when the profits are insufficient will accrue until such
time as payments can be made out of the profits of subsequent years;
that is, the right to receive the dividend will be carried over from
ear to year until payment in full has been made. Preference shares,
in the absence of any specific regulations of the company thercon, are
considered cumulative.®® Noncumulative shares are entitled to the

8 Re Austfrglinn Estales Co, [1910]. 1 Ch, 414.
® Foater v, Tolea [18U4], 22 T L., 5534,
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dividend at the specified rate from profits made in any one year;
but if the profits are insufficient for full payment of this rate in any
one year, there can be no making up of this deficiency in succeedin
vears. While usually a company cannot, without the sanction o:
the court, pey back the capital subscribed by its shareholders, never-
theless, if the articles so provide, a company can issue preference
shares upon such terms that they may be redeemed out of profits or
out of a fresh issue of shares {sec. 486, Companies Act). Such shares
are called redeemable preference shares.

Deferred —Deferred shares, sometimes called “capital founders’
shares”, are usually issued to promoters and are entitled to a divi-
dend when the dividend on the eordinary shares amounts to more
than g fixed amount. These shares are allotted on the basis of the
promoters’ having done the preliminary work and may be issued as
fully paid up: they may also be issued in satisfaction of an under-
- writing commission to persons subscribing for ordinary shares. In
either case the Registrar of Compsanies is advised, and the number
of founders® shares has to be stated in the prospectus or in the state-
ment in lieu of prospectus {sec. 35, Companies Act}. ;

BHARE CEETIFICATES

A share certificate is the title deed of a member of & company. It
is the title deed to personal property, the share being a legal right
or chese in action. The certificate enables the shareholder to show a
prima facie right to deal with the shares represented. .

‘When a certificate has been properly issued by the company, the
lutter is estopped to deny that the person to whom the cerfificate
was issted is entitled to the shares represented by the certificate.®®
The company, if it issues a certificate stating the shares to have been
fully paid, cannot later allege that they are not fully paid up#
However, if the holder of the certificate knows that the shares are
not fully paid, a statement in the certificate to the contrary will not
benefit him. If an officer of the company issues certificates without
the aunthority of the company, there will be no estoppel.

Certificates are prepared and sent to allottees as soon as possible;
they must be ready for delivery within 2 months after the shares
have been allotted or a transfer request is lodged with the company,
unless the conditions of the issue provide otherwise. Failure to com-
ply with this requirement will render the company and every officer
responsible for this delay liable to a fine not to exceed £5 for each
day that default continues (sec. 67, Companies Act}.

TRANSFER OF SHARES

The shareholder is given the right to transfer his shares by the
Companies Act (sec. 62). Upon transfer, the legal title passes and
is perfected by registration thereof on the books of the company.
Such a transfer must be made in writing end will conform to the
requirements of the articles. When the transferor has executed the

transfer, he gives it to the transferee with the share certificate; the
e t—— e .

® iiran V. Keanmwap [1010), 1 Ch. 833
4 Bfgpmenthai v. Ford [1587)], A.C. 154,
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latter sends it to the company for registration. The transfer must
be registered by the company as soon as possible, for until this for-
mality is accomplished the transfer is not complete, the transferee
having only an equitable interest. It has been held that the pur-
chaser has the obligation to prepare the transfer.** Transfers must
be stamped ad valorem (for rates of stamp tax, see p. 118).

The right to transfer may be restricted by the regulations of the
company. A discretionary power may be lodged in the directors fo
refuse 2 transfer without giving any reasons. (This is not permitted
under the rules of the London Stock Exchange; consequently such
& restriction should not be inserted if shares are to be listed on the
exchange.) If the directors exercise this power bona fide for the
company’s benefit, the court will not interfere.

Shares may be mortgaged by deposit of the certificates with the
lender. This merely establishes an equitable title. Such a title can-
not be entered on the company’s books and it does not pui the com-
pany on notice, except insofar s it may attempt to seek to establish
a priority for itself over the mortgage*® As no ordinary notice
of the morigage will require the company to recognize trusts or
equities with which shares may be impressed, another method of
safeguarding the mortgagee’s equity has been worked out. This
consists in serving what is called * notice in lieu of distringas.”
An affidavit and form of notice is filed at the central office of the
Royal Courts of Justice by the mortgagee; a copy of the affidavit
and a duplicate of the notice is then served on the company. Should
the mortgagor seek fo transfer these shares, the company must no-
tify the mortgagee that the transfer will be registered unless steps
are taken within 8 days to prevent this.

A shareholder may transfer a part of his shareholding. The cer-
tificate is then generally sent to the company, which certifies that
the transferor has turned in his certificate. The transfer is given
to the transferee and executed, then registered, and the company
issues two new certificates—one to the transferor for the balance
of the shares, the other to the transferee. DBut “ certification” is
simply evidence that the certificate has been deposifed; there is no
guarantee of transferor’s title, and fraudulent certification by the
secretary will not render the company liable, for the company only
authorizes iis secretary to give receipts for certificates actually
deposited.®

hould the company, through its own negligence, permit the
transferor to regain possession of the certificate originally deposited
and the latter commits a fraud (as, for example, by borrowing money
on the certificate), the company may be liable to the transferee if
he has been damaged, but there is no other liability, even though
third parties may suffer as a result.** '

When a forgery has been perpetrated and the company registers
the forged transfer, the true owner may demand reinstatement on the
register. Usually the transferce suffers the loss; if, however, on the
strength of the certificate issued, & third party deals with the trans-

& Birkett v. Cotopor. Coleg [1818], 35 T.L.R. 208§,

@ Bradford Banking Oo. ¥ Brigys [1888], 12 A.C. 28,

“ Legrge Whitechuyeh, Ltd, v, Covanegh [1902), AC. 117.

+ j.onpmon ¥. Both Blecirio Trapnoops, Lid. [11905], 1 Ch. 646,
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feree, the company wiil be liable,* being unable to deny the validity
of the certificate (by estoppel). When the original and only legal
owner has been reinstated, the company must make good the third
party’s loss and then look to the transferee for indemnification.

If s transfer turns out to be invalid, the shareholder who at-
tempted to transfer his shares remains liable for calls on these
shares. Conversely, when the transfer is binding, ther the transferee
is liable to pay subsequent calls* :

As has been seen (p. 14), shareholders sre not generally expected to
pay the full value of their shares immediately upon becoming mem-
bers of the company being formed. 1t is customary to pay a certain
amount on application, an additional amount upon allotment, pos-
s'bly a further installment shortly thereafter, and the balance “on
call.” This means that whenever the company may deem it advisable
it may send out a request for this balance owed (owing) on the shares,
_and this is termed a “call.” The articles generaliy specify the
manner of making calls; the directors are often authorized to decide
upon calls. By resolution at a beard meeting they direct the sec-
retary to give all shareholders notice of the call; no discrimination
between members of a class is permissible*® The call, to be valid,
must be paid in the manner prescribed by the arficles; immaterial
irregularities will not, however, vitisie s call otherwise good.**

The shareholder is in debt to the company for the amount unpaid
on his shares, and he is under a statutory liability in the natore of &
specialty debt to pay this amount when eailed upon.® Suit may be
brought on calls remaining unpaid, and if the power is contained in
the articles, the shares may be declared forfeited ; such a power must
be exercised bona fide for the company’s benefit. No callis may be
made until the maximum subscription has been completed (sec. 94,
Companies Act). Calls must be paid in cash; but where the com-
pany owes the shareholder money, the call may be set off against this
company debi except in case of a winding up, when all calls must be
paid in full and debtis are proved.

Transmiseion.~—When a sharcholder dies, the corporate existence
of the company is not affected; the shares are personal property **
and vest in the personal representative of the deceased shareholder,
The personal representative may be registered, or he may have the
benehiciaries registered.

A married woman is entitled to retain her property rights in
shares belonging to her originally or acquired by her before or after
marriage.

When a shareholder is bankrupt, the trustees in bankruptey can
sell and transfer his shares, or repudiate them if there is a liability.

Share warrants—The issue of share warrants is sllowed when the
shares are fully paid up and the articles contain a provision making
this possible. These warrants, under sezal, state that the bearer

* Bicomenthal v. Pord {1897], A.C. 138,
* Levi v. dprvs [1875]. 8 App. Uns. 852,
& Gullioway ¥ Helléd Comoert Bacicty [1815], 2 Ch. 233.
= Dencson ¥, Africen Corsoiidated Co. JI505], 1 €h 6.
™ Compantes Act. seC. D0+2): “ Al money payable by any member t¢ the compan
h;xE timnd dGm or articles ghall be a debt due lrom bim to the compeny, lni
netand.

= While this i» the geaneral rule, there are one or two <Iassica) examples of excep-
tions where the shares them:elves are considered reai property, as iz the New River Co.
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thereof is entitled to the shares or stock therein specified. Delivery

of the warrant transfers the shares or stock represented thereby.

When the warrant is issued, three times the ad valorem stamp duty

payable upon a transfer at the nominal value must be paid, but no

fan&g duty thereafter, regardless of how often the warrant changes
ands.

The member to whom a share warrant is issued has his name
struck off the register, and the following items are entered—the fact
that a warrant has been issued, and a statement of the shares of
stock included in the warrant, the shares being identified by number
and the date of issue.

When the articles permit, the bearer may deliver the warrant to
the company, have it canceled, and have his name entered on the
register as a member for the shares represented by the warrant. The
bearer of & warrant is not actually a member of the company unless
provision is made in the articles (sec. 25, Compromise Act) that the
holder of a share warrant shall be a member and have rights and
privileges of membership as if he were on the register, provided
he must produce his share warrant to the company before he may
attend any meeting or vote,

Warrants generally have coupons attached showing the dates on
which dividends will become payable during several years following
their issue; the dividend will be paid to the person producing the
coupon on the appropriate date,

FSBFBITU'BB AND BUBRRENDER

A member who disregards calls may forfeit his shares if the
articles so provide. Forfeiture does not release the person upon
whom the call was made from his statutory liability on the debt,
and he may be sued as an ordinary debtor. Any forfeiture which
in reality amounts to a purchase by the company of the shares of 2
member will be invalid, for a company is not allowed to buy its own
shares, Forfeited shares may be reissued at a discount; but shares
so s0ld remain unpaid to the same extent that they were unpaid at
the time of forfeiture.

Surrender of shares not fully paid up is justifiable only as an alter-
nate to forfeiture, and may be made only when the same conditions
exist and provision has been made in the articles. Fully paid-up
shares may be surrendered, provided mo reduction of capital is
involved, as, for example, in exchange for other shares of the same
nominal value.®* If a reduction of capital is contemplated, the
court’s sanction must be cbtained, Surrender avolds the formalities

of forfeiture.
LIENS

The company has a first lien on the shares of each member for his
debts and liabilities to the company when this is stipulated in the
articles. This lien also covers dividends on the shares. Power of
sale for the enforcement of the lien should be contained in the regu-
lations; it is also necessary to empower the directors to appoint.
someone to act as transfer agent who will register the shares sold,

b3

® Rowell v. J. Rowell & Sons, Ltd. [1912], 2 Ch. 609.
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since the company cannot register a share without an instrument of
transfer (see. 63, Companies Act). o

The death of the shareholder does not terminate the lien; it may
even be imposed after death has occurred.

S5TOCES

Fully paid-up shares may be turned into stock, the term “stock™
simply denoting that the company has recognized the fact of the com-
plete payment of the shares and that the time has come when those
shares mav be assigned in fragments, which was not permissible
before. The chief distinctions between stocks and shares are that
while shares cannot be transferred in fractions and no person may
hold part of a share, any value of stock may be held.** When shares
are converted into stock, the shares cease to be known by specific
numbers, and the members of the company are the registered stock-
holders (when the stock is registered). In the case of unregistered
stock they are the holders of warrants and have the right te act as
membezs en proof of their holding. Share warrants may be issued
only in case the shares are fully paid up and provision is made in the
articles for such issue. These warrants are issued under the seal of
the company, and they state that the bearer is entitled to shares or
stock specified therein, They are transferable on delivery.

To illustrate how the division of stock resulting frem psaid-up
shares may be effected, we may consider the case of a company hav-
ing issued shares in denominations of £100. When such paid-up
shares are converted into stock, it is possible to hold a fraction, such
as £15 10s. 4d., in stock, and ¥ a register of stockholders is kept,
stock certificates will be granted to evidence the stock holdings.

DIVIDENDS

When trading profits are divided among the members of a company
in proportion to their shares, they are called dividends. Dividends
may not be paid out of capital. The articles may determine the pro-
portion to be paid on each share, but if no reference is found therein,
then dividends are paid on each share in proportion to the nominal
value of that share, regardless of the amount paid on it.

While the rule that dividends should be paid out of profits and
cannot be paid out of capital is easy to state, it has been found much
harder to apply.* The facts in each case will finally determine what
has actually been done, but a few principles seem to have been laid
down with a certain degree of constancy.

It is generally believed that a distinction must be made between
“fixed” and “ etrculating ” capital®® Fixed capital is the property
which is to be kept for permanent utilization in the business—such
as buildings, plant, and fixed machinery, which need to be kept up
by additions, improvements, aud repairs, or by the establishment of a
s:nking fund to supply such needs.

Circulating capital is property which is bought or manufactured
. with the object of reselling or selling it at a profit. This type of

N Marrice v. dylmer [18741. 10 Ch. App. 148.
3 Yazonic €o, v, Sharpe (1291, 1 Ch. 154,
B fmmonic Sode Co. v. Chamberlain {1818], 1 Ch. 2885,



29 COMPANY LAW AXND BUSINESS TAXES IN GREAT BRITAIN

capital also includes goods consumed in use—coal, for example.
Prtg)ertg‘r of this kind should be replaced before any dividends are
paid. Frequently it is difficolt to distinguish between these two types
of capital. Often no exact line of demareation ean be drawn, and
much will depend on the business in which the company is engaged
and the manner in which profits are determined.®® It has been
suggested that the question of determining “ profit ” and “ capital ®
and the difference between them should be settled by the business man
rather than by the lawyer. In any case, the memorandum and arti-
cles must be strictly adhered to, and directors and auditors must
enforce their provisions. Where the articles permit, & profit made
on realization of the company’s assets may be distributed as a
dividend. o _

Shareholders cannot compel the payment of a dividend, even when
the profits are ample, if the directers have failed to declare one and
there is no fraud.*

As the matter of declaring dividends is in the hands of the direc-
tors, it generally happens that they recommend a dividend, the
auditors make their report, and the shareholders approve or sane-
tion the action of the directors. A director honestly believing that
the accounts are true and justify a dividend recommendation, cannot
be held liable; but if the dividend is recommended dishonestly or
negligently and is an improper use of the funds of the company,
the director is guilty of a breach of trust and is, with his co-directors,
jointly and severally liable to repay to the company such money
as has been paid in dividends under these conditions. Hewever,
recovery of the dividend received may be had from any shareholder
Eknowing these facts. Such a shareholder may not sue tge directors.*®

As an example of typical regulations governing the declaration
of dividends, table A (Valijpandix I} shozz}g be consulted.

Provision is generally made for the payment of “ interim » divi-
dends—that is, dividends declared at any time between two ordinary
general meetings. '

Onee dividends are declared, a debt from the company to each
shareheolder is ereated ; the shareholder may. sue the company on this
debt. ;

_ Unless there is an express agreement providing otherwise, divi-
dends must be paid in cash or the equivalent {that is, by check).

Sometimes the articles authorize the payment of dividends by
means of the issue of shares or debentures. When shares are issued
as dividends this is ofien referred to as the  capitalization of prof-
its.” What actually happens is that if the company has sufficient
undistributed profits, it can declare a dividend out of these profits
end simultaneously issue & corresponding number of mew shares,
which are paid for by =applying to that purpose the dividend
declared which belongs to the shareholders. The result is that the
company does not relinquish any of its assets, but each member
has & larger number of shares. The question naturally arises as to
whether such shares are to be viewed as income or capital. The latter
view, namely that such shares are capital, seems to prevail. Shares

® Verner ¥, General Commercial Trusy (18941, 2 Ch, 248,
¥ Rond ¥. The Barrodv Haeemalite Co. [1502]. 1 Ch. 333,
B Powers v. African Tug Co. [1804], 1 Ch. 538,
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distributed in this way bhave not rendered the recipient Lable to the
tax ob excess profits.®

In case shares are transferred when a dividend has been declared
or is aboat 10 be declarel. the question of who shall receive the
dividend arises: the contract usually contains a stipulatien o cover
this contingency. If the dividend goes to the transferce. the trans-
fer is said to be “ cam dividend ™; if it goes to the transferor, then
it is “ex dividend.” If the agreement has neo stipulation as to
dividends, the transferee receives all dividends declared afier the
date of the agreement for sale ™

BOEROWING FOWER AND DEBENTYRES

MERIEISG POWER

Trading compantes have an implied power to borrow, and the
extent 1o which this power mavy be exercised will depend on the
nature of the memorandum and articles The company may not
borrow until the minimum subscripiion has been subseribed (sec.
94, Companies Act).

The character of such borrowing may be temporary or long-term
Borrowing for temporary purpuses may be in the form of ansecared
lvans, mikm_ and endorsing of bills and notes, and overdrafts
secured by the deposit of title deeds. Long-term borrowing, gen-
erally secured by mortgage of the company’s proporty, is evidenced
by the issue of debentures.

The directors {subject to the articles) generally exercise the bor-
rowing powers of the company.

Noutra:ding companies do not have borrowing powers anless the
memoramium so provides. Application to the court may, howerver,
extend the provisions of the memorandum.

If » company should attempt to borrow beyond iis powers. the
borrewine is ultra vires and therefore void, as are also the securities
given. The leader cannot sue the company for the retarn of the
moner. but if it has not been spent, he can get an injuncticn fo stop
the company from parting with it. An action will lie against the
directors on an implied warranty of authority.®® If the moner
has been used to pay debts which could have been enforced arainst
the company. the lender may sue the company, standing thea in the
place of the creditors who have received satisfaction ™

The uncailed capital of a company may be changed if the memo-
randum or articles permit this.

Money hermted%r a company may be secured in one of several
wars: {1} a legal mortgage of some specific asset; (2) a floating
charge; {3) deposit of title deeds (equitable mortgage); (1) tem-
porary depesit of debentures.

A tleating charge on the undertaking or property of the company
is & customary furm of security. Essential e 15 are (a) that
it must be a charge on a class of assets. present and fuiure (for
example, book debns. stock, ete.); {3) that the class so charged
will change from time to time in the ordinary course of business;

» 'nismd Rrrener Commi<cenrry ¥. Paber's Esccuiars [1328), AC. 396

8wk v Homershem [IXTRI {Ill'l.’*l

o Wey 3y Prpert (15735 LR S O P 457,
® Hertae Coicsmichag Mecksw Cs usus j s 9 .. &
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{¢) that the company must be able to use its assets so charged as
if there were no charge upon them. Incoming assets of the same
class replace those that have been used;® the business must be
carried on without interference from the mortgagee or trustee until
it becomes essential to enforce his security.

DEBENTURES

A debenture may be defined as a written promise fo repay money
advanced, and interest, according to the terms contained in the docu-
ment. Repayment of the loan is usually secured by a charge on all
or part of the assets or undertaking of the company. When accom-
panied by a trust deed, the trustee being appointed to hold the
property or title deeds for the benefit of the debenture holders, it
1s properly called a mortgage debenture, although it is often referred
to in popular parlance simply as a debenture. Debenture holders
have the right to interest on their debentures, to receive payment of
the principal sum in due course, or, if irredeemable, to partake of
assets as secured creditors upon dissolution and to have their security
protected, and, when necessary, realized.

Debentures may be payable to the registered holder or to bearer.

The latter are transferable by delivery and the former by means
of a transfer registered on the company’s books. The form of
this transfer is similar to the one used in transferring shares (see
page 17). The consideration must be stated if the debentwre is
not by deed.5*

Specific performance may be had on a contraet to take up and pay
for debentures in & company {see. 76, Companies Act).

Where a trust deed is used, certain advantages accrue to the
debenture-holders. Among these may be mentioned the active
presence of the trustees, ready to take the necessary steps in case the
company should default, instead of leaving it to the individual
action of some debenture-holder; if the trustees have & power of
sale, they may realize the security without the assistance of the
court. The trustees have a legal estate and this prevents subsequent
legal mortgages from getting priority. By covenants in the deed,
the com%any can be compelled to insure and safeguard the propetry
covered by the charge. ' :

Debentures Fayabke to bearer are negotiable instruments.® They
are transferable by delivery, and the transferee in due course gets
good title, regardless of any defects that may have existed in the
title of the transferor; the company need be given no notice of a
transfer, and no stamp duty is payable when a transfer is made.

Interest on this type of debenture is obtained by means of coupons,
which are orders on the company or its bank to pay & certain sum
of money to the person presenfing it on or after a certain date.

Registration—Any attempt to create one of the following types
of charge will fail unless details of the charge being created have
been delivered to the Registrar of Companies for registration within
21 days of its creation—for securing an issue of debentures; or on

& Rp Yorkaliive Woolcombers® Aasociqlisn [1.141303}, 2 Ch, 284.

% Re Fireproaf Doors, Lid, gwm . 2 Ch. 142
= Rdeigiein V. Schuler [1802], 2 E.B. 144,
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uncalled capital; or created by an instrument which if made by an
individual would require registration as a bill of sale;* or on land;
or on book debts; er en calls made but not paid; or on a shi

a share in a ship; or on goodwill, patents, trade marks, or wpyrigli
or a floating charge {sec. 706, Companies Act).

The time of creation is often material; it may be said that the-
charge is ¢ften material; it may be said that the charge is created
when a_debenture is issued unless there is a trust deed securing a
series of debentures, in which case it well be the date of the execution
of this deed ™

The details or particulars of a series of debentures which must be
delivered to the registrar include {@) the dates of the resolutions
and covering deed (if any) creating and defining the security; (5}
the total amount secured by the whole series; (¢) 8 general descrip-
tion of the property charged; and () the names, if there are trustees
for the debenture-holders the names of these trustees {sec. 79, Com-
panies Act). The deed containing the charge—or, if there is none,
one of the debentures—must be sent to the registrar.

The company must keep & register of mortgages and charges

fieally affecting company property and all floating charges on
the undertaking or any property of the company (sec. B8); it must
also keep copies of all mortgages and charges which have to be regis-
tered with the registrar (sec. 87). Companies generally maintain
re%_isters of debenture-holders, although this is not z‘eguimd by law.

he register {of the company)} must be available for free inspection
to creditors and men:ibers of the company, while other persons may not
be charged more than 1 shilling. Copies of mortgages registered
with the registrar must be open to members and creditors free, but
net to others (sec. 89). The register kept by the Registrar of Com-
panies may be inspected by anvone on thie payment of a fee not to
exceed 1 shilling {see. 82). If there is a register of debenture-holders,
it must be open to registered debenture-holders and to members of
the company, subject to reasonabie restrictions {sec. 73). A copy of
this register may be had by shareholders or debenture-holders upon
payment of 6 pence per 100 words; debenture-holders may obtain
copies of the debenture trust deed (if there is one) for 1 shilling if it
is In print, otherwise at 6 pence per 100 words {see. 73 {2)}.

Where there has been no registration of a charge or mortgage
with the registrar, the obligation to pay the debt remains; but as
to security, it is void.** However, a new mortgage made under the
terms of a debenture trust deed mot increasing the total amount
secured does not have to b2 registered.® The registration of sepa-
rate mortgages of ships to trustees for debenture-holders is not
necessary.™

If the failure to register has been accidental or inadvertent, the
court may order an extension of time for registration (sec, 83, Com-
panies Aet).

oF
ts;

= Dwebentures of other mortgages made by “any mortgage, loan, or other fncorporated
cempany  npeed not be registensd as bifls of sale, ever if they inelude ehatiels i{zee. 17,
Rilis of Sale Act, 1882), .

€ Re Niw Londox and Sudirbon Gwmnibaz Co. 19051, 1 Ch. 621,

= Be Parkes Uarage | Nseadiincotey, Lid. [1929], 1 ¢h. 139,

= fiviatel Brewerics, Lod, v, Abbot [11008), T Ch, 279.

™ Cunard 8.5, Co. ¥. Hepwood {180S], 2 Cb. 5G4
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Issue~—Debentures, not forming a part of the share capital of the
company, may be issued at a discount if the articles permit.” De-
bentures may be issued any time up to the winding up of the com-
pany, provided such issue does not constitute a fraudulent preference
{sec. 265, Companies Act) or a void floating charge (sec. 266). (See
p. 40.} Money advanced to a company under an agreement that
debentures shall be issued creates a charge in equity,” and the agree-
ment should be registered within 21 days; if a debenture has been
issued in an irregular manner, it may be considered as an agreement
to give a charge {or debenture) in the future. Should sach a charge
be ereated within three months of winding up, it. may be considered
a fraudulent preference, and therefore void.” : _

Powers contained in the trust deed (often accompanying an issue
- of debentures) may enable the debenture holders to realize their
security; otherwise they (a2} may sue for the amount of their deben-
tures; or {b) apply for the sale of the property secured; or (¢) the
appointment of a receiver may be made or requested; or {d} a peti-
tion may be presented for the winding up of the company; or {¢)
an order for a foreclosure may be applied for (to the court) as in
~ the case of an ordinary mortgage. This foreclosure may be made to
cover the uncalled capital of & company. To use this method of
realizing security, all debenture holders of every class must be parties
to the action; consequently, its use is infrequent.’ .

When the -debenture holders have enforced their security, what-
ever proceeds are realized may be applied by them to the payment
of cosis, principal debt, and interest,”® unless the security is insuf-
ficient and the company insolvent, in which case interest becoming
due after winding up cannet be proved.

' DEBENTURE STOCK

‘Some confusion has-arisen from the use of the term * debenture
stock.” Just as in the case of & * debenture ¥, where there is & debt
due from the company evidenced by a document called a “ deben-
ture ”, so in the case of debenture stock, there is a debt or obligation
due from the company called “ debenture stock *, evidenced by a
document referred to as a “ debenture stock certificate.” Debenture
stock may be subdivided; otherwise it is abeout the same as.a debt
secured by debentures, for it is definitely & debt or obligation. The
eompany’s liability on this is viewed as a liability to pay an annuity
rather tﬁan that of repaying a loan.

RECEIVERS

As has been mentioned above, debenture holders may appoint
{being given this power quite generally} a receiver to enforce their
security. If this power is not given, the court may do so if con-
ditions warrant such a step. If the court, upon application by 2
debenture holder, appoints a receiver, there can be no interference
with the laiter, for such interference would be contempt of court.

= Re Regenta Canal Co. {18?63. 8 Ch.D. 43.

ﬂj’eggr. ¥. Neath, cie., Co, {1IR R& 1 Ch. 183,

% B¢ Jackvon and Barsford ima Y. 2 Ch. 407,

T Riliag v, Centinentgl Cu. [18971, 1 Ch. B1l,

® Wailace V. Univeraal Ausomaiic Qu. [1804], 2 Ch. B35,
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Unless the court grants its permission, no proceedings can be in-
stituted ' against & receiver or the property in hig care.

A corporation is not eligible for appointment as a receiver (sec.
806, Companies Act). A receiver appointed under a power by the
debenturs holders is their agent; they are liable for his remaneration
and on his contracts,” unless the power expressly states s receiver
to be the agent of the company.™

A receiver appointed by the court is an officer of the comt and
may be held nally liable on any contract he makes. However,
be will be indemnified out of the assets of the c«c)gl;gany in priority
to the debenture holders {the receiver having a under instruc-
tions of the court).™ He is considered o have been appointed for
the benefit of all persons interested in the assets. In case of a “de-
benture holder’s action ¥ {initiated by one debenture holder on behalf
- of himself and all the others) the court may appoint a receiver if the
. principal sum has become payable, due to & t for 3 months in

the payment of interest; or because of & distress or execution being
levied or sved out on any pro or assets of the company and
not paid within 7 days; or if an order is made or & resolution
passed for the winding up of the company; or if the company is
wound up even though repaymént is not expressly provided for in
that event; or, finally, if the security is jeopardized, although no
winding up or interest default has occurred.® An example wounld
be if 8 company were to propose the distribution of its reserve fund
among its memiem (as a dividend}, leaving insufficient security for
the debentures:® insufficiency of mcuntz ons does not amount to
jeopardy.® The court may appoint the “ official receiver ® (sec. 179,
Companies Act) the receiver of a company (sec. 307). The “official
receiver " is generally the officer attached to the court for bankruptcy
purposes. . . N

‘While the company continues to exist after a receiver has been
appointed, the assets e specifically charged in favor of the de-
benture holders.® If it is necessary, the court may appoint a mana-
ger to operate the business and then sell it as a going concern.

The receiver may be authorized by the court to W IMORSY
which will constitute a first charge on the property having priority
over gll debentures, if this is essential to preserve the gnsim“
AH business correspondence, invoices, ete, bearing the name of the
company, must show that a receiver has been appointed after an
appointment has been made (sec. 308, Companies Act}).

COMPANY MANAGEMENT
DIRECTORS

Since the adoption of the Companies Act of 1929 no doubt remains
as to the requirement regarding directors; every company (except

:h!ﬂ‘dmh!m, Lid ‘IM,SCILZSS.

Y. Wood end olherg {1912). 1 K E S8
=g Printing Ov. 7. Chic., Li& [1903], 3 Ch 223
= Ewrt v. Ball (1595]. 1 Q.B. 238

® WcMakon ¥. North Kent fron Works {18911, 2 Ch. 145
= it Goow Copper Ce, [1913], 2 Ch 538
T ;:gccx_’;.w York Tesiced Ow, Lid. [1913], 1 Ch 1; Sequin v. Ths Oompeny {1912],
= Noss Stoumalty Os v. Fhisay [O12]; AC 200
= Re Glaviir Copper Mikes, Lid. [1006), 1 Ch 365
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rivate companies} registered since this measure became law has
gad to have at least two directors {sec. 139, Companies Act}.

DUTIES

It is usual for the company to have directors and officers. These
officials inelude among their duties the making of contracts for the
company, the administration and management of the enterprise, and
the conservation and judicial utilization of the property of the
company.

BELATION TO THE COMPARY

The exact relation of the directors to the company is difficult to
define; nevertheless, it may be said that theirs is a fiduciary rela-
tionship, varying with the duties they are engaged upon. When
exercising the power of issuing and allotting shares, making * calls 7,
sapproving transfers, and performing similar functions, the directors
are trustees for the company. They are not entirely nor purely
trustees, for they gemerally receive remuneration from the company
for their work. Furthermore, they have s pecuniary interest in the
company by reason of their qualifying shares. But when the direc-
tors act as trustees, they do so for the company,® not for the indi-
vidual shareholder nor for third parties who have entered into con-
tract with the company.®®

In relation to the pro and contracts of the company the di-
rectors are more nearly in the position of agents for the company.
Thus, they make contracts for the company and are not personally
Liable therecon unless they have contracted in their own names, in
which case the third party may sue either the company or the
directors. If the contract is ultra vires, and cannot bind the com-
pany, the directors are not liable unless on an implied warranty of
authority.®® If, however, the act is only beyond the powers of the
directors, but not the company, if made with a third party who had
no notice of the lack of power in the directors, the contract binds
the company; if the contract is made with a member, it is voidable.
An ultra vires act of the directors may be validated by the acqui-
escence of every shareholder. If the act is outside the powers of the
company, it is entirely void.

APPOINTMENT

The articles often mention the first directors; but to be validly
appointed, these directors must have signed and filed with the Reg-
istrar of Companies a consent to act, and must have signed the mem-
orandum for his qualification shares, or taken them up and paid
for them, or signed a contract to take them from the company and
pay for them, or signed a declaration that a number of shares suffi-
if:?t to qualify him are registered in his name (sec. 140, Companies

Where the articles are silent 8s to the first directors, the subscribers
to the memorandum will elect them (by majority vote} at a meeting
of the subscribers, or appoint them by signing & written appoint-

u Pereival v, Wright [1502], 2 Ch, 421,
= Bath v. Btanderd Land Co. E‘Bll& 1 Ch. 818,
¥ Weeks v. Propert [1873], L.R. 8 C.P. 427,
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ment ; all the subscribers must sign.™ The arficles geaera}IF specify
how subsequent appointments of directors are to be e; if no
specific provision s made, then the general meeting has the power
to appoint new directors.™ . .

The company must keep a register of its directors, showing their
pames, addresses, and nationalities, showing also former names and
any change of nationality. Copies of the register must be sent
to the Registrar of Companies, who must also be notified of any
change among the directors (sec. 144, Companies Act).

QTETM XE)UEREMENT

The number of directors whose presence is required at a board
meeting to transact business is called 2 quorum. The articles nsu-
ally fix the quorum requirement. Notice of meetings must be given
to all directors.

Although it is not required, the srticles generally provide that
to act as a director a person must own & certain number of shares.
If such s qualification exists, then it must be mentioned in the pro-
spectus, and each director must take his qualification shares within
two months af his appointment, or he must quit his office and he be-
eomes liable to a fine of £5 for every day that he sttempts to act as a
director (sec. 141, Companies Act). No company may begin busi-
ness operations until the directors have taken up their quahifying
shares and ¥>a.id on them (if payable in cash) the same proporiion
as is payable by the public on spplication and allotment (sec. 94,
Compsanies Act}).

If it is provided in the articles that the gualification of a director
is the holding of shares * in his own right ”, a person may be qualified
although not the beneficial owner of the shares; for enm‘gle, & trustee
may be qualified by the shares he holds in trust.™ A director may
be qualified by holding shares jointly with another person.®

DSQUALIFICATION

Disqualification results if the director does any act which, under
the articles, disgualifies him from holding office. A director, being
bankrupt, cannot act in that official capacity withoui leave of the
court {sec. 142, Companies Act}. A disqualified director cannotl act
for the company; if he attempts to do so, he may be restrained by
injunction, although the company has no groands for suing him
for dama Often a clause is inserted in the articles whereby an
scts done by directors within the limit of their authority are vali
even if it should appear later that they were disqualified. This
refers to transactions entered into with members of the company,
as well as with third parties. Once a director has resigned, he cannct
withdraw his resignation.™ The company may remove s director
whose services are unsatisfactory, but the power of removal is com-

= In re Joka Naevley B Co. 1139171, 2 O 358,

® Barrowr ¥. Perter {1914}, 1 Ch 595,

" Re Derar Coaificid Exivnsion, Lid. [1908], 1 T €5
B GCrundy v. Engys {12101, 1 Ch. 444,

" Gisszep T. Glossep [17), 2 Ch 33D
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pletely governed by the articles.®™ A special resclution will give the
company this authority if it is not contained in.the articles. The
term of office of the directors is usually specified.

POWERS

Directors are generally empowered to carry on the business of the
company within such limitations as the articles may contain. The
shareholders may ratify acts of the directors {although beyond their
powers), provided they are within the powers of the company.

A contract between a director and the company will be wvoid
there being a conflict between the director’s private interest and
his duty to the company. If the articles modify this rule and permit
a director to make coniracts with the company, then the board
must be apprised of his interest (sec. 149, Companies Act) and the
articles will usually provide that he may not vota. Another excep-
tion to the general rule is that a director may contract with the
company to take shares. .

MEETINGS

Directors carry on the management of the company at meetings
{cailed board meetings}. Such meeti.n% are duly called; that 1s,
each director must be given due notice. Directors may conduct their
meetings whenever they may see fit; minutes of these meetings are
kept and signed by the chai

B,esoluéions are the usual form in which the directors make their
decisions; these are recorded in the minutes.

Directors may not, as & rule, delegate their powers, but the articles
may give them express power to do this. Unless precluded by the
articles, directors may exercise their right of vote in shareholders’
meetings. When the winding up of a company is begun, the direc-
tors lose their powers.

EEMUNERATION

The remuneration of directors must be made the subject of an
agreement; ordinarily the articles make provision for the compen-
sation of these officials. Such remuneration must be stated in the
prospectus and shown in the balance sheet (sec. 128, Companies
Act). When fixed by the articles, a special resolution is required
to change the remuneration; when so provided for, it is a debt
due from the company to the directors,

If the remuneration is to be a certain sum per year, the directors
will not receive this unless the year is substantially complete; but
if compensation is fixed at a certain “rate ™ per year, then it will
be apportioned in case a director does not serve for the whole year.

Directors cannot vote themselves gifts, nor can compensation be
paid to directors for loss of office nnless the amount to be paid is dis-
closed to the shareholders and approved by the company (sec. 150,
Companies Act}. The suditors are required to mage a statement
of zll sums paid to the directors for the preceding 3 years
{whether as directors or managers) when requested to do so by

rsons having onse fourth of the voting power in the company
{sec. 148},

% Rrowne v, Le Trinidad [1887], 87 Ch.D. 1.
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LIABILTTY

While the rule is that directors are not personally liable when
acting for the company, there are certain exceptions which should
be noted. Thus, they are liable to persons who subscribe for shares
when untrue statements appear in the prospectus (sec. 87, Companies
Act); they are liable to the company for loss suffered By the com-
pany if they have exceeded their powers; they may also be liable
to the company if they have been guilty of negligence, that is, failure
to use the care of an ordinary person in his own affairs.® "The di-
rectors are also liable on an implied warranty of authority when
they have acted beyond their powers. Liability resulting from negli-
gence by the directors cannot be averted by s clause in the articles
to that effect (sec. 152, Companies Act). Where the directors, actin
within their powers, make honest errors of judgment in the bona-fide
exercise of their discretion, they will not be lieble; those who charge

- the directors in such a case with bad faith must bear the burden of
proof®® :
PENALTIES

Directors become liable to certain penzlties when contravening or
failing to comply with certain sections of the Companies Act, in-
eluding the following: Calling a general meeting every year and
within not more than 15 months of the preceding one, £50 maximum
penalty (sec. 112) ; sending the registrar copies of resolutions (spe-
cial and extraordinary), default fine of £2 (sec. 118) ; transmitting
& proper report before the statutory meeting, £560 maximur penalty
§sec. 118} ; keeping a register of members, £5 & day default penalty

secs. 95 and 365%; keeping & register of directors and notifying
changes in the board, £5 & day (sec. 144) ; preparing an annual list
and summary, £5 a day (secs. 108 and 110); keeping registers of
charges and mort%a y £50 maximum fine (sec. 88) ; allowing inspec-
tion of register of charges and mort%n.ges, £5 fine and additional £2
a day {sec. 89) ; notifying registrar of conversion of shares into stock
or ot consolidation or division of shares, default fine, £5 a day (sec.
51) ; having certificates ready for delivery, fine £5 a day (sec. 67);
stating in every balance sheet the amount paid as uaderwriting
commissicn until written off, default fins of £5 a day (sec. 44);
allotting of shares without minimum subscription completed, indem-
nification of allottee and company (sec. 41); sending in a proper
return of allotments, £50 maximum fine (sec. 42); submitting s
statement of affairs (on winding up), £10 a day (sec. 181}. %‘he
penalties listed above are the maximum applicable to the offenses
enumerated. The secretary of the company will generally familiar-
ize himself with the requirements of the Companies Act and advise
the directors accordingly.

MEETIENGS AND BESOLUYIONS

A company limited by shares is required to hold a general mesting,
known as the statutory meeting, within not less than 1 month
nor more than 8 months from the date upon which it is entitied

w Leeds Batats Qu. v. Shepierd, 88 Ch.D. TBT.
* R Now Mashomoiand Co. [1852], 8 Ch. 577.
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to begin business (sec. 113, Companies Act). The object of this
meeting is to give the shareholders an opportunity to see for them-
selves how the company stands. Seven days before this meeting
each shareholder must be sent a copy of a report showing the number
of shares allotted, the amount paid up, and the consideration for
which allotted; the cash received in payment for these shares; sn
abstract of the receipts and payments on capital account and an esti-
mate of %reﬁminary expenses; the names, addresses, and descrip-
tions of the directors, manager, secretary, and auditors of the com-
pany; the particulars of any contract which is fo be presented to
the meeting for modification, and the nature of the modification.
At least two directors must certify this report; the suditors are
required to certify such part of the report as relates to accounts,
‘When the company has only one director, then this director and the
manager must sign the report. A copy must be filed with the
Registrar of Companies immediately after it has been sent to the
members. A private company is not required to hold a statutory
meeting (sec. 113, Companies Act). )

In the course of the meeting the members may discuss any matters
relating to the promotion of the company or to the report. Before
the statutory meeting the company cannot change the terms of any
contract mentioned in the prospectus unless it is made subject to the
approval of the statutory meeting (sec. 36, Companies Act). A
list of members must be available at the meeting; this will show the
names, descriptions, and addresses of the members, together with the
number of shares held by each. If the requirements of the Com-
panies Act regarding the statutory meeting are not complied with,
this may be made sufficient grounds for a petifion to the court to
wind up the company, but the court may order the meeting to be
held and the statutory report to be filed instead of granting the
petition for an order to wind up the company.

The erticles generally provide for an annual general meeting fo
convene on & certain date. At least one general meeting must be held
every calendar year, and within 15 months of the previous meeting.
A penalty of £50 is provided for failure to comply (sec. 112, Com-
panies Act). Such a meeting is termed an “ ordinary meeting *, and
the articles of association will, in general, stipulate its time and place.
All members are entitled to notice of a general meeting. ile no-
tices are not construed very strictly, they must nevertheless show sub-
stantially what is proposed to be gone.

The directors of a company may call an extrzordinary general
meeting for the purpese of transacting pressing business. Share-
holders having not less than one tenth of the paid-up eapital carry-
ing a right of voting may compel the directors to cle an extraordi-
nary meeting (sec. 114, Companies Act}. The articles may broaden
this power (as by permitting shareholders with s smaller ratio of
the ﬂnid-up capital to request a meeting}, but they may not restrict it.

The demand for & meeting must be by requisition, and the share-
holders requesting it must sign; the object for which the meeting is
to be held should be stated. If the directors fail to call the meeting
within 21 days, a majority {determined on the basis of voting power)
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of those requesting the meeting may at any time within 3 months call
the meeting.
The business transscied in the meetings is ordinary or extraordi-
nary, the ordinary business (stated in the articles) vsually involving
eonsideration of sccounts, sanctioning dividends, electing directors
and anditors, receiving the reports of the directors and anditors, and
all business which generally forms part of the ordinary routine of the
armual meeting. Other basiness is

The articies may fix the number of shareholders which shall con-
stitute & quorum for meetings. At least two must be present if no
provision 1S made, unless all the shares of the class are held by one
person™

The meeting is presided over by & chairman, who may be appointed
by or under the articles or elected by esch meeting. The presiding
oificer decides nnttezs.mesthztthemhnglspmperiy
conducted, an m-re;pluhanstot;t A meeting
haﬂngbeenproperheaﬁedc:nnd postponed chairman or
by the directors™ If the chairman attempis to put an end to the
meehngwthoutrtswmt or leaves the chair and declares the
meeting closed before the business has been completed, a new chair-
man may be elected and the basiness may be transacted™ While
the rights of the minority must be respected, this does not mean that
every sharcholder may prolong the discussion interminably.

antwofthepmeeedmfsataum:mgsofthemmpanymmthe
kept in minute books kept for that purpose. These minutes mast be
gigned by the chairman, wherenpon they constituie prima facie evi-
dence of the proceedings. A meeting is considered to have been held
if the minutes have been properly kept, unless the contrary is proved
{sec. 120, Companies Act). Members are allowed to mspect the
minute books of the company free of charge. the registered office being
the place where these books are available for inspection. Members
msy obtain copies of the minutes at a cost not to exceed 6 pence per
100 words {sec. 121}.

Resolutions may be considered as falling into three categories:
(1) ordinary, (2) extrsordinary, and (3) special.
rdunry resclotion s carried by a simple mz]onﬁ' of those
msatsmeetmb An extraordinary resclution the affirm-
ative vote of three fourths sz tbeeewhmhw’ho are entit} thtz vote and do
vote at 3 general meeting, notice stating intention to
propose the resolution as an extraordinary resolution has been given
{sec. 117, Companies Act). Sach a resoluiion may be used to wind
up & company voluntanly (sec. 225). The articles most contain &
stipulation to this effect or they must be changed by special resolu-
tion. The latier type is similar to the extra m'dmarvnsaluheabnt
requires pot less than 21 days’ notice of the meeting and of the inten-
tion to present the resolution as a special resolution. Matters re-
quiring a specisl resolution are (a) alteration of the articles of the
company, {#) change in the name of the company (with permis-
T fest . Becaert Brother, Lik [19111. 1 Ch 163

= Smuth V. Peorwmonw Nwoex [1008], 2
* Setvomal Duniimge Secicty ¥. Sphes [1894), 3 Ca 150,
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sion from the Board of Trade), and (¢) reduction of the capital or
slteration of the memorandum {with leave of the court).

Each sharehlder has the number of votes accorded to him by the
articles; if no frovision is made, sach member has one vote. The
usual method of voting is by a show of hands; only members actually
present may then vote. ’%he only person entitled to vote as the
holder of a share is the one whose name appears on the register for -
that share.”® A customary provision is that the number of votes
each shareholder has shall depend on the number of shares he holds,
If voting is carried on by a poll, members who are absent may have
their votes cast by a proxy or representative, properly appointed
for this purpose.

A written instrument giving & person authoritfy to vote on behalf
of a shareholder is called a proxy. When such authorization is
given for only one specified meeting or adjournment thereof, it is
a special proxy and must bear 2 penny stamp; if it is an authoriza-
tion to vote at any meeting of the company, it is & general proxy,
and & 10-shilling stamp must be affixed. Regulstions governing
proxies are usually to be found in the srticles; otherwise, no right
to vote by proxy exists.

If one company is 2 member of another company, it may designate
a representative to vofe on its behalf (sec. 116, Companies Act).

Adjourned meetings are generally considered as continustions of
the original meetings,' but a2 resolution passed at an adjourned
meeting must be treated as having been adopted on the date when it
was actually passed (sec. 119).

While a chairman’s statement that a special or extraordinary
resolution has passed will not make a resolution good if the state-
ment itself shows it to have been bad,* it will be conclusive unless
8 poll is requested.? A special resolution may be adopted at a meet-
ing of which less than 21 days’ notice has been given if sll the
members entitled to vote agree to this {sec. 117, Cg(:mpanies Act),

Within 15 days of adoption, a copy of every special or extraordi-
nary resolution must be sent to the Registrar of Companies. Failure
to do this may result in a fine of £2 being imposed. Special and ex-
traordinary resolutions so registered must form part of the articles
as issued thereafter (sec. 118).

ACCOUNTS AND AUDRITORS

ACCOURTS

Every company is required to keep books of account relating to all
receipts and expenses and matters pertaining thereto, sales and pur-
chases of goods, and assets and liabilities (secs. 122 and 123, Com-
panies Act). These books are to be kept at the registered office or
at some other place designated by the directors. They must be open
to inspection by the directors. K profit-and-loss account and a bal-
ance sheet must be presented to the company each year at its general
meeting by the directors.

® Wiss v, Lonsdell [1921], 1 Ch. 420.

1 Spencer v. Kennedy [1928), Ch. 125

& Rg Cargtal New Mines, Lid. risozé, 2 Oh, 408,
* Re MHadleigh COcstie Gold Minsz [1D00], 2 Ch. 410,
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The balance sheet must have a summary of the authorized eapital,
the issued capital, the hiabilies, and the assets. The natare of the
liabilities and assets and the method of arriving at the values of the
fixed assets must be shown.

Provisien is also made that the balance sheet will show in itemized
form commissions and diccounis on shares and debentures until
writter off (sec. 44); loans for the purchase of shares by emplovees
{sec. 45); the pumber and amount of any redeemsable preference
shares, and the date on which they can be redeemed (sec. 46); par-
ticnlars as to debentures which have been redeemed, but are avail-
sble for reissne (sec. 75) ; the preliminary expenses, slso those for the
t==ue of shares antil written off {sec. 124} ; all the debts of the com-
pany which sre secured by any of its assets {sec. 124) ; the amount (if
it can be ascertained) of the goodwill, patents, and trade marks
(sec. 124); shares in subsidiary companies (sec. 125) ; desaiis as {o
the profits and losses of subsidiary companies {sec. 126) ; loans to
directors or officers, and the total amount of remuneration paid to
directors {sec. 128).

Two directors (if there is only one, his sionature is sufficent)
must sign the bhalance sheet; there muost be atiached a report of the

as well ss that of the auditors (sec. 123), as to the con-
dition of the companys affairs the dividends recommmended to be
paid, and the amounts to be aliocated to reserve (sec. 124).

Acoounts of the company, presented and passed at the annual gen-
eral meeting, shouid be kept 1n the manner used by prudent business
men.* Except in the case of the private company, copies of the
mnnismmtbesenttotheshmhofders {sec. 130).

ACIITORS

Every company requires the services of an anditor; he is appointed
at the annual general meeting of the company. If no appointment is
made then. the Board of Trade may, upon the application of any
member of the company, make this appointment (sec. 132). In gen-
eral, the articles will contain a provision governing the appointment
of auditors. Certain persons are ineligible to serve as auditors—as,
for example. directors or other officers of the company, partners of or
persons employed by an officer of the company {except in the case of
s private company), and corporations (sec. 133}.

e directors may appoint the first auditors, who may be removed
by the company in general meeting (sec. 132). The intention to
nominste a person as auditor must be announced to the company
14 days before the general meeting is to convene (sec. 132).

Auditors are entitled to have access to the books and papers of
the company ; thev may even ire explanations and all n
information from the officers of the company. They may also atten
the meetings of the company at which the aceounts of their reports
are being considered (sec. 134}. While the auditor is an officer of
the campany, be i3 also a check on the directors, for he is a servant
of the members. His duty is to determine the true financial position
of the company, not merely to examine accounts and check receipts
and payments; but he must also ascertain whether or not there was

Lt Hindy v. Bucase Syren Co (1906}, 2 Cr. 854
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any authorization to make the payments shown in the accounts
being examined. The auditor must not only check the books, but
must setisfy himself that they represent the company’s true financial
condition. The auditors must also prepare a report indicating
whether or not they have been able to obtain all the information
and explanations required, and whether or not the balance sheet
has been properly drawn up (sec. 134). This report, attached to
the balance sheet, must be read in the genersl mecting of the com-
pany; members are entitled to have copies (sec. 129).

The company cannot by any regulation in its articles limit the
auditor’s duty to report to the shareholders; any resolution enacted
for that purpose is ultra vires® The obligations of the auditor
require him to see that the tree financial condition of the company
is reflected by the books; he must report all material points to the
shareholders, and if the balance sheet does not show the amount of
loans to the officers or the remunerstion of the directors the report
of the audifors must include these details as well (sec. 128)}. The
auditor must also familiarize himself with his duties under the
Companies Act and under the articles. Honesty, reasonable skill,
and care are to be expected of an audifor; failure in these require-
ments may result in 2 suit against him for damages. It is not
his duty to give advice,® but if he observes anything suspicicus he
should follow it through, and he must report to the shareholders.”
The auditor cannot be said to guarantee that the books of the
company show the true state of the company’s affairs. But the
auditor should see that the moneys and secunties of the company
are actually in its possession or have been deposited with a bank or
other similar repository for safekeeping.?

The remuneration of the auditors is decided upon by those who
have the power of appointment—as, for example, the general meet-
ing, the directors, or the Board of Trade (sec, 132},

PRIVATE COMPANIES

A private company is one which by its articles restricts the right
to transfer its shares; limits the number of its members to 50 (not
including individuals who are or have been in the company’s em-
ploy); and prohibits any invitation to the public to subscribe for
any shares or debentures of the company (sec. 26, Companies Act).
Jomt helding of one share is considered a single membership.

In case a private company does not comply with any of the above
provisions, it is no longer entitled to the privileges of a private
company. If the failure to comply is due to sufficient cause (such
as accident or inadvertence), the court may grant relief (sec. 27).
But if the private company alters its articles so that they no longer
contain the necessary restrictive provisions, the company, being no
longer a private company, must deliver, within 14 days, to the Regis-
trar of Companies & prospectus or statement in lieu of prospectus
‘i;: a)ccordance with the prescribed form (schedule III, Companies

et).

s Newtan V. Birmingham Small LArmg Oo, [1006), 2 Ch. 878,
¢t Re London Genorai Bank (no, Z) £1835§.

T Re Kingston Cotion Mill Ca. {no. 2} (21 96&2 Ch. 279,

¥ Nty Zguitable Fire Insurance Co. [1825], 407,
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SHARES

In practice, the shares of a private company are held by a few in-
dividuals, who will frequently be found to be members of the same
family. Even when one person holds practically all the shares
of a com%any, the legal position of the private company is in most
respects the same as that of a2 public company.®* American business
enterprises often find it expedient to organize a %ivate compeny in
England to distribute their commodities in the British market; as
only two members are required, the manager and his assistant may
be the shareholders.

An important question to be determined is as to whether or not
the company has issued an invitation to the public to subscribe for
shares or debentures. The eriterion appears to be that the invita-
tion must have been issued by the company itself?® and to any per-
son who may have apglied for shares or to a class of people chosen
as being the most probable subscribers.*

SPECIAL PRIVILEGES AND PROVISIONS

Private companies enjoy certain privileges and are subject to cer-
§sm special provisions, among which may be mentioned the fol-
owing: -

1. Two members (instead of & minirmnm of seven, as In the case of a public
company) may organize a private company {see. 1).

2, Business operations may be started oven if the minimum subscription has
pot been subscribed and the gdirectors have not paid the proper propoertion on
their shares (sec. 84).

8. Shares may be allotled before the minimum subscription iz subscribed
{sec, 89).

4. No stetutory meeting need be held (gee. 133},

B, No prospectus por stetement in leu of prospectus need dbe filed or issued
{sec, 40), bat if an underwriting commission is to be paid, s statement in pre-
scribed form must be fssued (sec. 43).

6. Directors are not required to deliver to the repgistrar a eonsent ip aet,
or to sign the memorandum or a contract for their gualification shares (see.
140). .

7. No balance sheet need be inciuded withk the annusl summary {see 110).

8. A certificate, signed by a director or the secretary, that the rompany hss
not lssaed any invitation {o the pnblie to sobacribe for shares or debentures, apd
a further certificate (if the fotal membership exceeds 60} that such excess
consists of employees or former employees of the compeny must accompany
the annual lst and summary {secs. 108 and 131).

By its articles of association, the private company should provide
that—

1. The number of its members (not connting employees and former employees)
be lHmited to 50,

2. No invitations to the publie to subscribe for shares or debentures be issued.

8. Share warrants are not authorized,
4. The transfer of shares is restricted.

COMPANIES LIMITED BY GUARANTEE

In the case of & company limited by guarantee, each member under-
takes to contribute a certain sum in case the company is wound up;
therefore, sach a company is not obliged to have any capital. The

* Satomon ¥, Salomon [1897). AC

» Booth v. New Afrikander Co, [1903], 1 Ch. 205,
o Sherwell ¥. Comdined Incandescent Syndicsts, Lid, {1907}, W.N. 110
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memorandum contains a statement of this guarantee, but need con-
tain no statement in regard to the amount o%ucapitai.

No contribution in excess of the amount guaranteed may be re-
quired of any member in case the compang is wound up. Past mem-
bers of the company may be put on the “ B ” list. (See p. 47.)

There is very little securify for persons dealing with a company
having no capital, as there is no liability on the members tmtif the
company is wound up; by that time the members may no longer be
financially responsible.

Where the company has & capital divided into shares, the amount
of this capital and the number of shares must be stated in the mem-
orandum (sec. 2, Companies Act). o

Upon the aliotment of shares, the registrar must be provided
with a return, in compliance with section 42. (See p. 14.)

REGISTERED BRANCHES

When business is to be done in the United Kingdom on 2 large
and permanent basis, it may be desirable to register a branch, If
it is decided to register a branch, certain formalities must be com-
plied with: namely, the Registrar of Companies must be supplied
with a certified copy of the charfer, statutes, or memorandum
and articles of association; a list of the directors of the company, to-
gether with the particulars regarding each as required for the regis-
ter of directors; and the names and addresses of one or more per-
sons resident in Great Britain authorized to mecept, on behalf 6f
the company, service of process and notices required to be served on
the company. This information must be furmished to the Registrar
of Companies within 1 month from the time of the establishment
of a place of business in Great Britain. If any change is made in
the foregoing particulars, the Registrar of Companies is to
advised. A certified copy of the charter must be legalized by the
British consul having jurisdiction in the territery where the cor-
Eeration was formed. A further requirement is that a combined

alance sheet (showing the operations of the company and of the
registered branch) must be filed each year in the form prescribed for
companies under the Companies Act (sec. 347). Xlthongh the
theory underlying this requirement is that the American company
i3 being taxed on the net profits made in England, the sccounts of
the branch, if correct, will form the basis of its tax assessment.

‘Where an American company wishes to sell ifs goods in England
without losing its identity, and has no objection to presenting its
balance sheet for the scrutiny of the exchequer, doing business
through a branch may prove to be the simplest and most effective
method. Many American companies, having begun the marketing
of their products in England through a branch, have found it advis-
able, as their business attained a considerable volume, to organize &
separate British company.

hen a company having a registered branch issues a prospectus
inviting subscriptions for its shares or debentures in Great Britain,
the country in which the company is incorporated must be stated;
the name of the company and of the country in which incorporated
must be displayed conspicuously on every place where it carries on
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vusiness in Great Britain; all notices, advertisements, billheads,
Ietter paper, and publications of the com&any must show in legible
characters the name of the company and the country in which incor-
porated ; if the liability of members of the company is Iimited, this
must be stated in legible characters in every prospectus issued, and
in alf biltheads, letter paper, notices, advertisements, and all other
official publications of the company in Great Britain, and maust be
displayed on every place where the company carries on its business
in that country.

Any notice or process required to be served on a foreign com-
pany is considered sufficiently served if addressed to any person
whose name has been delivered to the Registrar of Companies and
left at or sent by mail to the address provided; but # the company
has failed to deliver to the registrar the name and address of a
person resident in Great Britain who is authorized to accept notices
. or service of process on behalf of the company, or if this person is
dead or absent or refuses to accept service on behalf of the company,
or cannot be served for any reason, then a document is validly served
on the company by leavinait at or sending it by mail to any place
of business established by the company in (ireat Britain.

When a branch is registered, whatever documents are to be de-
livered to the registrar must be delivered at the registration office in
Engtl,and or Scotland, dependent upon whether a place of business
has been established in England or Scotland ; if a place of business is
established in both, then the documents must be delivered to both
registration offices. If the company ceases to have a place in either

art of Great Britain, then notice must be given the Registrar of

mpanies for that part; from the date of suck notification, the
company’s obligation to deliver any documents to the registrar for
that part is terminated.

Failure to comply with these provisions renders the company, its
officers, and agents liable to a fine not to exceed £50, or. in case of a
continning offense, £5 per day for every day during which default
continues (sec. 351, Companies Act).

It should be noted that house-to-house selling of shares (*share-
hawking "} is prohibited (sec. 356, Companies Act).

No person may issue, circulate, or distribute in Great Britain any
prospectus offering shares or debentures, when the compsany, incor-

rated or to be incorporated outside of Great Britain, whether it

1as or has not established or will or will not establish a place of
business in Great Britain, unless before any issue, circulation, or dis-
fribution of the prospectus in Grest Britain, there has been filed a
copy, certified by the chairman and twe other directors of the com-
%any s having been delivered for registration to the Registrar of

‘ompanies. & prospectus must state on its face that a copy has
been delivered to the registrar; it must be dated and conform fo the
requirements regarding the prospectus mentioned in other parts of
the Companies Act {sec. 354}, {See also p. 9.)

A foreign company may be wound up by the court if the manage-
ment is condu in England, but not otherwise.)®

= Re (ommerciol Rondk of Indin 118681, L.R. 8 Eg, B17.
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LIQUIDATION

If the existence of a company is to be terminated for any reason
(such es insolvency), it will be wound up. This winding up may be
accomplished in one of three ways, as follows: {¢) Compulsory wind-
ing up by order of the court, (3} winding up under supervision of the
court, and (¢) voluntary winding up. A liguidator or liquidators
must be appointed to take charge of the property of the company and
then apply the assets to the payment of the creditors in proper order,
éist};:ibat;ing the balance among the sharcholders aecording to their
rights.

g WINDING UP BY THE COURT

The court will order the compulsory winding up of a company
{sec. 168, Companies Act) if the company adopts 2 special resolution
in favor of winding up; or if the company fails to hold the statutory
meeting or to file the statutory report in connection with such statu-
tory meeting; or if the company does not commence business within
a year from its incorporation or suspends business for a year; or if the
number of members (in a public company) falls beiaw% {or below 2
in a private company) ; or if the court is of the opinion that winding
up is just and equitable;*® or, finally, if the company is unable to pay
its debts. The Iast-mentioned condition is deemed to exist if a ered-
itor, being owed £50 or more by the company, demands payment and
does not receive same within three weeks; or if an execution on a
judgment remains unsatisfied; or if it is proved to the satisfaction of
tAhe 1)30!.21"13 that the company cannot pay its debis {sec. 169, Companies

ct).

It is not usual for & company to be wound up by the court because
of the decrease in membership below seven (in s public company);
the court will, in general, permit the company to wind up its affairs
voluntarily.

The court, when confronted with a petition 0 wind up a company
because it is just and equitable, will not act unless there is some
special reason for granting such a petition. A deadlock in the com-
pany has been held sufficient reason,** as also a plan of reconstruction

rejudicial to sharcholders.*®* Neither general charges of fraud mor

aud toward the outside world {the general public) has ordinarily
been considered sufficient grounds for the court’s intervention;*
however, if the whols object of the company is fraudulent, a com-
pany will probably be wound up.?® Reasons similar to those which
would warrant the dissolution of a ‘partnership will justify the
winding up of a private company.**

The usual procedure to be followed in bringing about a compul-
sory winding up is to present a petition to the court. Creditors or
contributories, or both, may petition the court, the order being made
for the benefit of all (sec. 178, Companies Act)., A econtributory
may petition if he is an original allottee or if the shares have come

o Iy re Bleriot Manufcoturing Atroraft Co, [19171, §2 T.L.R. 253
e Yrmid{e Tubacee Oo. [1816)], 2 Ch, 424.
#* Oongolidated South Rand Afines, Lid. {10081, 1 Ch.. 401 '

w};eﬁﬂ gmz Batiery Co. [1894], 1 Ch. 444; London & Jull Soap Works, Lid. {19071,
Wie T. B. Brinsmead & Sons [1897], 1 Ch, 45. '
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to him through the death of a former holder or if the number of
members, in a public company, has decreased to less than 7 {2, in
case of a private company}, but no contributery {except as indicated
sbove) may petition if he has not held his shares for at least 6
months during the 18 months preceding the petition. Sharehelders
who are fully paid ap may petition, as also members whose calls are
in arrears. Any ﬁrovision in the articles attempting to deprive a
member of the right to pstition is void.**

While the court is not bound to issue the order or a contributory’s
petition, it wilt generally do so if there is anything which seems to
require investigation. If the inferest of the petitioning contributory
is very smsll and the majority of contiributories do not wish the
order made, or if the petition is characterized by bad faith, the
court will not order 8 winding up.*®* The court may not refuse to
make the order because there are no asssts (sec. 171, Companies
-Act), but this does not mean that a shareholder is entitled to have
the comg:my wound up unless there is good reason for a compulsory
order. Should the company fail to deliver a report to the registrar
before the statutory meeting, or fail to hold the mesting, a contrib-
utory may petition to wind up the company (secs. 168 and 170,
Companies Act}.

If a creditor can prove that he has an undisputed debt, and any
of the conditions are present that are enumerated in section 168
{(see p. 40}, the court is obliged to issue the order for a winding up,
except m certain special circumstances. If the order will do me
gaocﬁ or if the majority of the creditors are opposed to it, the court
may refuse to make it. The order need not be made immediaﬁeiy and
the petition may be allowed to stand over for a time.** Where the
creditor’s debt is disputed on some substantial ground, a winding-up
order will probably not be made.

If the principal sum is payable to the debenturs-holders direct,
rather than to the trustees of a debenture trust deed, the debenture-
holder may petition. The petition by a debenture-holder will be re-
fused if the griacips} sum 1s payable to the trustees. When the in-
strument evidencing the secunty given to debenture-holders confers
upon them the power of appointing a receiver, the court will not
interfere if this power has not been exzercised.®

The assignee of all or part of a debt may petition, but not a
creditor of a third party who has, by means of & garnishee order, at~
tached a debt due from the company to the third party.

Where the creditor’s claim 1s unliquidated, no petition may be
presented ; a judgment fixing the amount of the debt must first be
obiained. The creditor’s debt does not have to amount to £50, but the
court will generally refuse to make the order if the petitioning
creditor’s debt is small; ordinarily, however, £50 is considered to be
the minimum amount to warrant a court order.

Action may be brought for maliciously petitioning for a winding-
up order; no special damage need be proved. 2

 Peverill Gold Mincs. Ltd. {1598]1, 1 Ch. 122

:%: gﬂmpeiitaa Salogn Omnides Co, (18568 28 L.J. Ch 830.

righfon Hotel So. [1868], L.R. 8 E«gqm
E Re Ermowth Docks Co. (1873}, ‘\R 17 . 181,
" Quarts Hill Oo. ¥. Byre {18333, Q.B.D. €74
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A foreign company may be wound up only if the management is
carried on 11 England.*® Unregistered companies may be wound up.2*
Proceéure.—'l‘%ae affidavit of the Eetitioner must support the peti-
tion which is presented in the High Court, or, if the capital of the
company paid up or credited as paid up i1s not more than £10,000
the peti;ion may be presented in the county court (sec. 163, Com-
anies Act}).
P The cour%; may dismiss the petition with or without costs, order it
to stand over, make an order fgr winding up under supervision of the
court, make compulsory order for winding up the company, or make
any other order that may be just. If the winding up is to be com-
pulsory, the court appoints a liqnidator, who may ask the court to
ie%:tl}e any question relative to the winding up (sec. 192, Companies
ctl.

There are certain resulfs perceptible from a winding-up order
which should be noted: (&) the winding-up dates from the presenta-
tion of the petition (unless there has been a resolution for a volun-
tary winding up, when the effective date is that of the resolution,
or if preferential payments S.‘see p- 2) are to be made, and there
is no voluntary winding up, the date is that of the order}; (%) all
transfers of shares or change in the status of members, and sll dis-
positions of the company’s property made between the petition and
the order, are void except on the direction of the court; {¢} proceed-
ings against the company are discontinued ex¢ept with the consent
of the court, and no new proceedings may be commenced’ without
the court’s econsent; (4) any distress or execution levied against the
company’s property after winding up has begun is void except inso-
far as it is allowed to proceed by order of the court; (¢) the powers
of the directors are terminated, and the order serves as notice to
servants and officials that their agreements are at an end unless they
ars retained under the direction of the official receiver, who will
function as provisional liquidator until another liquidator is ap-
peinted or until the official receiver himself becomes official -
liquidator.

Those who are entitled to be heard at the hearing of the peiition
are the company, any creditor, and any contributory,

The petitioner’s costs constitute a first charge (if petition is suc-
cessful) on the assets of the company available for ordinary credi-
tors, but not, for example, on property on which debenture-holders
have a claim,

Proceedings in the winding up of a company may be stayed by the
court if there is reason to stay these proceedings (sec. 202, Com-
panies Act).

The court orders the company to be dissolved when its affairs are
completely wound up. The liquidator reports this order to the regis-
trar, who enters the fact on the register (sec. 221). The company
thereafter no longer has any existence. However, within 2 vears
after the dissolution, the court may, upon application by the liqui-
dator or other interested party, declare the tgssoluﬁien to have been
void; & copy of this order must be delivered to the registrar within
7 days (sec. 294). :

= Bs Commersial Bank of fndia [1868), L R. N .
¥ Re Vicioric Scoiefy [1813], 1 . 18‘?. 6 Be. fav,
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WINDING UP UNDER SUPERVISION OF THE COURT

When the company passes & special or extraordinary resolution
to wind up its affairs voluntarily, the court may order that the wind-
ing up shall proceed, but subject to the su&)ervision of the court

sec. 256). The court may impose such conditions and terms as it

eems just. The liguidator may then exzercise his powers as in &
voluntary winding up (the sanction of the court being unnecessary},
but. the court may give such directions as seem hecessary. It is
within the discretion of the court as to whether the order is to be
made, and what directions are to be given the liquidator.* Regard
may be had by the court as to the wishes of the creditors and con-
tributories (sec. 288).

The date of the beginning of the voluntary liquidation is consid-
¢red to be the commencement of the winding up under supervision.
.. There are certain advantages from a winding up under supervis-

ion; thus, no proceedings can be begun or continued against the
company without permission of the eourt; proceedings in the winding
up ma{l be stayed by the court, and the latter may appoint an addi-
tional liquidator. -

While iz many respects the effect of an order for winding up under
supervision and a compulsory winding up is similar, certain provis-
ions effective upon a compulsory winding up are not applicable
when the winding up is accomplished under the supervision of the
court. Among these may bs mentioned the requirement that a state-
ment of the company’s affairs be submitted to the official receiver,
and that the latter make a report to the court; many of the provis-
ions relative to liquidators (see p. 46) and those dealing with the
apgomtment of & committee of inspection and special managers,
and the public examinstion of promoters, directors, or other officers
of the company. )

VOLUNTARY WINDING UP

A company msay be wound up voluntary in any 1 of 3 ways under
the terms of the Companies Act (sec. 225): (1) When the period
fixed for the life of the corﬂgany has come to an end or an event takes
place upon the happening of which the corﬁ}:any’s regulations require
that it be wound up and an ordinary resolution has been passed in
general meeting for this purpose; (2) when the company, for any
reason, has passed s special resolution requiring the company to be
wound up voluntarily; (3) when the compf.ny has adopted an
extraordinary resolution that, because of its liabilities it cannot carry
on its businass, and it is deemed advisable to wind up the company.

Winding up by members—In a voluntery winding up, the com-
pany and its cregiters are left to settle their affairs without report
to the court, but every facility is provided for ap(gilying to the court
in case this should prove necessary. Such a winding up dates from
Eihe tizng‘_ ;af the passage of the resolution authorizing the winding up

sec. 227},

From the beginning of the winding up, the company ceases to carry
on its business, exceggt for the purpose of beneﬁcg,l winding up.
—————————————— ™

® R¢ Walaon 4 Sowe [J891), ¥ Ch. BE.
174585—38mmnst
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Until completel§ dissolved, the company continues to exist as a cor-
porate entity. No transfers of shares will be valid.unless the ligui-
dator’s sanction is obtained (sec. 229} ; there is no prohibition upon
transfers of debentures. No salteration in the status of members
is permitted.

According to the Companies Act (sec. 230), s majority of the
directors, the company being silent, may make and deliver to the
Registrar of Companies a statutory declaration fo the effect that
in their opinion the company will be able to pay its debts in full
within 12 months.

At a general meeting the company appoints a liquidator and
fixes his remuneration. The powers of the directors cease upon
appointment of the liguidator, except insofar as the company (at a
general meeting) or the liquidator sanction their continuance (sec.
232). Should the office of liguidator become vacant, the company,
in general meeting, may fill the vacancy; any contributory may
summon the meeting (sec. 233}, In case the winding uvp takes
longer than a year, the Iiguidator must call a general meeting of
the company each year and present an account (sec. 235).

The liguidator must prepare a final aecount and hold & general
meeting (“final meeting ¥} of the company when the company’s
affairs are fully wound up. This meeting must be advertised in the
Gazette. The liquidator must send the registrar a copy of the
accounts and make s return of the holding of the meeting within
one week after the final meeting. 'The accounts and returns are
registered (by the registrar), and three months after the date of
registration the company is dissolved {sec. 236). The procedure
described in the preceding paragraphs is that of a member’s volun-
tary winding up of a company.

inding up by creditors—Another form of voluntary winding up
is that instituted by the creditors of a compsny. This is the case
where no declaration of solvency has been made, and the company
must summon a meeting of the creditors for the same day as the
meeting at which the resolution for voluntary winding up is to be
presented, or the next day thereafter. An advertisement of this
meeting must be inserted in the Gazette. The directors are obliged
to present to the creditors’ meeting a statement of the finaneial posi-
tion of the company, with a list of its creditors (sec. 238, Com-
panies Act).

Both the company and the creditors may name a liquidator, but the
creditors’ choice will prevail, subject to an application to the court
(sec, 239). A committee of inspection may appointed by the
creditors {at their meeting); the company may appoint not more
than five members {accepfable to the cregitorsg to this committee

sec. 240). Either the creditors or the committee of inspection may
the remuneration of the liquidator. Powers of directors cease
upon the ap?o;ntment of a liquidator unless the creditors or the
committee of inspection authorizes their continuance (sec. 241).
Cruditors will fill any vacancy that may oceur (sec. 212).

A %enerai meeting of the company and a creditors’ meeting must
be called by the liquidator each year if the winding up takes more
than & year; an account must presented before each meeting.
When the companys’ affairs are completely wound up, final wneetings
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of the company and creditors are held (after advertisement in the
(Gazette) at which the liquidator presents the acconnt he has made
up. Within 1 week sfter these meetings the liquidator must send
to the registrar a copy of the account and a return, which are reg-
istered: 3 months after this registration the company is dissolved

{sec. 245 g

Special or extraordinary resolufion.—An advertisement giving
notice of the special or extraordinary resclution to wind up & com-
pany maust be inserted in the London Gazette within 7 days. Subject
to being utilized first in the satisfaction of the company’s liabilities
{sec. 226) pari passu, its property is distributed among the members.
The liquidator may exercise the powers of a liquidator appointed by
the court {sec. 248). The list of contributors is determuned by the
liguidator and constitutes prima facie evidence of their liability.
The liquidator pays the debts of the company and settles the rights of
the contribuntories among themselves.™

Any creditor or contributory or the liquidator may apply to the
court {sec. 252) as in a winding up by the court; the junsgiction of
the court is then about the same s on a winding up by the court.

INTERVENTION OF OOUET

In case it is desirable to keep the company in existence for more
than 3 months after the final meeting, this may be accomplished by
.an order deferring the date of dissclution, or the dissolution may be
declared void by the court (sec. 294}. Expenses properly incurred
in winding up {including the liquidator’s remuneration) are payable
gut.)of ths assets of the company in priority to all other claims (sec.

54).

In spite of the fact that a voluntary winding up bas been initiated,
a creditor has the right to a winding up by the court {sec. 255).

The petition of a contributory for a compulsory winding up order
will not be granted by the court as a rule, unless the voluntary
winding up is fraudulent, or there are suspicious circumstances
-connected therewith, or & thorough investipation is necessary. How-
ever, if the contributory’s interest would be prejudiced by a volun-
tary winding up, the court has full discretion to meke the order
for a compulsory windin u& (sec. 255).7

The court wili adopt 51 e previous proceedings (except in ease
-of fraud or mistake) in case of a voluntary winding up when it
malkes an order for a compulsory winding up; the beginning of the
winding up dates from the adeption of the resolution authorizing
it (see. 175).

The company may make arrangements with its creditors in the
-course of voluntary liquidation (sec. 251} and the arrangement is
binding on the company if sanctioned by an extraordinary resolu-
tion and on the creditors if acceded to by three quarters in namber
and value of the creditors. Such arrangement is subject to appeal
to the court {ssc. 261). Arrangements may be made between the
-company &and its creditors (under section 153} whether the compan
is being wound up or noty. For this purpose, the court may eaﬁ
meetings of members and creditors, or classes of these, and may de-

= pyisford v. Devenish [1803), 8 Ch. 826,
™ Rs Notionsl Companyg for Distribution of Hlectricity (1902], 2 Ch. 3.
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clare an arrangement binding if confirmed by a majority in num-
ber representing three fourths of the creditors or.members present
{in person or by proxy) and voting at the meeting (sec. 153).%*
Even if there is no dispute to compromise, such an arrangement
may be made.®
LIQUIDATORS

The court may appoint cne or more liﬂuidators to conduct the
procesdings in winding up & company and to perform such duties
in that connection as the court may impose. A liguidator may be ap-
pointed provisionally (by the court} at any time after the presenta-
tion of a winding-up petition. The official receiver or any other suit-
able person may be appointed in this capacity at any time before the
winding-up order iz made, when the proceedings are in England;
if in Scotland, a provisional liguidator may be appointed any time
up to the first appointment of liquidators (sec. 184 Companies Act).

When the winding-up order is mads, the official receiver becomes
provisional liquidator of the company. The official receiver sum-
mons separate meetings of the creditors and contributories to decide
whether application shall be made to the court to appoint a liquidator
and a committee of inspection. Where a8 committee of inspection is
appointed, the liquidator is subject (as to certain matters) to its
control; if there is no committee, then he is subject to control (in a
similar way) by the Board of Trade. The commiitee of inspsction is
com d of crediters and contributories or their attorneys. The
numbers of each are fixed by agreement or by the court. This com-
miftee meets at least once a month, end a majority of its members
constitute a quorum. Any member or the liquidator may summon a
meeting.

Application may be made to the court by the official receiver
{acting as liquidator) to appoint a special manager, if he believes
the interests of the creditors or contributories or the business of the
company require it. The special manager has the powers of an or-
dinary receiver and manager, or such other powers as the court may
give him, His remuneration is fixed by the court, and he is required
to give security.

he Registrar of Companies must be notified by a Lquidator
{other than the official receiver) of the latter’s appointment and
must give security in the prescribed manner to the satisfaction of
the Board of Trade {sec. 186}, Until these requirements have been
complied with, the person appointed as liquidator mey not act in
that capacity., The official receiver presenis an account {of the
ligquidation) to the liquidator. A corporation may not act as liqui-
dator (sec. 278).

The remuneration of the liquidator is fixed by the court. A
liquidator may resign or, upon cause being shown, may be removed
by the court. A contributory or a creditor may apply for the liqui-
dator’s removal.®® The official receiver becomes the liquidater in
case that office becomes vacant.

All the property of the company is taken into custody by the
liquidator, but the property does not vest in the latter upon his

* Re Taas Corporation, L4, [1804], 1 Ch. 12,
® Guardian dssurence 0o, Lid, [1D17), 1 Ch, 481
® Re New de Eaap, Lid, [1008], 1 Ch. 589,
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gppointment. The court may make an order vesting in the ﬁqa@-
dator any or ali of the company’s property {sec. 190). The liqui-
dator regnmenm both the company and its creditors, and is trustee
for all who were creditors at the date of the winding up.

The liquidator’s powers may be enumerated briefly as follows
{when be has the sanction of the court or of the commitiee of inspec-
tion}:

1i. To bring or defend actions, or other legal proceedings, in the name and on
behalf of the company.

2. To conduct the business of the company inscfar as Iz necessary for a
beneficial winding up.32

3. To engage the services of a solicitor or other agent to initirte proceedings
or to do business which the liguidator is unable {0 dc himself.

. 4. Tg arrange compromires with debtors, creditors, and contribntories.

5. To pay off any class of ereditors in fall
. The liquidator may, without the sanction of court or committes,
in whole or in part:

1. Sell the property of the company, by public auction ox private contract,
to any persen or company. ;

2, Execnte deeds, receipts and decuments, unsing the seal of the eompany
when necessary, io the neme of the company.

8. Prove and claim in the bankruptcey of any contribatory,

4, Draw, make, accept, and endorse bilis of exchange and promissory notes
in the name and ¢n behaif of the company.

8, Borrow money necessary and charge the company’s assets ns security.

6. Take the necessary steps to obtain payment from the estate of a cob
tributery, le, take out letters of administration,

7. Semmon meetings of creditors and contributories, and do al! other things
necessary to wind up the compeny aand distribute the sssets,

The court has certain powers in winding up companies which are
generally exercised by the liquidator, who is an officer and under its
control. A summary of these powers follows:

1. Holding mestings of creditors and contributories to ascertain their wishes,

2. Preparing and settling lists of coutributories and rectifying the register
of meinbers where necessary.

8. Making calls,

4. Fising a time within which ecreditors mast prove their claims or be
debarred from remedy agsinst the company.

Geaeraiéy there are two lists of contributories. On one list (the
A list) wi e found the names of those liable to make contribution
85 present members, on the other (the B list} will he found these
who have ceased to be members within 1 year of the winding 1111;;.
The lists are prima facie evidence. The B list need not be finally
drawn up until it appears that the contributories on the A list {the
present members) are unable to pay the debts.

The liguidator may make an immediate call, although by the
terms of the allotment, calls are only paysble by instaliment. The
mm{}any’s right to make calls under its agreement is replaced by
the liquadator’s statutory right.*

With permission of the court, the liquidator may disclaim his
right to take over pmgertg subject to liabilities or land subject to
encumbrances, such as burdensome covenants, or shares, or unprofit-
able contracts. Unless the court extends the time, this must be done
within 12 months of the beginning of the winding up (sec. 267,
Companies Act).

B Re Wreek Rﬂ:m‘frg(‘o. (gsso;, 18 Ch. 848,
B Fowler v. Broad's Night Light Co. [1843], 1 Ch. T24.
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The liquidator being in the position of a trustee.for the creditors
of the comgang and in & fiduciary relationship to the contribu.
tories, his chief duty is the recovery of all property belonging to
the company, the payment of debts, and the distribution of the
balance, if any, among the contributories®® If the liquidator dis-
tributes all the property, allowing the property to dissolved
without paying the creditors, or if he pays the wrong parties by
mistake, he may be liable for negligence.®® In any case of doubt,
the liquidator should protect himself by applying to the court for
instruetions.

. When there is a “ members’ voluntary winding up ” the company
in general meeting appoints the liquidators (sec. 232, Companies
Act). A special resolution to this effect is not necessary; special
notice of the intention to appoint liquidators need not be given.®
Should a vacancy occur in the office of liquidator, a general meeting
of the eom%any may be called by any contributory to fill the vacancy
(sec. 233, Companies Act). '

In a “creditors’ voluntary winding up ” the meeting of members
and creditors (called by the company) may each name a liquidator;
in the event of controversy, the creditors’ appointee will be the ligui-
dator, subject to an application to the court.

Should the appointment of a liquidator prove defective, he cannot
sue for his remuneration. But he may claim reasonable compensa-
tion if the new liquidator or the company should utilize his services.®

In a voluntary winding up, the liquidator is not subject to the
same degree of control by the Board of Trade as a ligmdator in a
compulsory winding up. Nevertheless, he is required to furnish the
board with accounts and particulars as to the moneys in his hands if
directed to do so by the board and it may audit his books.

The liquidator must keep proper books in which a record is kept
of the progress of the liquiSatlon. Books of account ave also re-
guired, and twice each {?;,r (in a compulsory winding up), he must
submit an account of his receipts and expenditures in prescribed
form to the Board of Trade. The board audits this account, keeps one
copy, and files another with the court.

The liquidator pays all moneys received by him into the com-
penies liquidation account in the Bank of England. He may not
retain in his hands sums in excess of £50 for more than 10 da
unless authorized to do so by the Board of Trade; should he retain
more' than £50, he may be required {o pay interest at the rate of 20
percent per annum on the excess, he may be dismissed from office,
or his remuneration may be disallowed.

The court may remove a liquidator appointed by it, or one who
has been continued in office under a supervision order. The court
may also appoint a new liquidator to fill a vacancy caused by such
a removal, or where 2 vacancy results from death or resignation. If
there is & vacancy in the office of liquidator appointed by the com-
pany in & voluntary winding up, the company in general meeting
may, subject to any arrangement with the creditors, fill such a
vacancy.

# Puisford v. Devenish [1808], 2 Ch. 425,

% Windeon Bteam Coal Oo. 11828). Ch. 809 [1820];: 1 Ch. 151
% e Trenoh Tubdoless 00.2;1930}. 1 Ch, 408,

" Re Ailisons [1904}, 2 K B. 827.



H. DOING BUSINESS

Several methods of operation are avsilable to those seeking to
make the United Kingdom a market for their goods®* If the trade
is carried on with, in contrsdistinction to within Great Britain, no
tax liability will be incurred. The precise line of demarcation be-
tween what constitutes doing bosiness “ with ” and doing business
“ within ” is often hard to draw, but there are certain criteria of
liability which have become time honored in their acceptance and
usage, and which are therefore presented here.

FIXING TAX LIABILITY

The place where the contract was made, where the goods were
delivered, and where payment was made are three of the most impor-
tant considerations influencing the decision of the Board of Inland
Revenue in fixing tax liability. When the order for goods is sent
to the United States, filled there, sent direct to the British customer,
and paymeni made to the American vendor, no liability to British
tax is incurred. This is also the rule when an American company
sends a traveling salesman to England to display s&m;:)k& to pros-
pective purchasers and to solicit orders which are subject fo the
acceptance of the American company. Even simpler is the case of
the American company in the United States receiving a letter or
cable order from an English customer and shipping the goods f.o.b.
United States, then drawing a draft on the buyer. This is an illus-
tration of doing business “ with ” Great Britain, and the British su-
thorities are not concerned with the possible profit of the American
company. Should the American company establich a branch or an
sgent in the United Kingdom, assuming that the agent does business
in the company’s name, then the company is ed as doing bus-
iness © within ® Great Britain and should register in the office of the
Registrar of Companies and should pay tases on net profits derived
from British sources.

There is, however, & twi]i%ht zone of tax Hability for which it is
impossible to lay down any hard and fast rules. exeelient case
of doubtful liability to tax is presented by ambigucns agency rela-
tionships; in such instances the real facts will determine tax liability.
While the fandamental theory is that everyone, whether a resident
of Great Britain or not, whoe trades within that country is liable
to the income tax, it is specifically provided that & nonresident; shail
not be chargeable to incoms tax in the name of a broker {or general
commission agent) even though the broker acts reguilarly as such
for the nonresident, provided that the broker carries on a bona fide

1 In couridering the gmb}en of &xing buginess In Great Briiain #f Iz poteworthy that
a vorporation pays ooly ibe ipcome t@x of 3 in the £1 on its net profirs (1833),
whereas the individusl Is reguired to ¥ anh additiona]l smrtar ranging from £27 10«
an £2000 to £15908 iTe 84 on £50. of taxmble income

49
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brokerage business in Great Britian or Northern Ireland and that
he receives a remuneration for his services at a rate that is not
less than is customary in the class of business in question {sec. 17,
Finance Act of 1925). ents doing business for a foreign prin-
cipal are still liable in his behalf.

METHODPS OF DOING BUSINESS

Marketing in England by means of direct sales, either to the
individual customer himself, to a British importing house, to a
broker, or to & general commissior agent, entails no tax Hability.
The American company may register a branch office or organize s
subsidiary company under the British Companies Act of 1929 if
the business being done warrants such a step; in either case, the
tax problem will be encountered.

If goods are te be disposed of on a large scale, they may be sold
to a reputable English importing concern for ultimate distribution.
A method providing more complete control is the formation of a
Erivate limited-liability company to which the goods may be sold

v the American company; marketing service in England may then
be left entirely to the former. The British private company would
then pay taxes only on its own net profits. Of course, a2 tax must
be paid on dividends distributed to the American parent company;
this tax is withheld at source.

CONSIGNMENT AND AGENTS

Sale on consignment to a broker is used to & considerable extent
for raw materials and bulk commodities such ss coiton, but is
rarely used for perishable or manufactured goods which cannot al-
ways be disposed of quickly and on which warehouse chargw are
high. Banks are not inclined to extend credit on the basis of docu-
ments covering such goods when they are consigned, as they may not
be sold in time to meet payments. As shipments to brokers are not
Eenera.ﬂy made except on cabled advices, given when the broker

as either a definite offer or possible sale in view, this method is not
considered practicable for the introduction of & manufactured article
to the British market.

Should the American exporter wish to test the English market,
he may send a traveling salesman to solicit orders subject to accept-
ance by the American principal. It has often been found expedient
to employ an English agent on 8 commission basis; he may be repre-
senting & number of noncompetitive lines, in which case, although
carrying on the business in his own name, he obtains orders for the
account of his principal in the United States which are filled by
direct shipment o the customer. The principal should not, under
this arrangement, be subject to taxation.

If resort is had to the services of an exclusive agent, the question
of the principal’s liability to the British income tax is involved.
In any case, the agent is liable on his commissions or salary. No
doubt remains that the agent will be held liable in behalf of his
grincipal if the name of the American principal is prominently

isplayed at the place of business and if the agent is closing con-
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tracts or selling goods out of the stock shipped to him by the prin-
cipal. As a matter of fact, the principal would then be regarded
g3 conducting & branch establishment in England, and it would be
necessary to register and file certain documents with the Registrar
of Companies. {See p. 1.)

THE REGISTERED BEANCH

‘When the business to be done in the United Kingdom is on & large
snd permanent basis, it may become desirable to register 2 branch or
to form e British company. Ifitis decided to re%’{}iter ;3 branehécer-
tain formalities must be complied with. The Registrar of Com-
panies must be supplied with a certified copy of the charter, statutes,
or memorandum, and articles of association; a list of the directors
of the company, together with the particulars regarding each required

_for the register of directors; and the names and addresses of one or
more persons resident in Great Britain authorized to accept, on behalf
of the company, service of process and notices required to be served on
the company. This information must be furnished to the Registrar
of Companies within 1 month from the time of the establishment
of a place of business in Great Britain. If any change is made in the
above-mentioned particulars, the Registrar of Companies is to be
advised, A. certified copy of the charter must be legalized by the
British consul having jurisdiction in the ferritory where the corpors-
tion is formed. A %wcther requirement is that a combined bealance
sheet (showing the operations of the company and of the registered
branch) must be filed each year. Although the theory underlying
this requirement is that the American company is being taxzes on the
net profits made in England, the accounts of the branch, if correct,
will form the basis of ifs tax assessment. Where an American com-
pany wishes to sell its goods in England without losing its identity
and has no objection to presenting its balance sheet for the scrutiny
of the exchequer, doing ﬂusiness through a branch may prove to be
the simplest and most effective mathod.

THE BRITISH COMPANY

Many Americen companies, having begun the marketing of their
products in England through a branch, have found it advisable, as
their business attained a considerable volume, {0 organize a separate
British company.®

No company, association, or partnership consisting of more than
20 persons may be formed for business purposes unless registered as
& company under the Companies Act.

One of the real advantages of organizing a British company is
that such & company is a British subject enjoying the benefits of
full-fledged membership in the British business community. Fur-
thermore, no powers of attorney are necessery for the British com-
pany to make contracts and enter into other transactions, as is the
case where a representative is sent to open & branch,

* Specimon forms of the memoranda and articlen of masociation of varlous types of
cotnpsnies, as well s annual returns, &tatements in IHeu of pro tus, etc., way be
gggmé upolr appiication to the Divislon of Commercial Laws, U.B. Department of
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The determination of taxable profits from business carried on in
England is much simpler when a separate corporate entity has
been organized. The tax will be levied on the profits of the sub-
sidiary company, and, although dividends are paid te the parent
company, the tax payable therecon will be withheld at source.

A manifest objection that may be raised against the formation
of a British company is the initial registration fee, which varies
with the size of the capital.

MOST ADVANTAGEOQOUS TYPES

As s rule, two types of companies seem to offer the greatest
advantages: (1) the public company limited by shares, and (2) the
private limited-liability company. The essential differences between
these two types of corporate organization are that a public company
must have at least seven founders, but there is no maximum limit
on its membership and its shares are negotiable on the market.
A private company need have only two founders, but it must limit
the number of its members (exclusive of persons emploved by the
company) to 50. Iis articles must restrict the right to transfer its
shares and must prohibit any invitation to the publie to subscribe
for any shares or debentures of the company. There is no limita-
tion as to the nationality of the founders of either type of company.

Care should be taken in selecting 2 British company for sales pro-
motion on an agency basis in the United Kingdom to scrutinize
cutstanding obligations, particularly debentures and the terms on
which these were issued. Debenture-holders, having a prior lien
on the company's assets, may be given the right to appoint a re-
ceiver for the company in case it should become insolvent, Payment
of the debentures, as prior liens, may exhaust all assets and leave
ths general creditors with unsatisfied claims.

TAXES AND FEES

Foreign companies established in England have occasionslly
attempted to deprive the British Government of legitimate revenue
by invoicing goods to the branch or subsidiary company at so high
8 cost that the selling profit is barely enough to cover the expenses
of distribution. The tax authorities, having a wide range of exper-
ience in this and similar methods of concealing true profits, are
quick to suspect and discover such practices. When such an attempt
is made the Collector of Inland ll{)evemze msay estimate how much

rofit a business of & particular kind should make; the tax author-
ities may then assess the foreigner at an arbitrarily high figure which
may be reduced when the correct amounts are submitied, but the
burdern of proof will rest uapon the taxpayer,

The standard rate of British income tax on companies is 5 shil-
linlgs in the pound sterling (1933),

f any kind of annual interest, abnnuity, patent or copyright
royalty, or the other annual payment is due from British sources to a
erson resident in the United States, he receives the amount due
ess deduction of the appropriate standard rate of income tax.
‘Where the British debtor makes such payment out of his own profits
because of its not being allowed as a business expense, the rate de-
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ductible is that in force when the amount payable becomes due.
Ifihemnnﬂptymtrsnotmdeodofthedebtnr%ambh
profits, as in the case of copyright rovalties paid to nomresidents,
tiaentemfamathmeofpnymtnﬂhedecg:&d.

PUTIES PAYAFIE KT EXIMIEH COMFANTES

WhenaBntshmeor company is registered, certain
duties are payable to the amount of its capital and
according to the pature and number of the documents filed. A
pnntecom;nnv:sonethzthmtsﬁsmﬂnbershg)toaﬁ does not
offer any of its shares for sn on, and places a restrie-
tion on the transfer of its company is comparable
tom&mmmrpmnmmwhmhthepulﬂmheidsakmpm-
portzon of the shares.

FAYARIF EY FXITATE COMPANTES

The more important documents that must be filed by a British
private company and the fees payable in respect to them are indi-
cated in the following paragraphs:

Memorendum of sxsocistion—This docoment must bear & 10-shilling deed
stamp and ks sabject to the company-regisitation fee stamp on the basis of the
sominal capital meniioned therein. The arter fee I5s gradonied from £2 on 8
eapital ot exreeding £2000 to & maximum of £50 when the empital is £525,060
or more. This fee i5 paid on the naminal capital without reference to the

d-in eapital.
wmdaafm—mdMMMalmmmgmm
and a S-chiliing registration fee stamp.

Btsiement of mominel capital—1in sddition to the deod and fee stamps, there
must be impressed on the statewnent of eapiml the ad valorem stamp daty of
1 percent of the pomine] share eapital. Az in the ease of the registrs-
tinn fve, this duty i payable om the whaole of the nominal share sapital a=s an-
thorised, without regard to the sabecribed espital.

Other fees—In addition to the fees meriioned abore & private company mpst
pay a fee of 5 shillings on each of the following: (s) Notice of simation of
registered office; {b) particulars respecting directors; {¢) declarstion of com-
pliance with the sct: {4} for the registering of any other document and for
making a record of any fact

The rates of the ad valorem fee pavable on the registration of &
company with s share capital are: (a} Where the amount of the
nominsl share capital does nol exceed £2000, the fee is £2 (mini-
mum} ; pominsl capital £3,000, fee £2; mmndapﬁaiﬂ,ﬂ@ﬂ,feeﬁ'
nommﬂmp;tnliaﬁwtfmf.ﬁ-
for every £1.000 of capital aftertheﬁrst&m £100€!)0 {when
the fee is £28 15s.), and by 1 shilling for every OGOaftertheﬁmt
ﬂw&wupmm,mwh&hks&emmmfmofm

PATARLE BY PFUBLIC COMPAXIES

In addition to the fees mentioned above, a public company must
pay a fee of 5 shillings on each of the following:

L. List of persons who have consented to act as directors.

2. Consent to act in writing of directors appointed by the articles.

3. Contract by any directors who are named in the articles and
are required thereby to hold shares as & qualification and to take
and pay for those shares
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4. Copy of the prospectus that is to be issued, containing the pre-
scribed particulars, duly dated, and signed by every person named
therein as a director or proposed director or by his agent autherized
in writing. If no prospectus is to be issued, a statement in lieu of
prospectus must be filed.

INCREASE OF CAPITAL, REGISTEATION OF MORTGAGES, EIC.

Where the share capital is increased after the firs{ registration of
the company the same fees are payable per £1.000 or fraction as
would have been payable if such increased capital had formed part
of the original share ca})itai at the time of registration, provided
no company becomes liable to pay in respect of nominal share capital
any greater fee than £50, taking into account in the case of fees pay-
gble on an increase of share capital after registration the fees paid
on registration. Both the registration fees and the ad valorem stamp
duty of 1 percent must be paid within 15 days after the resolution
authorizing the increase; otherwise interest is payable at the rate of 5
per}t:eﬂ%tn per year on the sum due. There is also a recording fee of
5 shillings.

Where any morigage, charge, or debenture created by a company
is registered and the amount thereof does not exceed £200, the fee
is 10 shillings; where the amount exceeds £200, the fee is £1. For
registering particulars of a series of debentures created by a com-
pany, where the total amount secured by the whole series does not
ex(éeed £200 the fee is 10 shillings; where it does exceed £200 the fee
is £1.

DOUBLE-TAX RELIEF UNDER UNITED STATES REVENUE ACT

After having paid taxes to the British Government, as shown in
the following pages, the income from irade, investments, or other
sources in the United Kingdom must subsequently be included in
the total income of the American recipient for the purposes of the
United States income tax.

Double taxation does not result, however, because relief is granted
under the United States Revenue Act of June 6, 1932, by a system of
credits to be taken against the American tax in respect of the foreign
tax on income from sources without the United States.

The general rule which prevails throughout this act is that the
Treasury of the United States renounces its tax in favor of the
country of origin, sither through a credit against the American fax
or through an exemption.

The exemption referred to is granted, in respect of compensation
received for services rendered abroad, to citizens who are outside of
the United States for a period greater than 6 months, unless such
citizens are employed by the United States Government or any of
its agencies; there is also an exemption when a certain portion of
the income 1s obtained from American possessions and not received
in the United States.

CREDIT FOR TAXES PAID TO POLITICAL SUBDIVISIONS

Section 131 {a% ermits the taking of credit against the United
States tax, payable by a citizen or domestic corporation on total net
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income, for sll or & part of the income, war-profits, and excess-profits
taxes paid or accrued during the taxable year to any foreign govern-
ment or to 5 ion of the United Statfes. e term “ United
States ™ as usegﬁ act includes only the States, the Territories of
Alasks and Hawaii, and the District of Columbia. The tax eredit
may be taken mot only for taxes paid to the government of a sov-
ereign state, such s the German Reich or Switzerland, but to all

litical entities included therein, as, for example, the Linder of
ajmam or the Cantons of Switzerland. The question of taking a-
tax crecﬂt for taxes paid to component political entities of foreign
states was highly eontroversial until ﬁnailfy settled by the Supreme
Court of the United States in the case of Chicags Portrait Co. v.
United States.®

The entire foreign tax paid on income derived from sources with-
out the United States may be credited against the American tax if
the rate of the foreign tax is equal to or less than that payable to the
United Staies on sach foreign income, according to the terms of
section 131 (a) (1) and (b).

CREDIY POR TAXES FAID BY FOREIGN BRANCH

An American corporation may claim credit against the tax due
from it to the American Government in respect of & certain propor-
tion of the tax which a foreign subsidiary pays on its own profits in -
the country in which it is situated, according to section 131 (f), as
ilinstrated by the following hypothetical case:

An Ameriesn eorporntion having a branch in the Usnited Kingdom, or ghares
ir & Britiek company paving 25 percent in that eountry om profits or dividends,
zeed pay only tax fo the DUnited States on it American income. It is tmportant
to note that the excess of the Britich tax over the credit allowed no longer may
be taken ay a dedwetion {23 was formerly the ease}. If, however, the braneh ia
in & evuntry baving a jower rate, such as Canada, for example, where the cor-
poration tex ig 11 percent {18327, together with a S-percent suriax on the tax
perabie on ipcome of $5.000 and ep, the Amevican compeny must pay to the
Tnited Seates Tressury the difference between the American rate of 13% per-
cent and the foreign rate on the jncome in question. The American eompany,
conseqiently, will pay the same amount of fax as though its basiness eperations
had been carried om entirely $n the domestic market.

CONZOLIDATED TAX RETURNS SUBJECY COMPANY TO HICHER RATE

If this corporatior has s subsidiary company in a foreign country
and it owns & majority of its stock, it may credit against the United
States tax on ineome from all sources (including dividends from
this subsidiarv} a certain portion of the tax which the subsidiary
gid to the foreign government on its profits befare distributing

ividends. Censolidated returns subject the corporste income to a
higher tax rate, namely, 1434 percent.

hould the American ration bave a subsidiary in countries
such as Canada and Italy, wﬂi’cﬁ im no dividend tax, credit will
be claimed ander section 131 (a) (1), in accordance with the provi-
stions of section 131 {f), in respect of the subsidiary’s profits tax
when the latter distribates dividends to the parent corporation.

* Burnel. Commizsrionsr Internal Bevemns ¥. OMoags Portroit Company {decided
mn:m;,mnﬁ.f{ L
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CREDIT AGAINST TAX LIMITED

In computing the credit for foreign income taxes, it is essential
to take into account the Iimitations in section 131 (bs, which reads
in substance, that the amount of credit in respect of the tax ps,i(i
or accrued to any country may not exceed the same proportion of
the tax against which such eredit is taken, which the taxpayer’s net
income from sources within such country _bears te¢ his entire net
income for the same taxable year; and, fur?hermore, that the credit
shall not exceed the same proportion of the tax against which such
credit is taken which the taxpayer’s net income from sources without
the United Statez bears to its entire net income for the same tax.
able year. The foreign tax credit, therefore, must be computed
separately for each country, and may not exceed the amount of fax
paiable on that income in this country, namely 1334 percent,

ccording to section 23, the taxpayer is required to elect whether
he wishes to take a tax credit or a deduction for taxes paid in for-
eign countries and possessions of the United States; in no case may
be have both, as was the case under the Revenue Act of 1928,

COMPUTATION OF CREDIT FOR FOREIGN INCOME TAX

In determining the amount of tax payable to the United States,
the credit for taxes paid to foreign governments is computed first,
usin§ for this %ur ose a tax rate not in excess of the 1334 percent,
tax levied in the United States. In other words, if the foreign
tax rate is in excess of 1334 percent, the credit taken may not be

ater than 1334 percent of the foreign income. If, however, the
merican company decides that it will be of greater benefit to take
deductions against income for taxes paid abroad, no credit may be
taken. For companies doing business on & cash and not on an
accrual basis, the usual proceedure is to take the total net income
and multiply it by the rate of the American tax, and then to total
the tax credits arrived at by multiplying the foreign income from
the various countries in which earned by the respective tax rates
which these countries apply (in no case may the tax credit on any
such income exceed 1334 percent of said income); the total tax
credits are then subtracted from the total tex payable if no fax
credits were allowed. This credit is granted in respect of taxes
borne directly by the American taxpayer, whether individual or
corporation. When the deduction method is emploved, zll the taxes
paid sbroed, regardless of whether they are hi %er than the Amer-
ican tax rate, are added together and the total is subtracted from
the American company’s income from all sources. '

EXEMPTION OF INCOME FROM POSSESSIONS

Domestic corporations and citizens of the United States deriving
income from its possessions (including Puerto Rico, the Philippine
Islands, and the Canal zone, but not the Virgin Islands) are
exempt from American tax in respect of income from outside sources,
provided this income is not received in the United States, and—

{1) It BG percent or more of the gross income of such citizen or domestie

corporation {computed without the benefit of this section} for the 8-year pericd
immediately preceding the close of the taxable year {or for such part of such
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period Immediately preceding the close of such taxable year as may be appli-
ecable} was derived from sources within & possession of the United States; and
(2} If, in the case of such coerporation, 50 percent or more of ite gross income
{computed withont the benefit of this section) for such period or such part
therecf was derived from the sctive conduct of & trade or business within &
possession of the Unlted States; or
(8} I, in ease of such eitizen, 50 percent or more of his gross income (com-
puted without the bepefit of this section) for smeh period or such part thereof
- was derived from the active conduet of & trade or business within a possession
of the United States either oo his own account or as an employee or agent of
anotber {see. 251, United States Revenue Act of 18323,

INGOME EARNED ABROAD EY PRIVATE CITIZEN EXEMPT

The American citizen who is abroad for more than 6 months in the
calendar year serving as s representative of his firm, as manager of
the local subsidiary company, or employed in any other manner is
exempt from American tax in respect of his income derived from
services rendered abroad for the company, according to section
118 (a). It is unnecessary for him to account for such income in 2
tax return, even though he files one covering his income from invest-
ments or other sources, whether in the United States or abroad. Tt is
. the esrning of income or rendering of services abroad that entitles
the citizen to this exemption. Therefore it is immaterial whether
his employer deposits his salary to his account in an American bank
and he draws only a part thereof for use abroad. Such an individual
is not permitted to take as a deduction from his gross income any
deductions properly allocable to or chargeable against amounts ex-
cluded from gross income under this head. Anyone claiming his
exemption for income earned while in foreign countries may not
deduct from his remaining income treveling expenses while on busi-
ness abroad and such other expenditures that were imcurred inci-
dentally te earning the exempted income.

“ BOURCE OF INCOMB" AND “BARNED INCOME" DEFINED

“ Source of income ¥ refers to the place where the services were
rendered. Therefore, when services are performed outside of the
United States, the compensation received therefor is looked upon
as earned income from sources without the United States.

The term “ earned income » includes wages, salaries, professional
fees, and other amounts received as compensation for personal serv-
ices actually rendered. It does not include that part of the com-
Eensaﬁon erived by the taxpeyer for personal services rendered

y him to a corporation which represents a distribution of profits
rather than & reasonsble allowance for the personal services actuall
rendered. If the taxpayer is engaged in & trade or business in whi
both personal services and capital are materirl income-preducing
factors, he may consider as earned income & reasonable allowancs
for the personal services actually rendered by him not in excess of
20 percent of his share of the net profits of such trade or business.

he Treasury has held that, for income-tax tgurposes, “a bona
fide nonresident of the United States for more then 6 months ” in-
cludes all American citizens who are outside the United States for
& period greater than 6 months in any taxable year, and this non-
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residence need not be continuous, but may be the result of more
than one trip, provided the total lengths of time embraced by such
trips must be greater than 6 months. The object of these trips is
immaterial for tax purposes, so long as the employee of the Ameri-
can company is on business in its behelf. The exemption of such
an employee is not waived by the maintenance of a home in the
United States. Employees of the Government of the United States
or of any of its agencies resident abroad for more than 6 months
;135 any taxable year ere not exempt from taxation by the United
tates.



IIL BUSINESS TAXES
INTRODUCTION

maﬁvaamuﬂtampnﬂi}le&,amlmbkvﬂmmm
individual who goes to Great Britain For business purpeses, or by
the American corporation that establishes a branch or a subsidiary

company there, are the income tax (including surtax for individuals
oniv) and the stamp dities on commercial documents.

The income tax oa individuals is composed of a standard rate (at
present 25 percent) and a surtax, with progressive rates, on income
exceeding £2000. Corporations pay only the standard rate.

Decthdmesmvbemmmedlfthemdm&unldxs&mmm’!edm
Great Britain or leaves property situated there. No discussion of the
estate or other death daties is included, as these are not considered
in the nature of business taxes.! The corporation duty, which is a
stamp tax imposed in lien of death duties on certain property vested
in companies. is considered negligible,

The ~ land tax.” an old levy collected on the basis of fixed
in 1798, is still pavable on real estate, in respect of whi hnsnot
been redeemed. Most real estate, howerver, smblennd&rﬁm
mmetaxentbehssof;tsagmﬂerpmsumedmhlwne,knotn
E’;%:;mnslm?shﬂmg the pound ( ) on the rental

ssdaiyofl in 3 percent) on ren
value of all rights to work minerals and of all mineral wayleaves,
known as the mineral-rights daty.

Customs duties are pavabie on certain products imported into the
United Kingdom, bat they are cutside the scope of this balletin.

The preceding taxes are all national levies h{unmpahnsebhm
their mrennes&mngh the imposition of local “ rates,” which vary
in amount from place to place. Ouly national taxes are discussed in

this monograph.
LIABHLITY TO TAXATION

So long as the individual or corperation mereiy sells from its office
in the Lmted States direct to British castomers, the contract being
concluded and delivery and payment being made outside Great
Bti:um. no Liability to British i:;;at{_on tﬁm.i ATiSE.

f, while sull m nited States, a
real estate in Gm'im!?m he may be asessed to mperm?’xm

“ annual value” of such real estate; to the land tax if it has not
siready been redeemed ; and to Jocal “ rates ™

If the individual or oorpomuan purchases shares or bonds issped
in Great Britain, the standard rate of income tax will be deducted

2 The Division of Commercial Lowy publishes specisl circulars (regiest No. CL-3$5
showing the jaiest cairs of sitate and siher donth dutics. ™ ?

174583 3—08 33
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from the dividend or interest payments. If the amounts received
exceed £2,000, the individual will be liable to surtax as well.

INTEREST, ANNUITIES, AND ROYALTIES

If any kind of annual interest, annuity, patent or copyright roy-
alty, or other annual payment is due from British sources to a
person resident in the United States, he receives the amount due,
less deduction of the appropriate standard rate of income tax.
Where the Dritish debtor makes such payment out of his own profits
because of its not being allowed as a business expense, the rate de-
ductible is that in force when the amount payable becomes due (sec.
39 (1}, Finance Act of 1927). If the annual payment is not made
out of the debtor’s assessable profits, as in the case of copyright
royalties paid to nonresidents (sec. 25, Finance Act of 1927), the rate
in force at time of payment will be deducted {(rule 21, general rules,
Income Tax Act of 1918). '

When interest is not on a gearly basis, as where it is paid by a bank
on short-term deposit, or where 1t is paid to a bank on a loan for a
specified period less than a year, the tax is not as a rule deducted at
the source, but is assessed on the recipient. If the recipient is not
resident in the United Kingdom, he may be assessed in the name of
his agent there, who receives such income for him.

In practice, a foreign bank which has an account with a corre-
spondent British bank is not taxable on income derived from the
gurchasing of acceptances at & discount unless it can be construed to

ave an agent in Great Britain in whose name an assessment might
be made. :

TRADING WITH UNITED KINGDOM EXEMPT—TRADING WITHIN
TAXABLE . .

If a business enterprise operated in the United States by an indi-
vidual, partnership, or corporation markets its products in the
United Kingdom through a bona fide commission agent or broker
who receives the customary commission, it will not have to pay
British income tax on the profits derived (sec. 17, Finance Act of
1925). The commission agent or broker alone is taxable on his com-
misstons. No liability to income tax is likely to be encountered,
furthermors, if the American company sends a representative for a
short trip through the United Kingdom to make business contacts
and to book orders subject to acceptance by the company in the
United States, the goods being delivered direct to the purchasers.

‘Where, however, the American firm authorizes a British agent to
golicit orders or sell from a consignment of goods for its account, or
sends one of its own men to open an office 1n, say, London, for the
purpose of selling its product, liability to British income tax on the
profits will probably arise, and in any event the resident representa-
tive will be liable to fax on his remuneration. ' i

In other words, when a foreign firm does business in the United
Kingdom through its own agent (in the strict legal sense of that
term), it becomes liable to the British income tax. The test usually
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employed in border-line cases to determine whether trade is carried.
on in the United Kingdom has been to ascertain whether the contract:
for the sale of goods was made there. The contract usually is deemedt
to be made in snother country if the offer made in the United King-
dom must be sent to the other country for acceptance. (The offer
mey be transmitted through sn intermediary in the United King-
dom; but if that intermediary has solicited offers cozxstsnt(liy in
behalf of the foreign firm, it is possible that he may be considered
the agent of the foreign firm, m& resultant liability for the foreign
principal.) :

INDIVIDUAL LIABLE IF RESIDENT

Suppose an American is sent to London as his firm’s representa-
tive. It is specifically stated in the law (rule 2, schedule D, Income
Tax Act of 191%;113% he shall not be taxed as an individual residing
in the United Kingdom in respect of profits or gains received from
possessions or securities outside the United Kingdom,® provided he
1s there for a temporary purpose, has no intention of establishing a
residence, and does not reside in the United Kingdom for 6 months
in the aggregate in any year of assessment. If he does reside there
for 6 months or more, he will be taxable for that year.

Residing in the United Kingdom for a period or periods amount-
ing to 6 months in any gear of assessment has also been given as a
general definition of residence which will entail liability in resgect of
mncome from all sources (except income arising abroad from domin-
ion or foreign possessions, other than securities, stocks, shares, and
rents, that is not actuslly remitted to the person residing in the’
United Kingdom)*. The maintenance of a dwelling place in the
United Kingdom, unless the occupier is abroad for the year of
assessment, has also been stated as a test of full liability. Recur-
rent annual visits for a substantial peried (3 months) will creafs
residence for tax purposes after they become habitual {4 years).

Since the British authorities regard residence as question of fact,
it is impossible to give a rule applicable to all cases. From the pre-
ceding statements, bowever, one may apparently deduce the principle
that the American representative will not be liable, except 'giy
on income from British scurces, if he goes to the Unit om
for some temporary purpose and remains there for less than 6
months in an assessment year. If he leases an apartment, however,
lives in it during part of the year, and keeps it at his disposal while
traveling in other countries, he may be assessed to income tax and
surtax on his taxable income from all sources. (A more complete
discussion of this subject appears on pp. 65 and 112.)

NONRESIDENT LIABLE IF HE HAS RESIDENT AGENT OR
ESTABLISHMENT

Where the representative who is sent to Great Britain becomes
resident, the company may not only become liable to British income

i Far s definition of “ forelgn posscssiona ™ gee p. BX of this M
Ceommnisgionars ef .&h Majesty'a

Fletin.
bl - -fifth Re of the
Fear ﬁeﬂ Mar. mm » 80,

151
Inland Revenue, for the
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. tax in respect of the profits made through him, but if construed to
bave an establishment there is may also be required to register with
the Registrar of Companies. Such registration is obli%a,tory if the
representative opens a sales office or organizes a branch factory or an
assembling plant under the name of the company. An individusl
doing business under his true name and a partnership using the true
names of its partners do not have to register, but if the strict re-
quirements of the law ¢ as to names are not complied with, they must
register with the Registrar of Business Names.

Yt the American firm has as its authorized agent an established
British individuel or firm, it may be held to be Lable te British in-
come tax on profits, but it is not likely to be regarded as having
an establishment in the United Kingdom so long as it does not pay
the agent’s office rent or permit the agent to carry on business under
the firm name. In this paragraph the term “authorized agent”
_means an agent who is empowered to act for the account of & prin-
cipal so as to bind him, and does not embrace an independent dealer
cor disiributor to whom goods are sold outright, on credit or open
account, even under an exclusive-dezlership arrangement.

The nonresident firrn deriving profits through its own repre-
sentative, branch, or authorized %ritish agent is, in principle, tax-
able only on the net-sales profits made in the United gﬁng(?em, due
allowance being made for the manufacturing profit which ordi-
narily is realized by the parent concern in the country where it is
situated and which is faxable there.

DETERMINING LIABILITY OF NONRESIDENT

A special limitation on the liability of 2 nonresident individual or
company marketing goods in the United Kingdom is corntained in
rule 12, of the general rules, Income Tax Act of 1918. The assess-
ment may be restricted “on the basis of the profits which might
reasonably be expected to have been earned by a merchant or, where
the goods are retained by or on behalf of the manufacturer or
producer, by a retailer of the goods sold who had bought from the
manufacturer or producer direct.”

No liability is encountered if a nonresident transacts business
with other nonresidents through an agent who is resident in the
United Kingdom (rule 11, general rules}.

If the true amount of the profits or gains of any nonresident
person from trade exercised in the United Kingdom cannot be
readily ascertained, he may be assessed on a percentage of the turn-
e;*;er ?f the business done through the agency (rules 8 and 9, general
rules),

Once the net profit has been determined, both standard rate and
surtax will be payable thereon if the foreign principal is an indi-

€The Begistration of Business Names Act of 1518 stipulates that if an ipdividual carries
en buxiness In the United Kingdom uoder a pame * which does nmot consiat ef hiz true
surnane without apy addition other then hig true Christlan names or the finitiale
thereof ™ he must register with the Reoglatrar of Buslness Naines Somerset Hnonee
Iondon, The semme act applies te 81 firms bavilng & place of busineas in the United
Fingidom and trading under a name " which does not consist of the true surnemer nf atl
partners whe are individuals aod the corporate nnmes of 2il partners who are cOTPora-

tions without any addition ether than true Christian nameg of individusl partners or
the Initials of Buch Christian names” f .
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vidusal or partnership, but only the standard rate if a corperation.
If the foreign company has az establishment in the United King-
dom, tl:ia o:lfyn othe; l:axts likely to be encountered are th;: nominal
stamp duties payable on regisiration (1 shilling on each certified
copy of & required document and, in sddition, 5 shillings on each
document or return filed) and on biils of exchange, as well as local
“rates ” on the premises occupied.

Many American enterprises have formed subsidiary compani
for the purpose of carrying on their business in the gnited %ﬁ;
dom, primarily for the reason that if a British company is formed
it is considered easjer to segregate the profits subject to the British
income tax. (On p. 2 a discussion of the more msezl forms of
corporate organization available to Americans will be found.)

BRITISH INCOME TAX
STRUCTURE OF THE INCOME TAX

The income-tax system consists of a fixed standard rate, which is
imposed on the various kinds of income as classified under fi
“gchedules ”, and a gradusted surtax on total incomes exceeding
£2 000, which is a deferred installment of income tax payable Janu-
ary 1 following the year of assessipent.

* The entire system regards primarily the income of individuals. A
corporation is liable on its total net profits, but when dividends are
declared it may transfer to each shareholder a proportionate part
ef the tax by deducting the appropriate standard rate from the
umount of the dividend check The same rule applies to interest
and other annual payments. Consequently the company sctually
bears the tax only on its undistributed profits, 3

The period for which the tax is levied is the current “ year of -
assessment 7, running from April § to the following April 5.

RATES IN FORCE

The effective standard rate of income tax (total tax divided
{otal statutory income) payable by residents in Great Britain is
determined by 4 factors: f:) A special allowance for earned income,
(&) various personal allowances against assessable income, {¢) two
rates of tax (that is, half and full standard rate}, and {d) certain-
reliefs against tax for insurance, dominion income tax, ete. Surtax
is pavable on net income of the year of assessment without such
allowances.

Nonresidents, on the other hand, sre taxed in most instances by
deducting the standard rate at the source, without any of the allow-
ances granted to residents. Nonresidents are liable also to surtax
if their income from British sources exceeds £2,000.
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COMPARISON OF STANDARD RATES, 1920-33

1

‘The standard rates of income tax in force in Great Britain during
the fiscal years 1920-21 to 193283 were as follows:

Brrrmsa INooMET Tax RATES

Far pound sterling
of taxabia inecms
Yoar
First | Remain-
L2256
4 4. e 4
1920-21 and 1631-22. a2 @ 0
1022-23__ 2 & & 0
1923-M and 162425 2 3 & B
1925-26 to 1827-28. 2 8 i 9
1930 _— 2 9 4 0
1931 . 12 & 4 0
Goiobar (031 to 1933, Inclusive 12 8 & D
1 First £250. 1 First £175

MWore.—These rates will bo kept current by the Division of Commsrcial Laws, U. 8 Departmment of
Commaeros, through tha Issnance of suppiemental circuiars.

‘Certain sHowances, deductions, and reliefs were granted to indi-
viduals, the age allowance only being contingent upon the total
amount of the income:

Earned-income ailowance ) One ffth of the earned income,
; ) not exceeding £300 for any
) individual,
Age allowance, to Individuals aged 85 years or One 8fth of such income, not
%M whose total income does not exceed exceeding £308.
Personal allowance - Married persoms, £150: other
' persons, £100.
Increased personal allowsncs where wife has Tp to £45.
earned income.
Widower's or widow's housekeeper_ . ____
Unmarried person's female relxtive taking carer £50.
of young brother or gister, *
Children under 16 vears of age, or over 18 if £30 for ome child and £4¢ for
continging full-time education. each subseguent child.
Certain dependent relatives Ineapaciteted by old £25 for each such relstive,
age or infirmity. ‘
Alowahoe for life-assurance premHumS. .- Tax calculated at defined rates
on premiums, subject to va-
- riousg restrictions.
Dominion income-tax rellef . Tax calculated in accordance
with statufory provisions

Firat £175 taxable at ope half standard rate,

SURTAX ON INCOMES ABOVE 23,000

L

In respect of-—
First £500 of the excess
Next £500 of the exeess____. e
Next £1.000 of the excess—-- -
Next £1,000 of the excess
Next £1,000 of the excess
Naxt £2000 of the excess..-. _—
Next £2,600 of the excess..

3.3

6.6

P00 QO A
0 £ L0 B ok ot
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In respect of— o EX
Next £5000 of the excess_ 8.

. Next £5.0600 of the excess a.
Next £10000 of the excess g

7.

Next £20.000 of the excess
Remainder of the excess

- {The amounts shown in the right-hand column indicate the surtax-
pound sterHng.} .

2.
8.
8.
8.1

-y I NN
&y ol

3
5

=it

PRINCIPLES OF LIABILITY

Liability to the British income tax is based on the principles of
both origin and residence. It applies in the first place to all income
which has its origin in the Unites Kingdom, including that derived
by nonresidents, and in the second place to sll income, wherever
arising, which accrues to 2 person residing in the United Kingdom.
There are, however, two exceptions to these broad principles:

1. Interest on certain British Government securities izssued dur-
ing the World War is not subject to income tax so Jong as the securi-
ties are proved to be in the beneficial ownership of persons not ordi-
narily resident in the United Kingdom. :

2. Persons, including companies, resident in the United Kingdom
who have income arising abroad from possessions other than securi-
ties, stocks, shares, and rents in the self-governing dominions, in
Indis and other British territory, and in foreign countries, are
chargeable, not on the full amount of income arising, but only on the
amount actually remitted to them in the United Kingdom.’

WHEN AN INBIVIDUAL IS RESIDENT

The question of what constitutes residence in the United Kingdom
is one of fact, and no absolute rule can be given which will apply to
all cases, In general, an individusl is regarded as a person residing
in the United Kingdom (ad) when a British subject, if he usually
resides in the United Kingdom, notwithstandin ile may happen to
be abroad temporarily; or {5) whether or not a British subject, if hs
maintains & residence in the United Kingdom—unless he is abroad
for the whole of the year of assessment ; or {¢) whether or not & Brit-
ish subject, if he resides in the United Kingdom for & period or
periods amounting to 6 months or more in the year of assessment.

The fact that a foreigner maintains a residence in another country
and is domiciled in another country does not preclude his acquiring
a residence for income-tax purposes in the I?nited Kingdom. An
American citizen was held to be so resident because he rented a house
and shooting rights in Scotland, where he spent about 2 months in
each year® In another case a Belgian subject who had a residence in
Brussels but who visited Englana each year and occupied {(though
aglways for less than 6 months in the aggregate) a hunting box
belonging to & company in which he owned over 90 percent of the
shares, was held to be chargeable with income tax as a persom
residing in the United Kingdom, on the ground that the hunting
box was de facto available for his occupsncy whensver he came to
that country.®

% Cooper v, Cadwalader [1004], § T.C. 101,
1 Logwenglein v, De Salis [10268], 10 T.C. 424,
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WEEN A FOREIGNER IS EXEMPT

An individual will not be liable to tax under schedule D as a per-
son residing in the United Kingdom in respect of profits and gains
received from possessions or securities located outside the United
Kingdom who (2) is in the United Kingdom for some temporary
Eurpose only, and (%) not with any view or intent of establishing

is residence therein, and who {(¢) has not actuslly resided in the
United Kingdom for an aggregate of 6 months in the year of assess-
ment ; but if any such individual resides in the United Kingdom for
6 months or more in any one year he will be so chargesble for that
year (rule 2, miscellaneous rules applicable to schedule D).

Expressed’ differently, an American citizen having no possessions
or securities in the United Kingdom, who goes there for a temporary
stag of & few months, is not likely to be held lable to British tex.
If he earns a salary for service rendered there, the collection of tax
thereon would depend largely upon the circumstances of the case.

WHEN COMPANYES ARE RESIDENT

If a company has been organized under British law, has its prin-
cipal establishment in the United Kingdom, and is controlled there,
it is resident in the United Kingdom and is fully liable to taxation.

A corporation which was organized in Cape Colony and which
had its head office and general meetings in Kimberley was held to be
resident in the United Kingdom because its business was controlied
by board meetings convened in London, so that the actual “head,

.seat, and governing power” were at the London office.”

A company registered in England but running a hotel in Egypt
and having its contrel and management in Egypt was held to be ex-
ercising its trade solely in the latter country, consequently only the
profits remitited to England could be taxed there.? i

A company registered in England but controlled in Sweden was
held to be registered in both places.® In his decision, the Lord Chan-
cellor stated that a registered company, like an individual, can have
more than one residence for the purposes of the income-tax aets.

TRADING “ WITH” OR # WITHIN * UNITED KINGDOM

Where & foreign firm sells direct to its British customers or dis-
tributors, or indirectly through a bona fide commission agent or broker.
receiving the customary commission, the trade is considered as bein
carried on wdth the United Kingdom and no liability to Britis
income tax is incurred. On the other hand, if trade is*carried on
within the United Kingdom, whether through the foreign firm’s own
registered establishment, or through an authorized agent, or in some
other manner, the firm is liable to the British income tax on the
profits realized. ) i

Trading with the United Kingdom.—A nonresident is regarded as
trading © with ¥ the United Kingdom if he sells his goods ﬁzrough a

* De RBeers Consoldated Mines v. Howe 11908], A.C. 485, § T.C. 198,
& Witckell v. Epuptian Hotelz, § T.C. 542,
® Swedish Ceniral Ry, Co., Ltd., v. Thompaon, B T.C. B42.
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bona fide general commission agent or broker, as indicated in the
following paragraphs {sec. 17, Finance Act of 1923} :

wmmdwm&mmmammmm_hm
- renuperation at & rate not iess then thet cuostoamary in the class of basipess
ir guestion.

3. In this section the expression * broker™ inclndes s general commbssion

4. Bule 10 of the genernl rules shall have offect subject to the provisions
of this eection.

No precise definition of “ bons fide broker ” or * genersl commis-
sion agent ” has been enunciated by the couris; determination of the
liability of a foreign firm depends upon the facts of the particalar

case.
Trading within the United Kingdom—Many decisions have been
handed down by the British courts determining that under a specific
set of facts trade is being conducted within the United Kingd
but no attempt has been made to give an exhaustive definition o
what constitutes doing business there. No doubt as to liability exists
if business is done through s branch office of the foreign firm or
through an authorized agent. In determining the relationship of
agency in border-line cases the primary factor is “ whether or not the
contracts for the sale of goods or performance of service are made

in the United Kingdom.” Generally ing, the foreign merchant
will not have to pay tax if the contract for the sale of goods in the
United Kingdom is not concluded there; liability is stili less likely

to acerue if, in addition, both payment and delivery of the goods
take place outside the United Kingdom.

BALES BY NONRESIDENT THROUGH AGENY

The taxation of sales made by nonresidents through agents was
%mvided for by the charging section of schedule D of the Income

ax Act of 1918, which declared persons not residing in the United
Kingdom liable in respect of annual profits and gains arising from
trade exercised within the United Kingdom. The nonresident is
chargeable in the name of any factor or agent, whether or not such
factor or agent has the receipt of the profits and gains (rule 6,
general rules, Income Tax Act of 1918).

The person acting on behalf of a nonresident may be required to
furnish a statement of the profits and gains in respect of which the
tax is to be charged to him on account of the foreign principal. The
agent must pay the tax (rule 13, general rules), but he may retain,
out of money coming into his hands on behalf of the foreign prin-
::ﬂpali an amount sufficient to cover the tax paid (rule 14, general

es). .
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TRADE CARRIED ON WHERE CONTRACTS ABE MADE

In determining when trade is carried on through an agent, the
primary test is whether or not the contracts for the sale of goods
were made in the United Kingdom. As Lord Chancellor Cave states
in Maclaine & Co. v. Eccott: o

The guestlon whether trade is exercised in the United Kingdom 13 a gnestion
of fact, and it I3 undesirable to lay down any exhsustive test of what con-
stitutes such an exervise of trade; but I think it must now be taken as eatab-
lished that in the ¢ase of a merchant’s business, the primary object of which
is to sell goods at a profit, the trade is {speaking geoerally} exercised or ear-
ried on {I do not myself see much difference between the two expressions} at
the place where the contracts are made. No doubt reference has sometimes
been made to the place where payment is made for the goeds sold or to the
place where the goods are delivered, and it may be that in certain circamstances
these are material considerations; but the most important and indeed the
erucial question is, Where are the contracts of sale made?

This prineciple has been upheld in a number of cases.*

TAXPAYERS AND BASES OF ASSESSMENT

INGIVIDUALS

Resident individuals.—An individual resident in the United King-
dom is liable to the standard rate of income tax and the gradusied
surtax on income from all sources, with the exception of income from
“ foreign possessions ™ (other than stocks, securities, and rents)
that is not remitted to the United Kingdom. The net income subject
to the standard rate is first determined for the year of assessment;
the surtax constitutes & deferred instzallment of income tax.

If an individual derives income from dividends, interest, or other
annusl payments taxable by deduction of the standard rate of tax
at the source and also from salaries or a business or profession sub-
ject to direct assessment or if his whole income is from sources taxzed

¥ deduction an adjustment may be necessary in order to take into
account the abatements and allowances to which he mayv be entitled.
After taking all these factors into consideration if the total tax
due exceeds the amount collected at source, only the balance is pay-
able; if the tax collected by deduction exceeds the amount actually
due, the taxpayer may either claim a refund or have the excess
credited against his liagility for another year. The surtax is payable
on the net income without any abatements or allowances.

In computing the liability of a resident individual taxpayver to
the standard rate of income tax the first step is to calculate the
statuory or net income as determined by the various schedules. From
the net income is deducted the earned-income or age allowance, leav-
ing the assessable income. The personal allowances and reliefs are
then deducted, the balance constituting the taxable income. The
“allowances and reliefs ® comprise: ‘

Earned-income or ege allowanee, one fifth, maximum £300.

Personal allowance (general abatement), £100 if single, £15¢ if
married.

* Maelaine £ Qo. v. Eccol?, 10 T.C. 481, at gr 574

Y Erichsen v. Lasi ?1881% 8 QB 414, 4 'T.C. 422, C.A,: Grainger & Son v. Gough
[1888], A.C. 825, 8 T.C. 462; Werie & 0. v. Colguhoun [1838], 20 Q.B.D. 733, 2 T.C.
402 ; vell and Christimaa ¥, Tezas Commisgioners {New Zealand) [1508], A.C. 48,
?rievéwgf}d ;.ggﬂfﬁ {1822], 1 A.C. 417, 8 T.C. 188 ; and Wilcock v. Pinic & Oo. [1525]
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Increased personal allowance where wife has edrned income, four
fifths of such esrned lncome not over £45, .

})efdslaetion for housekeeper (if toxpayer is single or & widower},

Dedaetion for first child, £50,

Deduetion for other children, each £40,

Deduection for dependeunt relatives, eic., each £25.

The first £175 of taxable income is charged at half the standard
rate {or 123 percent} and the remainder at the full standard rate
{or 25 percent). From this total amount of tax there is deducted,
-in terms of tax, any relief due in respect of (g2} premiums paid for
life assurance or for contracts for deferred annuities and (3) Do-
minion income tax. The balance represents the tax actually payable,

Nonresident individuais.—Nonresident foreigners are, as a rule,
chargeable at 5s. in the pound {25 percent) on income from British
sources without any of the allowances indicated above, but nen-
resident British subjects are allowed a proportionate part of the
abatements.

If the income derived from sources within the Urited Kingdom
exceeds £2,000, the nonresident is also subject to surtax., He should
file a return for this purpose, as there are no provisions for collecting
surtax at the source. If he fails to file a return, and has no agent in
the United Kingdom in whose name he could be assessed, be is still
liable to the surtax. - ‘

PARTNERSHIPS

The business profits of a partnership cannot be separately assecsed
on the individual partners but are assessed on the partmership or
firm in the business pame. The actual amount of tax payable on the
profits thus assessed, however, is computed with reference not only
to the shares in the profits to which the several partners are respec-

. tively entitled, but also to the allowances and reliefs which the part-
ners may claim as individuals. For this purpose each partner must
make & return of his total statutory income, including his share of
the profits of the partnership assessed for the year.

If the constitution of a firm varies so as to¢ require & revision of
the partnership agreement, ligbility for the year in which such
change occurs must be allocated proporticnately to the length of
time preceding and subsequent to tﬁe date of the change. Moreover,
the status of the partners before and after the change must be taken
into consideration in computing the tax on their respective shares.

COMPANIES

Resident companies—Income tax is imposed at the standard rate
on a British public or private limited company or & resident foreign
corporation on the total profits, irrespective of their destination, with
the exception of income from foreign possessions (other than stocks,
securities, and rents} not remitted to the Uni Kingdom. The
profits subject to tax include such amounts as will be pard ss annual
charges and also such amounts as will be distributed as dividends.
The company recoups itself by deducting the standard rate of tax
from pavinents made in the forin of interest and other annual charges
or dividends, and consequentl{ itself bears the tax only on undistrib-
wted profits. If reserves are later distributed as dividends, the com-
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pany may deduct from the amounts so distributed the appropriate
standard rate. This rate is the standard rate of the year in which
the amount payable becomes due (sec. 3% (1), Finance Act of 1927).

Notwithstanding the shareholders ultimately bear a proportionate
Es.rt of the company’s tax, the company is regarded as the taxpayer.

Plainly a company paying income tax on its profits does not pay
it as agent for its shareholders. It pays ss s taxpayer, and if no
dividend is declared, the shareholders have no direct concern in the
payment.” 2 .

arned-income relief may not be claimed by a limited company,
nor may it take advantage of any reliefs similar to the personal
allowances granted individuals. :

Nonresident companies—Foreign companies not held to be resi-
dent in the United Kingdom will bear the standard-rate tazx, through
its being deducted at source, in the case of income from dividen
interests, royalties, and other annual paymenis.

If the foreign company has a sales agency or branch establish-
ment of any kind in Sxe nited Kingdom, it will pay the standard
rate of tax on the net sales profit realized there. It is customary
to have the return made up and andited by a chartered accountant,
who will also handle any subsequent discussions over items in the
retnrn with the inspector of taxes.

Where the return is fair and is certified to by a reputable firm of
sccountents, it is improhable that a declaration of the entire income
of the parent concern will be requested. If the suthorities consider
the return of the branch insuffictent, they might request a return of
‘the total net income of the parent company, including that from
British sources; but if this information is refused, the authorities
are free to assess the branch in other ways, such as taking the per-
centage of net to gross profits made by similar British establishments.

ITEMS NOT INCLUDED IN ASSESSING INCOME

CASUAL PROFIIS

Generally speaking, for the purposes of British income tax, “in-
come is the surplus of receipts over the current expenditure necessary
to earn those receipts, regardless of the appropriation of any part
of the receipts or surplus for the purpose of writing off or amortiz-
ing the capital value of any assets that waste in the process of pro-
duocing the income.” In other words, income is regarded, in general,
as an annual and recurrent gain or profit. Casual profits and capital
gains and losses in the sense of the United States Revenue Act are
not, as a rule, considered a fixing Hability. “ Casusal, non-recurring,
or oceasional profits arising from transactions that de not form part
of the ordinary business of the person who makes them ” are held
not to be within the scope of the income tax and, consequently,
escape taxation. If an individual occasionally buys securities,
shares, cotton, wheat, or some other commodity on the exchange and
sells later at a profit, he would probably not be taxed on his gain;

B Inland Eovonue Uommissioners ¥, Bloft {1020}, 1. KB. 114, 2 KB, 857 [1921],
2 A.C 171, 8 T.C, 191, at p. 186, ) ...'
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but if he repeated such transactions a number of times in order to
make profits thereon, there seems to be a possibility that such income
would be regarded as trading profits and therefore liable to tax.

CAPITAL GAINS

Profits from sale of capital assets—DBroadly speaking, the profits
derived from the sale of real property or other capital assets that
have been held as an investment, or from the transmutation of
capital assets from one form into another, are not taxable incoms;
but the gains arising from the purchase and sale of property as
part of the business of the taxpayer are subject to tax. .

Where properties were acquired and sold many years later, it was
held that the owner was not carrying on the trade of buving and
selling land, and the gain was not taxable.”®* ‘Where part of a com-
pany’s business was the development and sale of lanef however, the
profits were considered as trading profits and were therefore
taxable.}*

Frventions, patenis, and the libe—In another case, the respondent
COMPpany was formed for the urpose, among others, of acquiring
inventions, patents, and the like and of using or selling them or
otherwise turning them to account. Ths company sold certain
Japanese patents for a capital sum (payable in installments) and a
royalty; it also sold an American patent, receiving as consideration
therefor certain shares of the purchasing company. The court of
appeal held that the transactions were merely the realization of
capital assets and that the gain was not taxable.’

BONTUR PREFERENCE SHARES

In sccordance with the same principle, bonus shares are not tax-
able. A company capitalized a large sum of undistributed profits
and issned {o its shareholders an equivalent amount of bonus shares.
The House of Lords decided that the bonus shares were not income.*®

BONTS DEBENTURE STOCK

While in the case just cited the bonus took the form of Sﬁaid-up
preference shares, in another case ' the bonus was in the shape of
debenture stock; the same conclusion was reached.®

PROFITS DISTRIBUTED ON LIQUIDATION

On the liquidation of a company, undistributed profits can no
fonger be distinguished from capital, and such portion of the assets
distributed by the liquidator as represents undistributed profits is
not income in the hands of the shareholders which must be included
in their returns of total income.

1 Hudeon's Bay Co. v. Stevena, § T.C. 424,

1 Thesw V. South-Weat Arrica Oo., Lid. 18241, 131 L.T. 248, 9 T.C. 141.

B Colting v. Pirth-Brearioy Stainiess Stesl Sgﬁdﬁ:ﬁ!c, Ltd. £1925%. 9 T.C. 526

W Iniand Eevenue Commiseioners v. Bisit {19211, 2 A.C, 175, 8 C. 101 &t‘g 128,

M Inicnd Revensie Commicsionery v. Fisher’s Esecutors [1925) 1. KB 1 {19261,
AL, 393, 10 T.C 2OR.

¥ 10 T.C. at p. 8338
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WASTING ASSETS (DEPLETION)

Depletion of capital assets is not taken into consideration except
to the extent of allowing for the wastage of plant and machinery
and certain buildings tist contain plant and machinery.® The

_ excelition granted in this case is due to the fact that the income-tax
acts have always allowed deductions for renewals and replacement
of tools and implements used for the purpose of a trade, and it is
therefore consistent to grant an equivalent aliowance for the waste-
age of plant and machinery.

HMines—The report of the royal commission appointed in 1913 to
study the income tax upholds the refusal to allow for depletion in
the case of mines, for example, on the ground that if the owner were
“ granted an allowance sufficient to enable him to replace his capital
when the mine is exhausted, it would be inequitable to refuse an
analogous allowance in respect of the initial capital invested in the
education and training of a lawyer or surgeon or workman, whose
earning }Jower is possibly of shorter duration than the life of the
mine.” It was found impossible, therefore, “to make any general
recommendation that from the income produced by any asset an
allowance should be made for the amortization of its capital value.”

If an allowance were granted in respect to any asset, the commis-
sion deemed it advisable to impose a time limit on the recognition of
wastage; one should regard only the wastage * which is important
when considered in relation to human life and human expectation.”
Since contingencies bappening after the lapse of a period of time
exceeding 35 years do not appeal very greatly to the mind of the
average individual, no allowance should be made when the life of
the wasting asset is to be 35 years or longer. Assets with a shorter
life should receive an allowance dependent on the time by which
their life falls short of 35 years. .

It was further recommended that the measure of this allowance
should bLe “the sinking-fund payment necessary to amortize the
capital cost of the asset over its agreed life less that sinking-fund

yment which would be necessary to amortize the capital cost if
the life of the asset were 35 years.” *° ;

Copyrights, patents, and the like—In respect to copyrights, pat-
ent rights, goodwill, and trade-marks in the hands of the original
owner, it was recommended that no allowance for depreciation
should be made, “ nor should any allowance be given to the purchaser
of any assets of this nature if the vendor is within the scope of the
United Kingdom income tax.” The commission believed, however,
that an allowance should be granted if the life of the asset is less
than 35 years, “ to the patentee in respect of the proved costs of
experimenting and patenting, whether (2¢) he works the patent him-
gelf or (&} lets it on royalty.’;

The main class of wasting assets for which the commission recom-
mended a depreciation allowance is described in the following para-
graph:

# For anthorized sliowances gea p. 144 1n appendix II ° Bee also zection onm * Deprecia-
tion, repewnls, and ohéolescence', p. 163 of text.

® By “sloking-fund payment " is meant the annuval sum. which, {f set gside sf Interest

for a term of yeqrs equal te the life of the asset, wonld produce an smount egual
tho capltal cost of the asset
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Bubject always to the limitation that their Hfe falls short of 35 years, we
recommend that ap allowanee shall be given in respect of ail inherentiy wast-
ing materinl assets which beve been created by the expenditure of capital,
such as bulidings and foundsations, surface works, permanent way and equip-
ment of roilways and tramways, docks and shaft-sinkings, and ipitial work on
development. In every case the allowsance should be caleunlated by reference
not to the absclute but to the relative Hability to waste.

These recommendations have not been acted upon.

CLASSES OF TAXABLE INCOME

No general definition of what constifutes income is found in the
Consolidated Tax Act of 1918, but income is assessed under five
schedules {A, B, C, D, and E) and that falling under each schedule
is defined. Each schedule is, broadly speaking, a set of substantive
provisions and administrative rules that govern the assessment and
collection of the tax on the particular kinds of income with which
it deals. The standard rate of tax applies in each case. Afier the
several classes of income have been each separately assessed for the
standard rates or taxed by deduction at source, they are all grouped
together in & “return of total income” for the purpose of deter-
mining certain allowances and fixing liability to surtax.

The five schedules embrace the following kinds of income:

A. Income from the ewnership of lands, houses, etc.

B. Income from the occupsrtlon of lands.

. Income paid, under deduction of tax at the s¢urce, out of any public
revenye,

b. lgﬂeome from trade,-professions, vocations, and cerfaln employments;

dominien and foreign securities and possessions; interest; and miscellaneous
items of income.

B, Income from public and private employments,

Wherse all the income derived by a resident individual is taxzed
at the source, such as dividends on shares, interest on debhentures and
mortgages, and house rents, he is entitled to claim a refund to the
extent of his personal allowances and other reliefs. If, on the other
hand, he derives, in addition to income taxed by deduction, income
from a business or vocation that is assessed on the basis of & return
made by him, an adjustment is made in order to secure the proper
amount of relief against the total tax due on the various kinds of
income g;)mbined. ‘When the combined income exceeds £2,000 surtax
is payable.

ngsmuch as schedule D is of most interest to Americens, this
schedule will be discussed first,

SCHEDULE D. INCOME FROM %%DE, PROFESSIONS, INTEBEST,"

Schedule D is the principal schedule of the British income-tax
act, covering not only (1} profits of trade and manufacture, (2
income from professions, etc., {3) interest not taxed at source, {4
income from dominion and foreign securities other than that charge-
able under schedule C, and {§) income from dominions and foreign
possessions {defined on p. 83), but also {6) income from sources not

_’ESee also separate discussion of Interest, p. 81,
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covered by any of these groups or by any other schedule. These six
heads are designated “ cases ” in the act, '

The tax under schedule D is imposed on the annual income or
profits arising or accruing to—

(@) Any person residing in the United Kingdom, from property
wherever situated (not assessed under schedule A}, or from “any
trade,®® profession, or vocation * wherever carried on; and

(&) Any person not residing in the United Kingdom, from prop-
erty in the United Kingdom {not assessed under schedule A}, or
from *any trade, profession, or vocation” exercised within the
United Kingdom.

TRADING FPROFITS AND INCOME FROM PROFESSIONS (CASES I AND In

Trading profits are treated in case I and these of a profession or
vocation in case IL, but the two cases may well be studied at the
same time because the rules governing the basis of assessment and
the allowable deductions are the same %or both. -

Profits aceruing from trade and manufacture snd income arising
from e profession or vocation carried on in the United Kingdom
are assessable on the person, firm, or company deriving them, if
resident there. If the recipient is resident elsewhere, he still is
Liable, but the assessment may be made against, and if necessary
in the name of, the agent carrying on such business or profession for
the account of the nonresident principal.

If trade is carried on abroad gut is controlled by persons residing
in the United Kingdom, the profits are taxed under case I.

If the profits are derived a resident in the United Kingdom
from trade which is carried on abroad and is controlled abro&g, the
tax is assessed under case IV, governing income from foreign
possessions.

BASIS OF ASSESSMENT

Prior to the act of 1926 trading profits and income arising from a
profession or vocation were taxed on the average of the previous 3
years, but by virtue of section 29 of the 1926 enactment & business
or profession is assessed on the whole of the profits of the year
preceding the year of assessment. This provision is applicable com-
mencing with 1927-28.

Basia for new business®*—Where a business or profession has
been set up and commenced within the year preceding the year of
assessment, the tax will be computed on the profits or gains for 1

ear from the time of opening. The person charged is entitled,

owever, on Fivinfr notice 1n writing to the inspector of taxes within
12 months after the end of the year of assessment to be charged to
- income tax on the amount of profits of the year of assessment. If
the assessment has already been made on the basis first indicated, it
will be subject to adjustment.

If the business has been commenced within the year of assessment
itself, then the computation will be made on the amount of the

B The word “trode™ am used lo the Income Tax Act of 1918 ¢ incladed every trade
manufncture, sdventure, or cencern in the nature of trade.”

@ Covered by rule 1 (2), roles a;fllcabie 6 cpses I and II, and rule 2 & gimbﬁe to case
VI, as amended [with efect from Apr. 8, 1927] Ly the Finance Act of 1928, sec. 20 (1),
&4t. 20 {3}, #ec. 36 (1}, and fourth sehedule,
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profits arising in the year of assessment, or according to the average
of such a period, being less than 1 year, gs the case may require and
as may be directed by the commissioners.

Basiz when a business i discondinued —If a business or profession
is permanently discontinued, the tax for the year of assessment in
which the discontinuance takes place is to be assessed on the profits
or gains made in that year itself from April 6 to the date of dis-
continuance, The computation of profits is made in the ordinary
manner, allowance being given for losses.

If, without regard to the discontinuance, the assessment for the
year has already been made, it may be corrected by repayment or
agditionnl assessment, according to the case (sec. 31, Finance Act
of 1926). . .

- If the profits for the year preceding the year of discontinuance are
in excess of the assessment made for that year (based on the profits
- for the preceding year), the authorities may meake an additional
assessment {sec. 81 (1), (b}, Finance Act of 1926).

Succession to g business—At the present time, when there is a suc-
cession to a business which involves merely a change in ownership
without any alteration of the identity of the business, the amount of
the assessment is to be computed as i'fy there had been no change in the
ownership, and the liability is apportioned on a time basis (rules 9
and 11, rules applicable to cases I and IT, schedule D).

After April 5, 1928, however, unless all the old and new partners
otherwise require, the business “is to be {reated as continuous onl
when the personnsl of the owners is to some extent the same.” If,
on the other hand, © there is a succession by one individual to an-
other, by one partnership to another, by a partnership to an individ-
ual, or by an individual to & partnership, so that no individual who
was carrying on the trade, etc.,, before the change continues to do
so after t{e change, or, again, where & company succeeds an individ-
ual or partnership (or vice versa), the change will be treated as s
discontinuance and a fresh commencement.’ *

INCOME CHARGEABLE

Income tax is to be charged under schedule D on the “annual
protits or gains? arising from any business or profession, and the
rule applicable to case I directs that the tax “shall be computed on
the fusl)l amount of the balance of the profits or gains” of the year
preceding that of assessment. The act contains no definition of
what constitutes the “balance of profits or gains”, and the inter-
pratation thereof has been left largely to the courts. According to
one interpretation, * profits and gains must be estimated on ordina
prineiples of commercial trading by setting against the income earn
the cost of earning it, subject to the limitations prescribed.” *

Nevertheless, there are a number of provisions in the act which
indicate what may snd what may not be deducted, most of the pro-
visions being negative in character. In the rules applicable to cases I

™ Ree. 32 {1}, Finaace Act of 1828 ; Eonstam, Supp.. pp. 22-23.
® MeBain, p. 76,

1745682—383——0
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and II, rule 1 states that tax shall be charged without any other
deduction than is allowed by the act of 1818, ’

The taxpayer is not bound to keep books of account and prepare
financial statements of his business; but if he does not, the tax offi-
cials may resort to estimative assessments if they are not satisfied
with the figures he produces. :

It frequently happens that the accounts of an enterprise will have
to be adjusted in order to conform to the requirements of the income-
tax law. To make a correct return of profits it is deemed necessa
te strike a balance at two successive dates, to evaluate stock at eac
date, and to determine the profit or loss arising during such period.

The usual accounts are made up according to the double-entry
system of bookkeeping and include the trading account, the profit
and loss account, and the balance sheet. Such accounts are some-
times, though not customarily, placed at the disposal of the inspector
of taxes who is engaged in marl}:ing the assessment. The matter is,
however, normally dealb with by the taxpayer’s accountant.

AQCOUNTING PEBRIODB WITHIN YEAR OF ANSESEMENT

The year of assessment begins April 6 and ends the following
April 5, and if an account for a period of 1 year was made up to a
date within the year preceding the year of assessment, then the tax
will be charged on the profits of such period.

If, on the other hand, no such account was made up, or if several
accounts were made up to dates within the year preceding the year
of assessment, the commissioners of inland revenue may decide
which period of 12 months is to be taken for tax purposes (sec. 34
(1} (b}, Finance Act of 1926). The period of 12 months must be a
continuous one. The commissioners may make their selection retro-
spective by adopting, for computing the tax, & corresponding period
of a year of assessment earlier than that to which their first selection
applied (sec. 34 {2)). For example, if they decide under section 34
{1} to compute the tax for the year of assessment 1928-29 on the
profits for 12 months ended September 30, 1927, they may subse-
quently direct that the tax for the year 1928-29 be computed on the
profits for 12 months ended September 30, 1926. * The assessment
for 1927-28, if not yet made, will be made according to this direc-
tion; if an assessment has already been made and the result of the
direction is that the taxpayer is liable to pay more tax for that year,
an additional assessment is to be made; if the result is that he has
paid too much, repayment is to be made.” **

ALLOWARBLHE DEDUCTIONS

The income tax act does not attempt to give s complete list of
the deductions and expenses that may be charged against business
profits. As regards expenditures, a distinction is made between
capital and revenue expenditures, only the latter being allowed.
The amount claimed must have been wholly and exclusively laid out
or expended for the purpose of the busimess; it must have been
employed in the course of earning profits rather than as an outlay

® Xoustam, Sopp., p. 18,
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of capital preparatory to the earning of profits. Consequently no
allowance is made for reserves for deprecintion other than wear
snd tear, nor for bad debts except to the extent that they are defi-
nitely bad or estimated to be doubtful, mor for contributions to
sinking funds, stc. Inm eral, allowable expenditure may be de-
fined as an annual expenditure necessary to carry on the business.

Business premises—An amount equivalent to the net annusl
value of the business premises in the United Kingdom eowned or
occupied by the proprietor of the business may be charged agninst
the profit. The annual value of lands, tenements, hereditaments, or
heritages so cecupied is separately assessed under schedule A
Where the business premises are mills, factories, or other similar
premises, the gross annual value may be deducted.

The Finance Act of 1919 allows a deduction of one sixth of the
snnual value of property owned ebroad and occupied for trade
purposes if the property consists of mills, factories, or similar
premizses. If the annual value of such property cannot be readily
determined, reference is nsually made to the cost price and the net
annual value of similar property in the United Kingdom. Other-
wise, the allowance relative to property owned and occupied in con-
ngcuon with the business does not extend to property located
abroad. : '

Bad debts are deductible if the debts have been actually considered
bad and written off in the bocks as irrecoverable. If sums are sub-
sequently recovered, they must be credited to business receipts at the
date of recovery, If degts are considered doubtful in a measure but
not wholly irrecoverable, an allowance may be claimed to the extent
to which they are doubtful, provided such debts are specifically
evaluated for income-tax purposes. General reserves for bad debts
are not allowed.

Costs of renewing debentures on maturity are deductible in the
case of financial companies. In no case is the cost of the original
issue of debentures allowed.

Depreciation in value resulting from wear and tear of any ma-
chinery or plant used for thzdpurpose of the business and belonging
to the person by whom the trade is exercised is allowed annually. In
many instances percentages have been agreed upon by the inland
revenne with the various f{rade associations. The rates are on the
written-down value in every case except shipping. (See appendix
II, p.144.) No allowance is granted for depreciation of capital assets.
{See section, “ Depreciation, renewals, and obsolescence ?, p. 101.)

Cost of renewal of plant machinery actually worn ouf in the earn-
ing of profits is generally allowed as a business expense of the 2ccount-
ing period in which the replacement takes place, provided no annual
claim 1s made for a deduction respecting wear and tear.

Fees paid to trustees for debenture holders are deductible from
profits, since they are assessed on the recipients under schedule E.

Income tax is deductible only where the tax on employee’s salary
is paid by the employer and where the tax on directors’ fees is paid
by the company. Since the amount of tax paid for the employee is
considered additional remuneration, it is taken into account in
making the schedule E assessment on the employees, Foreign income
tax paid in respect of profits where they arise is deductible.
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Interest on overdrafts, being payable without deduction of tax, is
allowed as s business expense, .

Legal expenses incurred in connection with the collection of debts
and other matters having to do with the ordinary business of the
enterprise are deductible; but those connected with the registration
of the company, transfers of properiy, and the like, are regarded as
a capital expenditure, for which no allowance is made.

Patents—The cost of renewing expired patents is allowed.

Premiums—Annual premiums for burglary, fire, and similar in-
surance are allowable expenditures. While indemnification for loss
of ordinary trading stock must be regarded as ordinary business
receipts, recoveries for building, plant, machinery, and other purely
capital assets, not affecting the trading or profit-and-loss sccount
are not to be counted as taxable revenue. In practice, “loss ¢
profits ¥ insurance premiums are deductible if the firm paying the
premiums undertakes to count receipis therefrom as business income.
- Removal—If removal is compulsory, the expenses incurred will
generally be allowed ; but if voluntary, only the cost of transferring
stock in trade is in practice allowed, and the balance of the cost
is regarded as a capital outlay.

Repairs—Repairs are allowed when they are necessary to main-
tain the premises, machinery, or other objects in their ordinary
satisfactory state. The allowance is limited to the amount actually
expended 1n the account year.

Royalties—Book royalties, if paid in full and assessable on the
recipient, are deductible.

Subseriptions.—Subscriptions to charity are not provided for in
the act, but in practice an allowance is made for subscriptions to
charitable institutions, such as infirmaries, hospitals, seaside homes,
and asylums, maintained primarily by public subseription and from
which the donor or his employees would possibly derive some benefit.

Subscriptions to trade associations by members are in practice
allowed as business expenses for the latter where the association has
agreed in writing with the board of inland revenue to pay income
tax on the excess of its receipts over expenses.

NORALLOWAEBLE DEDUCTIONS

Capital put into or withdrawn from the business and capital losses
are not considered.

Depletion—Although there has been much discussion regarding
allowances for depletion of capital assets, such as mines and forests,
no such allowance has been accorded. The income-tax commission
which sat in 1919 made certain suggestions for allowances when the
life of the wasting asset does not exceed 35 years, but no effort has
been made to enact such a provision.

Incoms tapes—Income tax of any kind paid in the United King-
dom is not deductible except as stated on page 95. No allowance is
vaen for any sum paid as dominion income tax unless under the
aws of the dominion no allowance is given against dominion income
tax in respect of the payment of British income tax. Foreign income
tax paid no profits in the place where they arise may be deducted.
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Interest—Interest paid on capital invested in the business and

other payments of annual interest or annuities payable out of business

rofits may not be deducted, but the borrower may recoup himself
¥ deducting the standard rate of tax when the interest is paid.

Leases.—The premium psid for the renewal of the lease of the
premises occupied for many years by a trading firm was held tobe a
capital expense and therefore not deductible in computing the trad-
ing profits of the firm.*

ime&——Lomes not suffered directly in the business are barred.
For example, if shares in & limited company forming part of the
business assets are sold at less than cost, the resulting loss may not
be charged against profits. For the same reason, & gam arising from
selling shares af a figure higher than the cost price is not counted.
Similarly, losses recovered under a contract of insurance or indem-
nity are not deductible. :

person who has sustained a trading loss is entitled to an adjust-
ment of liability to income tax or may set off a loss in one business
sfuinst the prohits of another (rule 13, rules applicable to cases I and
II, schedule D).*® The balance of the loss not cared for by the
preceding provision may be brought forward and deducted from
the profits of that particular enterprise in the next-year of assess-
ment, and, if such profits are insufficient, may be deducted from the
profits of succeeding years up to the sixth year of assessment follow-
ing that in which the loss occurred (sec. 33 (1) (3), Finance Act of
1926: sec. 27 (1), Finance Act of 1927). If an individual transfers
his business to a company in consideration solely or mainly of an
allotmept of shares, section 29 of the Finance Act of 1927 allows him
to set off his J}revirxzs business losses against dividends or other
income received from the company.

Patents.—The cost of acquiring new patents is not allowed. Pat-
ent royalties are not deductible as expenses {rule 3 {m), rules
applicable to cases I and II, schedule D}, but the payer may deduct
income tax from the royalties {rule 19 (2), general rules, Income
Tax Act of 1918).

Proprictor’s salary and personal expenditwres—No allowance is
given for salaries paid to proprietors, drawings by proprietors, or
any expenses of maintenance of the persons assessable, their families
or establishmenfs, or expenditures for other domestic or private
purposes.
fiezerves—General reserves are not allowed for any purpose.

QUARRBRIES, MINES, TRON WORKS, ETC, (CASE D)

The assessing of the tax on profits from the following kinds of

groperty {previously assessed under schedule A, no. IT1) was trans-
erred to case I of schedule D by section 28 and the thurd schedule

of the Finance Act of 1926: :

1. Quarries of stone, slate, limestons, or chalk,

2. Mines of coal, tin, lead, mundic, iron, and other mines,

3. Iron works, gas works, salt springs or works, alum mines or
works, waterworks, streams of water, canals, inland navigation,

T MgeTaggort ¥v. Strump {1925}, 8.C, 598, 16 1T.C. 17.
A logses in transactions assessable Duder case VI of schedule D, however, may be
set off only against profits in similsr trensactions {sec. 27, Finance Act of 1827),
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docks, drains or levels, fishing, rights of markets and fairs, tolls,
railways and other ways, bridges, ferries, and other concerns of like
nature having profits from or arising out of any lands, tenements,
hereditements, or heritages. I

A separate assessment msy be made under schedule A, no. I, in
respect of lands, tenements, hereditaments, or heritages occupied or
used in connection with any of the foregoing classes of business.

BABIS OF ASREBSMENT

Quarries, iron works, etc., were previously assessed upon the profits
of the preceding year, but mines were generally taxeg on the basis
of & b-year average. All these items of income are now assessed on
the basis of the preceding year’s profits, beginning April 6, 1927.
The assessment is made on the person or body of persons carrying
on the concern or their agents. . . , o

The profits of the preceding year are ascertained according to the
general rules applicable to case I of schedule D.- o

' ALLOWABLE DEDUOTIONS |

Annuel value—If a separate assessment is made (see forégoing},
the deduction that usually is allowed from profits for the “annual
value ¥ of business premises will be limited fo the amount of the
schedule A assessment in the year in which the profits are deter-
mined. If the premises oceupied are in the nature ¢f mills or fac-
tories owned by the person carrying on the business and are not
separately assessed and charged, one sixth of the annual value of
those premises may be deducted as expenses incurred in that year
{sec. 18 {2), Finance Act of 1919; third schedule, Finance Act of
1926). ere such property is not owned by the person carrying
on the business and is separately assessed under schedule 4, the tax
ni;ay be deducted in paying rent and other annual payments and
charges.

Losses.—The rules regarding losses under schedule D now apply
to the concerns enumerated above. The loss suffered in one business
may be set off against the profits of another, and the losses suffered
in any one concern in 1 year may be written off against ifs profits
during the subsequent € years. t

Ropaérs.—’fheqlimitation on deductions for repairs to the actual -
amount expended in the account year applies in this case, and the
usurl allowances are %’ranted in respect to wear and tear of machine
and obsolescence (rules 6 and 7, rules applicable to cases I and I,
schedule D). - .

Special relief to cherities, ete—An exemption is granted where

uarries, mines, ete,, tazable under this head are owned by a charity
?sec. 30(1) (a), Finance Act of 1921). Relief is also granted where
the rents or royalties payable in respect of any of these properties
are payable to any hospital, public school or almshouse, or to any
trustees for charitable purposes, provided the moneys are applied to
charitable purposes only (sec. 37 (1) (a), Income Tax Act of 1918;
sec. 28, Finance Act of 1626).
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INTEREST (CASE HE}

The following kinds of interest ™ are taxable under case III of

sc:h(et:kxl:in D, rule 1: p he

a y interest of money, whether yearly or otherwise, or any
aanm)ty or other annual payment, whether such payment is payable
within or outside the United Kingdom, either as & charge on any
property of the person paying the same by virtue of any deed or
will or otherwise, or as a reservation thereout, or as a personal debt
or obligation by virtue of any contract, or whether the same is re-
ceiv_ﬁiéa and payable half-yvearly or at any shorter or more distant
pert :

ib) Ali discounts, such as on acceptances and Treasury bills.

¢} Profits on securities bearing interest payable out of the pub-
lie revenues other than such as are charged under schedule C.

(d} Interest, annuities, dividends, and shares of annuities pay-
able out of anty dpubﬁc revenue where the half-yearly payments in
respect thereof do not exceed 50 shillings and are not chargeable
ander schedule C.

(¢) Interest paid or credited in. full without deduction of tax
by any savings bank to any depositor.

(f) Interest on any exchequer bonds issued under the suthority of
the Treasury during the continuance of the World War and a period
of 6 months thereafter, and on any securities issued under the War
Loan Acts of 1914 to 1917, or any act amending those acts, in cases
where such interest is paid without deduction of tax. ,

BANTE OF ASSFEEMENT

The normal basis of assessment is the amount of interest arising
within the year preceding the year of assessment.

When the income first arises in the year of assessment the tax is
computed on the full amount of such income. The same basis will
be employed where the income first arose on some dag in the year pre-
ceding the year of assessment other thsn the 6th day of April
‘Where the income first arose on April 6 in the year preceding the
year of assessment, or on some day in the year next before the year
preceding the year of assessment other than April 6, the taxpayer is
entitied, on giving written notice to the inspector within 12 months
after the end of the year of assessment, to be charged on the amount
of the income of that year, and if the tax charged Thias been paid, any
amount overpaid will be repaid {sec. i7, Finance Act of 1922}.

As compsared with annual interest, which as & rale is taxed by
deduction at the source, interest under case III is taxed by direct
assessment on the person receiving or entitled to the income (rule 1,
miscellaneous rules applicable to schedule D).

SEFARATE LIARILITY IN RESPECT TD EACH SOUBCE

A separate liability is incurred in respect to income from each
source. Any interest }f.mm & source owned by s wife is considered in-
dependently in determining the amount assessable and the relief
granted in case the source becames nonexistent.

® See also separaie discussions of * Interest,” p. 91,
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All income derived by a persor from any of the sources specified
in rule 1 of case III may, however, as from April 1, 1927, be assessed
and taxed in one sum (sec. 30, Finance Act of 1926). This provision
does not extend to income from investments of the life-assurance
fund of foreign life-assurance companies (mentioned in rule 3} nor
to the profits of cattle or milk dealers {covered in rule 4).

The tax is computed separately, however, on:

1. Income from a source under rule 1 of case III, or & part of such
source, which a2 person ceases to possess in any year of assessment
{(the computation is made as in the ease of a discontinuance of a trade
or profession, on the actual income of the year of assessment).

2. Income from a new source of profits or an addition to a source
acquired in any year of assessment, the computation being made, as
respects the year of assessment in which the income first srises, on
the full amount of the profits or income arising within that year;
and, in respect o subsequent years of assessment, on the full amount
of the profits or income arising within the year preceding the year
of assessment, in accordance with rule 2 of case Ig (sec. 30, Finance

Act of 1926).
- DEALERS IN CATTLE OR MILE (CASE I}

If the lands occupied by a dealer in cattle or milk, which have been
chargd under schedule B on the assessable value, are insufficient
for the upkeep of the caftle brought onto the lands, so that the
assessment value affords no just estimate of the profits, the commis-
sioners “may require a statement of the profits to be delivered and
charge such further sum thereon ss, together with the charge under
schedule B, will make up the full sum wherewith the dealer or seller
g})ght to be charged ? (rule 4, rules applicable to case XII, schedule
The normal basis of assessment is the full amount of profits arising
within the year preceding the year of assessment (rule 2).

Any division, apportionment, or aggregation necessary in arriving
at taxable profits is suthorized by section 35, Finance Act of 1826,

TITHES, DUES, MANORIAL PROFTIS, ETC. (CASE )

The miscellaneous profits derived from lands or other heredita-
ments, previously assessable under schedule A, no. II, were trans-
ferred by the Finance Act of 1926 (sec. 28) to schedule I}, case IXL.
Such profits {rules of No, II) include:

(@) Tithes taken in kind. :

{8} Dues, ete., in right of the church or by endowment or in lieu
of tithes (not being tithes arising from lands}, and teinds in Scot-
land.

(¢} Tithes compounded for, and all rents and money payments in
lieu of tithes arising from lands, other than tithe commutstion rent
charges confirmed under the Tithe Act of 1836.

(d) Profits of manors and other royalties, including all dues and
services or other casual profits, other than rents or other annual
payments reserved or charged.

(¢) Fines received in consideration of any demise of land or tene-
ments (not being parcel of a manor or royalty demisable by -the
custom thereof).
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(7} Profits of other than the preceding kinds, and not liable to
deduction, arising from lands, etc., and not in the actual occupation
of the person to be charged; for example, a dead rent payable in
respect of coal comprised in a mining lesse but not yet won.

BASIS OF AGSESSMENT

In genersl, the tax is to be im on the basis of the profits aris-
ing within the year p 1 e year of assessment, in accordance
with rale 2 {1} of the rales applicable to case ITT of schedule D.
In computing the amount of an assessment under schedule D, how-
ever, the ltke allowances and deductions will be made as would have
been made if the assessment had been made under schedule A, no. IT,
that is, the exemption for lands, tenements, hereditaments, and herit-
ages owned and occupied by a charity, or profits therefrom used for
charitable purposes only.

The assessment in respect of the above-mentioned kinds of income
i generally made on the recipient of the income, so that tax is not
deducted on payment, though it is possible to make the ascessment
on the occupier of the lands, ete. (rule 6 of no. VII, schedule A).

INCONE FROM mmcn SECURITIES (CASE IV)

Income from- foreign securities—that is, cecurities outside the
Tnited Eingdom—is taxed under case IV. (The British Dominions
and the Irish Free State are “outside the United Kingdom.”) In-
come from “ securities ” means, in general, income ari by virtue
of a deed or contract, such as s mortgage, bord, or similar instru-
ment. Shares in a2 company are nof inciuded under this head.

Baziz of assessment—The tax will be computed normalty on the
full amount of income arising in the year preceding the year of
asseszment, whether or not the income has been or will be received
in the United Kingdom. This rule first applied in the year 1927-28.
Previously the basis was the income arising in the year of assess-
ment itself.

Deductions—The deductions and allowances granted are the same
whether or not the income is received in the United Kingdom. The
following deductions are specifically granted.

I. The amount of income tax paid in the place where the income
in question arcse (see “ Dominion relief ®, p. 100).

2. The annual interest, annuities, or other annual amounts payable
out of the income to a person not resident in the United Kingdom.

Ezemptions for nonresidents, ete.—QOnly the amount of income that
has been or will be received in the Umted Kingdom, without any
deductions, is taxed in the case of (&) persons not domiciled in the
United Kingdom; or (&) British subjects not ordinarily resident in
the United Kingdom; or {¢) income arising from securities forming
part of the investments of the foreign lLife-sssurance fund of an
&SSUFance company.

INCOME FROM DOMINION AND FOREIGN POSSESSIONS (CASE V)

Any source of incoms outside the United Kingdom, except foreign
snd colonial securities covered in case IV, is dealt with by case V.
The term * foreign possessions ” is broadly interpreted and includes
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income from: () profits of & business abroad, the control of which

is situated abroad; (%) dividends on shares in foreign or colonial

companies; {¢) rents from property abroad; (£) interest from bank-

ing accounts and deposits abroad; (e) in certain circumstances, re-

Ifr:ln;ldt'esi.‘ation from employment abroad; (f) income from foreign trust
£%g

A. BTOCKS, BHARYS, OR BENTS

Basiz of assessment—In the case of income arising from stocks,
shares, or rents in any place out of the United Kingdom, the tax
will be computed on the amount thereof arising in the year pre-
ceding the year of sssessment, whether the income has been or will
be received in the United Kingdom (see. 29, Finance Act of 1926).
The former basis was the average of the three preceding years.

- Deductions—Whether such income is received in the United King-
dom or not, the same deductions are allowed as stated in ease IV,

Eaemptions for nonresidents, ete—The preceding rule regarding
assessment does not apply (@) to & person not domiciled in the
United Kin%ilzm, {%) to a British subject not ordinarily resident in
the United Kingdom, or (¢} to such income arising from the invest-
ments of the foreign life-assurance fund of an assurance company.
In these instances the computation is made on the basis of assess-
ment given below under B,

B, OTEEE INOOME FROM FOREIGN FPOSSERSIONA

Basis of assessment—Where income srises from foreign posses-
sions other than stocks, shares, or rents, the tax will be computed on
the full amount of the actual sums received in the United Kingdom
in the year preceding the year of assessment from remitiances g‘ay-
sble in the United Kingdom, or from property imported, or irom
money or value arising from property not imported, or from money
or vaiue so received on credit, or on recount in respect of any such
remittances, property, money, or value brought or to be brought into
the United Kingdom.

A business carried on wholly in Australia was held * to be such a
possession, and sccordingly a person resident in the United Kingdom
was assessable to tax in respect of so much of his share of the profits
of that business as had been remitted ta England.

An employment out of the United Kingdom which is a source of
income falls under the.same rule, and in Pickies v. Fouwlsham ** Lord
Chancellor Cave cites as examples a doctor residing in England and

racticing in France only and a mining engineer having 2 residence
g England and wholly employed by a Spanish mining company in

ain,

PIn Pickles v. Foulsham, however, the earnings of the agent in West
Africa of a British company wera held to be not a foreign possession,
because “ while the burdens incidental to his employment were to be
borne wholly or mainly abroad the principal benefit which he was
to derive from it could only be claimed in the United Kingdom.”
The eommission which formed the bulk of his remuneration was
payable by the company in the United Kingdom, and, in fact, the

®e Garland 'v. Archer-Shee, 15 T.C

® Onlguhoun ¥, Brocks [1858], 14 A.C, 493, 2 T.C.- 480,
u Piokiag v, Foulsham, 8 T.C. 261. p. 287,
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eompany paid the whole of his remuneration into a banking account
in iand on which his wife had the power of drawing. court
beld that instead of being assessed under case V as being resident
in England, although his duties were performed for the most part,
if not entirely, in West Africa, because he rented a house in the
United Kingdom in which his wife and family resided and he him-
self spent & few days in the United Kingdom during the year of
assessment.

Deductions.—The same deductions are allowed under B as are
allowed under case L

PEOVISIONS COMMON TO CASER [V AND ¥

Although the normal basis of assessment for both case IV and
case V is the full amount of the profits, gains, or income of the
year preceding the year of assessment, some special provisions are
found in sections 29 and 30 of the Finanee Act of 1926, as follows:

A, REGARDING INCOME WHEN IT FIRST ARISES

1. For the year of assessment in which the income first arises, the
tgx will be computed on the full amount of the income arising within
that year. -

2. Where the income first arose on some day in the year preceding
the year of assessment other than the 6th day of April, income tax
will be computed on the income of the year of assessment.

3. Where the inceme first arose on the 6th day of April in the
vear ing the vear of assessment, or on some day in the year
next before the year preceding the year of ascessment other than
the 6th day of April, the person charged will be entitled, on giving
notice in writing to the surveyor within 12 months after the end
of the year of assessment, to be charged on the amounnt of the income
of that year; and if the tax charged has been paid, any tax overpaid
will be refunded.

K EBEGARDING THE ASSESEMENT AND CHABGING IN OXE SUM

Income treated under case IV or under case V may be aggrecated
under each head, but the two classes may not be grouped together.
A separate gssessment on the particular source will be made in the
following cases: . . _

1. If in any year of assessment 2 person so chargeable ceases to
possess & particular source or part of a source of such income, he is
taxed, as in the case of a discontinuance of a business, on the income
received in the year of assessment itself from April 6 to the dzate of
discontinuance. ,

2. If a person acquires, in any year of assessment, a new source of
such income or an additional source, the rules given above regarding
income when it first arises will apply.

INCOME NOT TAXED UNDER OTHER HEADE (CASE VI)
The revenue authorities assess under case V1, such income as they
are not authorized to assess under the other schedules or the other

cases of schedule ). Among the kinds of income usually taxed under
this head are:
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1. Profits derived from the sale of patent rights, literary copy-
rights, ete., when it iz not the ordinary business of the vendor to
engage in such transactions.

2. Profits derived from occasional sales or other activities entered
into for the purpose of making & profit or under such other circum-
stances as would entail liability.

3. Rents derived from leasing furnished houses (exclusive of the
ordinary business of keeping a boarding house, for which liability is
incurred under case I). Deductions may be taken in computing the
assessable ﬂi)roﬁts for the rent paid by the lessor of the furmished
house, local “rates”, cost of heating, lighting, and cleaning, insur-
ance, depreciation of furniture (usually up to 10 percent), repairs,
agents’ fees, and advertising charges. If the lease is made inclusive
of services, the income derived is frequently regarded as earned
income.

. Beginning with April 6, 1927, the assessment under case VI is
. made either on the actual profits arising in the year of assessment
or upon the profits of a period not greater than 1 year, averaged
out to 12 months, provided the commissioners so direct {sec. 29
{2), Finance Act of 1926). :

SCHEDULE E. SALARIES

Salaries or other remuneration paid to employees, directers’ feas,
and pensions, annuities, and other compensation payable in respect
of past services to retired employees or their representatives are
texed under schedule E. Empl%yment exercised abroad is regarded
generally as a foreign possession, and the income therefrem is
taxable under schedule D, case V. )

BASIS OF ASSESSMENT

In the past, the tax has been assessed on -the total amount of
remuneration payable for the year of assessment, an adjustment
being made in respect of any increases or decreases of remuneration
which take place during the year. As from 1928-29, however, this
kind of income will be taxed on the basis of the. preceding year
except in the case of (1) weekly wage earners engaged in manual
Iabor, ‘who are assessed half-yearly, (2) persons not continuously
resident in the United Kingdom who are employed there occasionaily
or intermittently, and (3} colonial officers’ leave pay {sec. 45,
Finanee Act of 1927 }

Expenses necessarily incurred and defrayed out of remuneration
are deductible, but such expenses do not include traveling expenses
from residence to place of employment. .

fump-sum compensation paid at termination of employment is
usually not assessable. )

Any person who was assessed for 1927-28 in respect of income
taxabfe under schedule E may, on giving notice to the inspector of
taxes not later than June 30, 1929, require that his assessment for
192829 be reduced to the income of that year if such amount is
less than the income for 1927-28 (sec. 45 (8), Finance Act of 1927).
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REW IMPIOYMENY

When a person first receives income taxable under this schedule,
the tax wiil be computed on the amounts received in the current

ar of assessment.

If he first holds employment on some day in the year preceding the
year of assessment other than the 6th day of April, income tax will
be computed on the income received for the year of assessment. )

Where his employment began on or before the 6th day of April
in the year preceding the year of assessment, he will be entitled. on
giving written notice to the inspector within 12 months after the
year of assessment, to be taxed on the basis of the income of the last-
mentioned year {sec. 45 (4), Finance Act of 1927).

DISCONONUANCE OF EMFLOYMENT

‘Where in any year of assessment a person ceases to be employed or
to receive income chargeable under schedule E, he will pay tax for
that year on the amount of his income for the peried beginning on
April 6 and ending on the date of the cessation. .

Eif the emoluments for the year ending on the 5th day of April in
the year preceding the year of assessment exceed the amount on
which tax has been charged for the preceding year, an additional
assessment may be made (sec. 45 (5), Finance Act of 1927).

EMPLOYERS RETURN

The employer submits in April a return of employees and, in the
past, has gec{e\red the estimated remuneration of each employee for
the year ending the following Asril 5. Inecreases occurring during
the year were taken care of by additional assessments, and decreases
were adjusted by discharg'm% the appropriate amount of tax or, if
the entire tax has been paid, by repayment of the amount not due,
In the case of varying remuneration, it has been the practice of
the revenue authorities fo base the assessment upon ths amount of
commissions or other fluctuating incomie received in the preceding

ear.

If the employer pays the remuneration free of tax, as sometimes
oceurs in the case of limited companies, the amount of tax thus paid
is treated as additional remuneration and must be returned as parf
of the employes’s remuneration.

SCHEDULE C. INCOME FROM GOVERNMENT SECURITIES

Interest, annuities, dividends, ete,, payable in the United Kingdom
out of any public revenue, whether of the United Kingdom, a British
Dominion, or a foreign state, are taxable under schedule C. Such
income is taxed at the source, the Bank of England or other agent
entrusted with the payment of the interest or other income being
empowered to deduct the standard rate of tax when payment is
made to the recipient. The amount so deducted is then delivered to
the inland revenue authorities. The exceptions to this general rule
are as follows:



88 COMPANY LAW AND BUSINESS TAXES IN GREAT BEITAIN

. 1, Interest, etc., on holdings of Government departments or of
certain official charitable funds, etc., is nof subject to tax.

2. Interest payable in the Uhited Kipgdom on any securities of a
British Dominion or a foreign state which are owned by a person
not resident in the United Kingdom is not subject to tax, and, if
charged, the tax may be reclaimed. :

8. Contrary to the prewar practice of taxing securities of the

British Government by deduction at the source, the interest paid on
most of the British Government securities issued during the war is
either {(a) paid in full and assessed on the recipient under the rules
of schedule D, or (4} if paid on securities which are proved to be
in the beneficial ownership of 2 person who is not ordinarily resi-
dent in the United Kingdom, is exempted from tax.
. 4. Certain securities were 1ssued during the war exempt from the
standard rate of tax but subject to the supertex. (The reason for
this treatment was that the standard rate of income tax was com-
pounded by means of a subnormal rate of interest.)

5. Interest on war savings certificates and national savings certifi-
cates, issued subject to a limitation on the fotal number of certifi-
cates that may be held by algy one individual and carrying accumu-
lated interest at the date of their maturity, is exempt from both
the standard rate of income tax and the supertax. ‘

6. Small amounts of interest .and dividends, of which the half-
yearly Fa ent does not exceed 50 shillings, Fayable through the
Bank of England or the Bank of Ireland out of any public revenue,
are not taxed at the source but are assessable on the recipient under
the rules of schedule D. : - .

7. Securities issued in the United States by a British municipal
corporation, county eouncil, or other local aut{eritgofor the purpese
of raising any money which it is authorized to borrow i? issued
with the authority of the British Treasury, are not liable to the
standard rate of incoms tax or supertax, except where they are held
by persons domiciled in the United Kingdom or by British subjects
ordinarily resident there (sec. 46 (4), Income Tax Act of 1918).

{In this connection, see also. *Interest and other annual pay-
ments,” p. 91.)

SCHEDULE A. INCOME FROM OWNERSHIP OF LANDS, HOUSES, ETC.

Schedule A qu_li&s as from 1927-98 to the annual value of lands,
houses, and buildings in the United Kingdom, exclusive of mines,
querries, etc., taxed under schedule D, ease I, and tithes, manorial
profits, ete., taxed under schedule D, case ITI. The term “lands?
embraces houses occupied by tenant farmers end zlso farm build-
ings. Schedule A deals with income from:

{a)} Lands, buildings, etc., capable of actual occupation {no. I of
schedule 4} ;

(&) Certain tithes, profits of manors, and other minor profits of
lands not in the actual occupation of the person entitled to the pay-
ment {no. IT of schedule As); and -

(¢) Railways, mines, iron works, gas works, salt werks, water-
works, docks, canals, querries, and similar enterprises which are
closely connected with the land but are in the nature of trading
concerns (no. III of schedule &),
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NO. 1 OF SCHEDULE A

The proprietor of the land, house, or other property assessable
under no. I of schedule A who occupies such property himself is
assessable on its annual value in the same manner as the owner who
has leased his property to tenants. (The bulk of the *fithe”
in England has been commuted into * tithe-rent charge 7, which also
comes under this head—unless, as happens occasionally, it is taxed
by deduction.) An exemption is granted in respect of property
owned by a charity. Relief also 1s granted where the rents or
royalties payable in respect of any of these properties are payable
to any hospital, public school, or almshouse or to any trustee for
charitable purposes, provided the monevs are applied to charitable
purposes only (sec. 37 (1) (a), Income Tax Act of 1918; sec. 30 (1)
(2}, Finance Act of 1921; sec. 28, Finance Act of 1926).

BASIS OF AGSESSMENT

The tax is impused on the “ annual value ¥, which, in broad terms,
is the rent received for leasing the property or the rent it would be
worth if lessed by the year, the tenant bearing the unsual tenant’s
% rates ™ and taxes and the landlord bearing the cost of repairs.

The method of determining annual values differs in various parts
of the United Kingdom. In the Administrative County of London
it follows the evaluation made under the Valuation {metropolis) Act
of 1863, for local rating, and in Scotland it follows for the most
part the valuation made under the Lands Valuation {Scotland) Act
of 1857, for local rating. With these exceptions all property is re-
valuned periodically when directed by the I‘Pimmce Act, xi?he annual
value, when determined, remains in force normslly for 3 period of
5 years, but it can be increased during this period to take into
sccount structural alterations te the pro . :

The annusl value as determined constitutes the gross assessment.

DEDUCTIORS

From the annual value an allowance for repairs is deductible,
as follows: When the annual value does not exceed £40, one fourth;
when the annual value is between £40 and £50, £10; when the annual
value does not exceed £100. one fifth; when the annual value exceeds
£100, £20 plus one sixth of the excess of the annual value over £100.

These rates apply primarily to houses. The allowance for lands
is an amount equali to one eighth of their annual value. An allowance
is also given in respect of any gart of the year of assessment during
which the house is not occupied.

A tenant occupier who deducts tax against rent may be required
by his landlord to prodmce his receipt for payment of the tax,
and the tenant cccupier will not be discharged of so much of the
rent as is represented by the tax paid unless he delivers the receipt

to the landlord when requested.
NOS. T AND I OF SCHEDULE &

The tax on the classes of income formerly assessed under no. IT
{computed on the actual amounts of money received or on various
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averages) and no. III (formerly imposed on the annual value meas-
ured according to the rules of schedule D)) was transferred for the
year of assessment 192728 and thereafter to schedule D, cases IIT
and I, respectively, the basis of assessment to be the income of the
receding year. This transfer does not affect the exemption granted
gy sections 37, 38, and 39 of the Income Tax Act of 1918, and section
30 of the Finance Act of 1921, with regard to rents of land belong-
ing to hospitals and other charities, friendly societies, trade unions,
savings banks, cooperstive societies, ete.
{The remaining numbers of schedule A, from IV to VIII, inclu-
sive, contain rules for estimating annual value and concerning allow-
ances, persons chargeable, and recoupment of tax in certain cases.)

SCHEDULE B. PROFITS FROM OCCUPATION OF LANDS

Schedule B concerns primarily the profits of farmers. It covers
income derived from the occupation of lands. The tax is imposed in
addition to the tax under schedule A but does not extend (1) to
dwellings not used in connection with farming nor (2) to ware-
houses, workshops, and other buildings used for business purposes.

In the section of this report deﬁ'mg with “ Exzemptions” (see
p- 96) details are given concerning allowance for lands occupied by
charities for purposes of husbandry, public parks, lands attached to
hospitals, ete. Earned-income relief also is ellowed in respect of
assessments under schedule B on land occupied for purposes of
husbandry only and on woodlands managed on a commercial basis.

BASI3 OF ASSESSMENT

Assessment is made on a conventional basis which assumes profits
bearing a certain relation to the ® annual value” of the land occu-
pied. The occupier of lands used for purposes of husbandry (that
1s, cultivation of crops) is taxed under schedule B on the annual
value as determined for schedule A.

A farmer occupying lands for purposes of husbandry only may

1) accept the ordinary assessment under schedule B and obtain at
the end of the year a reduction to the amount of actual annusl profits
if they are less than the conventional assessment, or (2) elect to be
assessed under schedule D on the same basis as though his income
from the occupation of land were trading profits. In the case of all
other lands the basis of assessment is one third of their annual value
under schedule A. .

Lands occupied for the purpose of raising cattle are also assessed
under schedule B, but in certain circumstances (see p. 82) the com-
missioners have power to demand a statement of profits and to tax
under schedule D), case I1I, the amount by which the profits exceed
the schedule B assessment.

Profits of nurseries and market gardens are assessed under schedule
B but computed according to the rules of schedule D.

Although profits from the occupation of woodlands are normally
assessable under this schedule, a person occupying woodlands and
managing them on a commercial basis may elect to be assessed as a
trader under schedule D,
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INTEREST AND ANNUAL PAYMENTS

In view of the numerous provisions in the British income-tax law
concerning interest and other annual payments, the various methods
of treating the more important items of such income {(already noted
under the several schedules) have been grouped below for the con-
venience of the reader. The broad Lne of demarcation is between
payments which are not made on an annual basis and those which
are.” The term “yearly interest® has been defined as that which
may become payable at a future date and is caleulsble by periods
of not less than a year, even though the obligation to pay it may
cease before the year is out.®* While interest for a shorter period
than a year is assessed directly on the recipient, yearly interest, as
a rule, is taxed by deduction of tax at the source.

Annual payments may be classified under five heads: (1)} Annual

- payments which are assessed directly on the recipient; (2) interest,
Sividends, ete., paid out of British or foreign public revenues, or
{3) by foreign companies to persons in the United Kingdom, from
which the paying agent deduets taz and accounts for it to the
Crown; éL annual payments which are not made out on the taxed
profits of the payer, and from which the §ayer deduects tax for the
sccount of the Crown; {5) interest and other annual payments
known as “annusl charges ”, which must be included in the taxable
income of the debtor, the debtor recouping the tax by dedueting it

from the amount pai& to the creditor.

INTEREST FOR PERIODS LESS THAN A YEAR

. Payment of income tax on interest for pericds less than a year
falls into one of the following groups:

1. In paying interest upon short-term loans made by bankers, as
for 3 months, which are not intended to be continued for a long
period,” the borrower may not deduct tax, and the interest is in-
cluded in the taxable g)ro ts of the bank. If the money was bor-
rowed in the course of trading and not for use as capital, the bor-
rower is allowed to deduct the interest therson ss an expense in
cemputing net profits. Where the interest was not allowed as an
expense, but was paid out of the debtor’s taxable profits to a bank
carrying on a bona fide banking business in the United Kingdom,
the debtor may claim repayment from the authorities. This same
rule applies to annual interest on bankers’ loans (sec. 86 (1), Income
Tax Act of 1918),

2. Interest on a bank deposit for less than a year is paid without
deduction of tax and assessed on the depositor.

8. Interest (not being yearly interest) on a loan made by persons
bona fide carrying on business as members of a stock exchange or as
a discount house in the United Kingdom is paid by the borrower
without deduction of tax, but if the authorities are satisfied that the
lenders will include the interest in their statement of taxable incomsa
the borrower may claim repayment of the amount of tax on the

2In re Craven [160671, 2 Ch. 448,
® Joslinge and Bharge v. Bloke [1359}, 28 Q.B.D. 324,

174582387
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interest that he has %a],id because of its being included in his taxable
income (sec. 36 (2}, Income Tax Act of 1918). .

ANNUAL PAYMENTS (INTEREST, DIVIDENDS, ETC.)

Payment of income tax on yearly interest falls into ome of the
following groups:

TAX PAID BY BECIFIENT

1. Interest, annuities, and other annual profits or gains assessable
on the persons receiving or entitled to the income include, among
others, the following items covered under case III of schedule D:

(a) All discounts. The entire difference between the amount paid
for a Treasary bill and the sum realized for it, whether by holding
until maturity or by selling or converting before maturity, has been
held ** taxable under this head.

(&) Profits on securities bearing interest payable out of the public
revenue other than such as are charged under schedule C.

(¢) Interest, annuities, dividends, and shares of annuities payable
out of any public revenue where the half-yearly payments in respect
thereof do not exceed 50 shillings and are not chargeable under
schedule C. :

{d} Interest Eaié or credited in full without deduction of tax by
any savings bank to any depositor. The savings bank is itself exempt
in respect of such interest, but it is chargeable against the depositor
zz?d%r g;tse III of schedule D (sec. 39 (8) (b) (i), Income Tax Act
of 1018).

{e) Interest on exchequer bonds issued under the authority of the
Treasury during the World War and a period of 6 months there-
after and on any securities issued under fﬁe War Loan Acts of 1914
to 1917, or any act amending those acts, in cases where such interest
is paid without deduction of tax.

TAX DEDUCTED BY PAYING AGERT

2. Interest, annuities, dividends, etc., with certain exceptions, pay-
sble in the United Kingdom out of any public revenue, whether of
the United Kingdom, a Britich Dominion, or a foreign state, are
subject to tax by deduction. The paying agent deducts the standard
rate et time of payment and remits it to the Crown.

British municipal securities issued in the United States with the
authority of the British Treasury are exempt from British income
tax and supertex except where they are held by persons domiciled
in the United Kingdom or by British subjects ordinarily resident
there {sec. 46 (4), ﬁaceme Tax Act of 1818). )

3. Interest, dividends, annuities, etc., paid by foreign companies
to persons in the United Kingdom through an agent are similarly
taxed, the paying agent deducting the standard rate from the amount
due and remitﬂng it to the Crown {rule 7, miscellanecus rules
applicable to schedule D).

are the dividends of a foreign company were payable either
at the London agency or abroad at the option of the shareholder,

uyational Provident Institution v, Brown, 8 T.C. 57 [1621), & AC, 223,
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and the agency paid the dividends out of iis own profits, which
were sufficient for the purpose, it was held * that in sssessing the
dvidends an allowance should be made in respect of that portion
which was paid out of the previously taxed profits of the knglish
agency.

TAX REDUCTED BY PAYER FOR CBOWN

4. Interest, annuities, or other annual payments charged with tax
under schedule D and any roglalty or other sum paid in res
of the user of a patent not payable wholly or in part out of the taxed
profits of the taxpayer are taxed by deduction, the payer accounting
for the amount dedncted to the Crown (rule 21, general rules,
Income Tax Act of 1918). This rule applies also in the following
cases :

(a} Copyright royalties, other than on cinematograph predue-
tions, paid to a nonresident (sec. 25, Finance Act of 1927). '

{5} Interest not paid cut of earnings. ‘Where a railway company
paid “annusl interest” on its share capital end debenture stock,
aithough it had made no profit, and deducted tax therefrom, it was
held liable for the whole amount as s debt due the Crown.*®* The
company had made a return and had been assessed on the amount
&f interest paid in the year preceding the year of assessment. As
the amount paid in the year of assessment was greater than that of
the previous year, the company’s liability extended to the difference.

TAX RECOUPED BY PAYER (ANNUAT, (HARGES)

5. Interest on mortgages and bonds, annuities, or any other annual
payments made ander a will, deed, or contract, or ani royslty or
other sum paid in respect of the user of a patent, which is payable
wholly out of the taxed profits of the psayer, is subject to the dedue-
tion and retention of the tax by the paﬁfr from the amounts remitted
to the payee (rule 19, general rules, Income Tax Act of 1918). A
discussion of various items taxed in this manner follows.

(a) Real-estale rents—The tenant ocecupier is taxed on his pef in-
come including the rent, but is entitled to deduct and retain the
standard rate of tax in res&ecz of the reni payable to the landlord
{schedule A, no. VIII). The same rule applies to ground rents,
chief rents, feu duties, and tithe-rent charges where not assessed
directly on the title holder. - y i At a

{3} Annual payment in the nature of a ty—A foreign firm
granted an English company the exclusiver%ht of manufacturi
articles by & secret process and of selling them, in consideration o
the payment for 40 years of 8 percent of the gross receipts of such
sales. Before paying the amount due to the foreign firm the English
company deducted the income tax payable thereon: The court held **
that the English company was entitled to do so as the payment was
an annuity or annual payment payable out of profits or gains.

= Gilbertaon v. Ferpusson (1881], TQB.D. 562, 46 LT, 10, 1 T.C. 501,

= ford Advocate v. Forth Bridge Radd. Co. [1 J. 28 SeL.R. B78, A T.C. 1.
" Doigge v. Nwgpet Polled Co. [1805], 52 L.T. 682, 21 TL.R 484
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(c) Interest on bills of exchange—The practice of deducting tax
from interest on a bill of exchange was approved in one case,®® but
its correctness was doubted in another.®®

(d) Interest on morigage loan.~—Periodical installments covering
principal and interest were payable over a term of years in respect
of money borrowed from a building society on mortgage of property,
It was held *° that income tax was deductible from the portion of
the repayments that represented interest.

{e) Mortgage held by bankers—In a case where bankers had a
mortgage for a fixed sum and also a banking account with their cus-
tomer, the court remarked: “ It is necessary, in all these cases, to
distinguish between what is a banking account, as between banker
and customer, and what is an account as between mortgagor and
mortgagees * * *” Where the relationship is that of mortgagor
and mortgagee, the mortgagor is entitled to deduct tax from the in-
terest, but in dealings with merchants, in discounting bills and the
like, and on loans for short periods the incoms fax is not deducted.®

{f) Weekly payments over & yeer—Fixed weekly payments due
on a fixed day every week for a period possibly exceeding a year
were held ¥ {0 be “annual payments” from which fax was de-
ductible,

The term “annual charges” refers not only to payments made
‘once 8 year, but also to payments made at longer or shorter intervals
‘where the aroounts are caleulated with reference to = fixed period and
which are paid or intended to be paid year after year.

(g) Dividends, ete—Dividends paid by a British company are
sassimilated to annual charges, being included in ths total profits of
‘the company subject to the standard rate of tax. When dividends
are distributed, the company deducts tax therefrom.

BASIS OF ASSESSMENT

In applying the principle of deduction at source, the income tax
on annual payments arising out of a legal obligation is collected
from the debtor or payer through requiring him to include in his
taxable income the amounts that must be paid to the creditor or
.payee. Such amounts ars entered in the debtor’s return as annual
charges against his income. Since the tax is to be borne by the
ereditor. however, the debtor is anthorized to transfer the burden
of the tax to the creditor by deducting the standard rate from the
.amount paid, thus recouping himself. |

The gross amounts transferred must be declared by the recipient
in his return of total income, but the standard rate of tax is not im-
posed a second time on the creditor by direct assessment. It is
necessary to deduct such charges from the debtor’s gross amount of
income in order to ascertain the total net statutory income on which
.are based his allowances and reliefs and his liability to supertax.

Any agreement between the payer and the ;’igyee requiring annual
charges to be paid in full is null and void. The payee is bound to

® Dinning v. Hendersop [1850], 3 DeQ. & Sm. T02, 19 L.J. Ch, 273, 14 Jur. (N.5.}

& Goslings end Sharps v. Biake [1888], 23 Q.B.D. 324, 2 T.C, 450,

@ Middloabrough, ete., Bemefit Butiding Soclety, Ea parie Wythes [1883], 53 L.T. 482,

a aosee V. Salt [188§]. 82 1.3, Ch, 758, 32 Beav. 280,

& Iy s Janey’ Setilemont: Wasmuih v, Janes {1818}, 2 Ch. 54, 87 L.J. Ch. 454, 118
LT. 114.
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allow the payer to deduct tax from the payment due {rule 23,
general rules, Income Tax Act, 1918}, .

When s debtor paid yearly interest without deducting income tax,
he lest the right to deduct in respect of such payment,* but in
another case * to the payer of royalties, who had not deducted tax
was allowed to recover the amount of the tax from the recipient ot
the royalties.

RATE DEDUCTIBLE

If the annual payment is made out of profits taxable in the hands
of the payer, or if the tax has been borne EE the payer through de-
duction at source from amount due him, the payer deducts, from
the gross amount he has to pay, the standard rate or rates in force
over the period in which the income out of which the payment is
made was accruing due. Thus, if the fiscal year of a limited com-
pany overlaps 2 income-tax years having different rates, the rate
of tax deductible from the gross amount of dividend is the average
of the rates in force, taking inte aceount the proportion of time each
was in force during the fiscal year of the company.

Beginning with 1928-29 tax is to be deducted from dividends,
interest, ground rent, etc., at the standard rate for the year in which
the amount tana.bles becomes due. This new rule does not apply,
however, in the case of rents payable by a tenant occupier and annual
charges in Scetland, which wi§v continue to be taxed in the present
manner (sec. 39 (1), Finance Act of 1927}.

Where the annual payments are made out of profits that are not
chargeable, as where interest, dividends, annuities, stc., are paid in
England by the paying agent of a foreign company, the rate in force
at the date of gayment is to be deducted from Lge gross amount. The
same rule applies to copyright royalties, except cinematograph pro-
;ié:gc,;;ans, which are paid to nonresidents (sec. 25, Finance Act of

EXEMPTIONS

Income of certein kinds and of specified bodies is exempt from
tax. In addition to the general exemptions, there are a number of
special exemptions under the various schedules.

Contributions to charity are not as & rule exempt, but contributions
by employars to charities benefiting employees are allowsble.

GENERAL EXEMPTIONS

General exemptions embrace: .

1. Lump sums paid for compensation for injury or loss of offica.

2, Sickness benefit.

3. Sums, other than annuities, received under life, sickness, or se-
cident insurance policies.

4. Disability pensions granted to ex-service men.

6. Accumulated interest on war or national savings certificates,
provided the number held by the owner does not exceed the number
suthorized by the Treasury regulations.

6. Dividends, in respect of purchases, received from industrial,
provident, or cooperative societies.

® lolachiolr Providend Bullding Socigty v, Newlands 81893}, 20 B. 821, 8¢ Sc.L.R, 730,
4 Apnew v, Farguson {1063), § F. 878, 40 ScL.R. 634,
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7. Unemployment, sick, and strike pay received from trade unions,
ete.

8. Scholarships and granis to students for research or similar
training at colleges, universities, etc., or held by persons receiving
full-time education at a schocl, university, or other educationai
establishment.

8. Competition prizes.

SCHEDULE A EXEMPTIONS

Schedule A, no. 1 (income from the ownership of lands, houses,
etc.}, exemptions embrace:

1. Colleges or halls in any university of the United Kingdom
occupied for edueational purposes.

2. Buildings belonging to hospitals, public schools, or almshouses,
insofar as these are used only for charitable purposes.

3. Buildings belonging to a literary or scientific institution used
solely for the purposes of the institution and where no payment is
made or demande?for instruction. The annusl value of such prop-
erty is duly brought into assessment, but the tax is specially remitted.

By concession an exemption is granted (a) council schools, de-
nominational schools, mission rooms, though used occasionally for
purposes other than educational or religious, and (&) parish halls
and rooms, parish clubs, church institutes, and buildings of a similar
character almost exclusively used for divine worship, Sunday schools,
and other religious objects, where not leased for profit and the sums
received from occasional leasing are only intended to cover the cost
of cleaning, lighting, etc. This exemption does not extend to the
tax payable on charges on such property, as ground rent, feu duty,
and mortgage or bond interest or other annual payments secured on
the property, from which tax is deducted when the payer makes
such payment. Cathedrals, churches, property vested in and occu-
pied by the Crown, etc., are not brought into assessment at ail.

SCHEDULE B EXEMPTIONS

The only statutory exemption under schedule B (income from
the occupation of lands} is that accorded in the ease of lands occupied
by a charity where such lands are:

ia) Occugied for the purposs of husbandry; and

&) The husbandry is mainly carried on by beneficiaries of the
charity; and

{¢) The profits, if any, arising from the cultivation of the land
are applied solely to the purposes of the charity. By “charity ¥ is
meant & body of persons or & trust established for charitable purposes
only, sach as the relief of poverty, the advancement of education and
religion, and certain other purposes by which the community is
benefited.

This exemption extends, however, to:

h(a) lI};ubiic parks, recreation grounds, ete., where held in trust for
the public. '

bp) Lands attached to hospitals, public schools, and almshouses
and used for their purposes. :
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(¢) Gardens and pleasure grounds occupied in conjunction with-
& house and not exceeding 1 acre in‘extent.

) Public parks belonging to the municipalities, ete.
e; Allotments, plots, efc. '

f) Waste lands that are unenclesed.

SCEEDULE C EXEMPTIONS

TUnder schedule C {income paid, under deduction of tax at source,
out of any public revenue) : .

1. No fax is charged in respect of interest, etc., on holdings of
Government departments or of certsin official charitable funds, ete.

2. Interest payable in the United Kingdom on any securities of a
British Dominion or foreign state which are owned by a person not
resident in the United Kingdom is pot charged to tax, or if charged,
the tax may be reclaimed.

8. The interest paid on British Government securities issued dur-
ing the war period which are proved to be in the beneficial owner-
ship of persons who ordinarily are not resident in the United King-
dom is not liable to tax. 7

4, Interest on certain securities issued during the war period is
free from assessment to the standard rate but remains liable to
sapertax.

5. War and national savings certificates which are issued subject
to a limitation on the total number of certificates that may be held
by any one individual carry accumulated interest at the date of their
maturity and are granted ezemption from both income tax and
supertax in respect of that interest.

SCHEDULE D EXEMPTIONS

Schedule D {income from trade, professions, ete.; dominion and
fnrei%) securities and possessions; interest, ete.) exemptions include:

1. Under case IV, income from dominion and foreign securities
accruing to a person not demiciled in the United Kingdom or to a
British subject who ordinarily is not resident in the United King-
dom is not subject to tax except on the amount which is received In
the United Kingdom.

2. Under case V, the same rule applies to income from dominion
and foreign stocks, shares, or rents. Income from the share of a
business wholly carried on sbroad and from other foreign posses-
sions except stocks, shares, and rents is not taxed except for the
amount actually received within the United Kingdom, even though
the recipient is a resident.

8. Charities are exempt in t to (a) trading profits, provided
the profits are used exclusively for the purposes of the charity, and
the trade is exercised in the carrying out of one of its primary pur-
poses or the work is mainly carried on by the beneficiaries ofp the
charity; and (&) annual and other than annual interest, applied
solely to charitable purposes,

AMERICAN SHIPPING PROFITS EXEMPT FROM BRITISEH TAX

‘An.Ameéican enterprise engaged in the business of shipping (or-
dinarily assessable under schedule D) is exempt from British tax
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on its {Jroﬁts made within the United Kingdom by virtue of the
principle of red;rocai exemption that has been adopted as between
that country and the United States.** This arrangement, operative
from May 1, 1923, was made by the British Government under
authority of section 18 of the Finance Act of 1923. Similar arrange-
ments effective from April 6, 1923, had been made with Norway,
Sweden, Denmark, Finland, and the Netherlands.

The 1923 act contemplated only arrangements with foreign states.
Section 31 of the Finance Act of 1924 extends the authorization to in-
clade reciprocal-exemption arrangements with any British Domin-
ion, any territory under British protection, and any territory in
respect of which a mandate is being exercised by the government of
any part of the British Empire.

ALLOWANCES AND RELIEFS

In respect of earned income a resident taxpayer is permitted to
take agamsh the income tax certain abatements, known as *allow-
ances ¥ and “reliefs”, for the living necessities for himself and
family, and for life-assurance premiums. There is also a reduced
rate intended primarily to give additional relief to persons with
small incomes. Beginning with 1928-29, reliefs consisting in deduc-
gi;ns from assessable income are taken by means of deductions

m tax.

EARNED-INCOME ALILOWANCE

After deducting allowances for expenses, wear and tear, and obso-
lescence, the taxpayer may take an allowance equal to one fifth (but
not exceeding £300) of the earned income acquired as the result of his
personal efforts or services. “ Earned income ” embraces:

{a) Salaries and other remuneration from employment.

{b) The busiress profits of an individual, excluding the share of
a sleeping partner and the profits of a limited company.

(¢} Pensions and allowances given to survivors of a deceased
person in respect of past services of the deceased.

{d) Value of property forming part of the emoluments of an
employment, provided the occupier has the power to sublet.

e) Civil-list pensions granted under the civil-list acts.

In a partnership assessment, each partner is granted the one fifth
allowance, with a2 maximum of £300, from his share. Consequently,
the total earned-income allowance ir the firm assessment may exceed
£300, according to the number of partners and the amounts of their
distributive shares, :

If earned income of the wife is included in the income of the
husband, additional relief is granted to the extent of four fifths of
the wife's earned income, but subject to & maximum allowance of £45.

AGE AND PERSONAL ALLOWANCES

In cases where the taxpayer, or his wife, who is living with him,
is 65 years of age and his total income for the year of assessment
does not exceed £500, his entire income may be treated as earned

# Refer to set. 218(b){8), U.8 Bevenue Act of 1826, for the Amevican provisions.
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income and the corresponding relief may be taken. If his total
income exceeds £500 by such a small amount as to cause hardship
because of his not being permitted to take advantage of this special
relief, the tax payable on the total income will be reduced, where
necessary, S0 as not to exceed s sum equal to the total of (1) the
amount of tax to which he would have been liable if his total income
hadobeen £500, and (2) one half the excess of his total income over
£500.

If the taxpayer is unmarried, the first £100 of assessable income
{the balance after deduction of earned-income relief) is exempt. If
the taxpayer is married, the exemption is £150. The full allowanece
may be claimed by a tauxpayver who marries at any time within the
year of assessment. All personal and family allowances may be
taken in full for the year in which death occurs.

ALLOWANCE FOR HOUSEKEEPER AND DEPENDENTS

An allowance of £50 is given if the taxpayer is a widower or
widow and has any female person, whether a relative or not, resident
with him or her in the capacity of housekeeper. The same amount
is allowed an unmarried person who maintaing in his or her house-
kold his or her mother (widower or living apart from her husband)
or some other female relative for the purpose of taking charge of &
brother or sister, ’

There is an allowance of £50 for the first child and £40 for each
other child (including a stepchild or adopted child in the custody
of and maintained by the claimant), prcviged {1) the income of the
child (except from scholarships) does not excred £50 per year, and
(2) the child must be living on April 6 in the year of assessment,
and be less than 16 years of age. If the child is over 16 years of
age, he must be receiving full-time instruction at a school, university,
or other educationsal establishment.

An allowance of £25 may be claimed in respect of each dependent
relative of the taxpayer or his wife who is incapacitated by old age
or infirmity from maintaining himself or herseig or his wife’s or his
own widowed mother whether incapacitated or not. Ths income of
the dependent relative must not exceed £50 a year. If the taxpayer,
by reason of old age or infirmity of himself or his wife, is dependent
upor the services of s daughter resident with and maintained by him,
he may claim similar allowance, but not subject to the maximum
limit of £50 on the daughter’s personal income.

BEDUCED-RATE RELIEF

The first £175 of taxable income is charged a% one half of the
standard rate for the year of assessment {214s. in the pound) and the
remainder at the full standard rate (5s. in the pound?.

If the first £175 of taxabls income includes income from dividends,
interest, ete., taxed by deduction of the full standard rate st the
source, the excess of 214s. in the pound that has been collected is set
off, so far as possible, ageinst the tax due on other income. This
rule applies also to “tax-free” dividends, but does not apply to
% tax-compounded » interest on Government securities.

If the total income of the taxpayer has been taxed by deduction of
the full rate at the source, or if he has not enongh income-subject to
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direct assessment to absorb the excess of tax collected at the source,
he may claim repayment of the amount of tax overpaid.

JIFE-ASSURANCE PREMIUMS

Subject to certain restrictions, a taxpeyer who takes out a life-
assurance policy or contracts for a deferred annuity upon his own
life or the life of his wife is entitled to relief at the “appropriate
rate ” on the amount of the allowable premiums paid by him in the
year of assessment, An amount equivalent to tax at the “ appropri-
ate rate ” on the amount of allowable premiums is dedacteg from
the tax chargeable on the taxable income. The restrictions on this
relief are the following: :

1. The allowed premium must not exceed 7 percent of the eapital
sum assured in any single policy.

2. The total amount of allowable premium must not exceed one
sixth of the total net statutory income of the taxpayer.

3. The “ appropriate rate ” depends upon the time when the policy
was taken out. If taken out on or before June 22, 1916, the appro-
priate rate of tax to be deducted varies according to the total income
for the year of assessment, being 05;2 one half the standard rate
where the total income does not ex £1,000, (b) three fourths the
standard rate where the total income is between £1,000 and £2,000,
and (¢) the standard rate where the total income exceeds £2,000.

If the claimant’s income does not quite amount to the limits of
£1,000 or £2,000 referred to above, he may claim, in addition to the
normal relief at * appropriate rate ” (g} a sum equivalent to tax at
one fourth of the standard rate on the amount of the premiums,
diminished i}{ (&) 2 sum equivalent to tax at ths standard rate on
the amount by which the taxpayer’s total income falls short of
£1,000 or £2,000, :

In the case of policies taken out after June 22, 1918, relief is
bimited to those giving & capital sum st death, and the beneficiary
may claim only one half the standard rate of tax for the year of
assessment,

BOMINION INCOME-TAX EBELIBF

A person resident in the United Kingdom who derives from one
of the Dominions of the British Empire income that has been sub-
ject to the income tax of such dominion may claim a certain relief
from the United Kingdom income tax in respect to the income that
has already been taxed in the dominion. The relief is calculated at
the dominion rate of tax or at one half of that person’s appropriate
rate of United Kingdom tax, whichever rate is the lower. The
dominion rate of tax is determined by dividing the amount of the
dominion incoms tax paid for the year by the amount of the income
gubject to such tax. ‘

The “appropriate rate” of United Kingdom tax is the rate of
income tax which the claimant is liable to pay for the year to which
the claim relates, or, where he is liable to the United Kingdom sur-
tax for the same year, it is the sum of the rates of United Kingdom
income tax and surtax which he is liable to bear for that year. For
the purposes of this provision, the rate of United Kingdom income
tax is ascertained by dividing the amount of tax payabls on the
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claimant’s taxable income (omitting life-assurance allowances) by
the smount of such taxsble income. The rate of surtax is deter-
mined by dividing the amount of surtax payabls by the claimant by
thi(:_}o amount of hgis It]otal ineo;;:.th ‘i

mpanies which are within the scope of the preceding provisions
may also claim relief in respect of dominien gmome tax, but the
relief so obtained is passed on to their shareholders when dividends
are distributed.

The Royal Commission on the Income Tax, which recommended
this relief, suggested that any further relief necessary to assure the
taxpayer relief zmonnt_iﬁf in all to the lower of the United Kingdom
&nd dominion taxes should be given by the dominion concerned.

NO RELIEF FOR NONEESIDENT INDIVIDUALS

With the exception of the relief in respect of the dominion income
tax, the allowances, deductions, and reliefs previously described are
not given to individuals who are not resident in the United King-
dom; subject to a qualification, the full standard rate is payable on
the whole of their income liable to the United Kingdom income tax.

The qualification is that these allowances, deductions, and reliefs
may be claimed, with certain modifications, where the individuals
satisfy the commissioners of inland revenue that he or she {1) isa
British subject; or (2} is & person who is or has been employed in
the service of the Crown, or whe is employed in the service of sny
missionary soci or of any native state under the protection of
His Majesty; or (3) is a resident of the Isle of Man or the Channel
Islands; or {4) has previcusly resided within the United Kingdom
and is resident abroad for the sake of his or her health or the health
of a member of his or her family resident with him or her; or
{5) is 2 widow whoss late husband was in the service of the Crown.

These modifications have the effect of charging the income which
is subject to tax in the United Kingdom at the real effective rate
which would have been levied if the total income from all sources
had been subject to tax in the United Kingdom. In other words,
an individusl coming within one of the above exceptions would pay
the amount of tax that bears the same proportion fo the total tax
{after deducting all allowances and reliefs) on total income from sl
sources as the income liabls to United Kingdom tax bears to his total
income, whether subject to United Kingdom fax or not.

DEPRECIATION, RENEWALS, AN OBSOLESCENCE

DEPRECIATION OF FLANT AND MACHINERY

In charging the profits or gains of a business, profession. employ-
ment, vocation, or office {assessable under schedu[.l)e D or otherwise),
the commissioners having jurisdiction of the assessment may allow

such deduction as they consider just and reasonable in of the
diminished value by reason of * wear and tear ” during the year of
any machinery or plant used for the p of the trade and belong-

ing to the person by whom it is carried on. The allowance is alse
granted if machinery or plant is leased on condition that the lesses
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maintain it and return it in good condition at the end of the lease
{rule 6, rules applicable to cases I and I1I, schedule D).

If the lessor of the machinery himself is bound to keep it in good
condition, he may claim an allowance for wear and tear. In such
case, if the rent for the use of the plant and machinery is paid to the
lessor without deduction of tax, he may claim the allowance against
the assessment which will be made on him. On the other hand, if
tax is deducted from the rent when paid, the lessor may claim the
allowance for wear and tear, and the appropriate amount of tax will
be refunded to him.

The term “ plant and machinery ” extends to tramways, ships, ete,,
used in earrying on a business undertsking. It also includes, in
practice, engines, boilers, fixtures, shafting, fittings, and all other
assets in the nature of machinery which are susceptible to wear and
tear. The wear-and-tear allowance is not in practice given in respect
of loose tools, implements, and utensils, but an allowance may be
claimed for the amounts expended in supplying, maintaining, repair-
ing, or altering such articles,

BPECIAL PRACTICE IN CATLOULATING DEFRECIATION ©F SHIPS

No deduction for wear and tear or repayment on account of any
such deduction will be allowed for any year if the deduction, when
added to the deductions allowed on that account for any previous
years to the person by whom the trade is carried on, will make the
aggregate amount of the deductions exceed the actual cost to that
person of the machinery or plant, including in the actual cost any
expenditure in the nature of capital expenditure on the machinery or
iais.nt by way or renewal or improvement. The allowance is calen-

ated for each year of assessment upon the written-down value of
the plant and machinery at the beginning of the year of assessment,
that is, the balance after deducting from the value of the machinery
the allowance for the preceding vear. In practice, this value is taken
as that of the date of the last balance sheet befors the year of assess-
ment. This rule is applied universally except in the case of ships,
where a percentage is allowed on the prime cost based on the esti-
mated number of years of life of the vessel.

A ship is generally deemed to have a serap or break-up value, and
this value is ordinarily assumed to be a fractional part of the total
or prime cost corresponding to the ratio of one year to the total
number of years of the ship’s life. For example, if & ship cost-ing
£20,000 is estimated to Jast 20 years, the break-up value woul
normally be reckoned as one twentieth of £20,000, or £1,060, and an
allowance of £1,000 would be made each year. The wear and tear
of second-hand ships is computed sccording to the estimated life of
the ship, baving regard to its age at the date of purchase, and the
allowance is on an agreed scale. A special agreement between the
revenue authorities and the United Kingdom Chamber of Shippin
r;gulates wear-and-tear allowances for both new and second-han
ships.

AMOUNT OF DEPRECIATION ALLOWANCE

The commissioners have the power of determining the deprecia-
tion allowance, but in practice the taxpayer usually comes to an
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agreement with the inspector of taxes on the amount to be allowed
at the timael of computing his income-tax lisbility; if dissatisfied, he
may appeal.

The capital cost of the plant and machinery is frequently taken as
the basis on which a percentage is allowed for depreciation. There
is found in appendix II hereto a list of the percentages that have
been agreed upon between trade associations and the iniand-revenue
officials as applicable to machinery in their trades. If additions are
made to the plant and machinery in any particular year, the value
of the new material is added to the written-down value of the pre-
ceding year for the purpose of computing the sllowance for the suc-
ceeding yesr,

Where depreciation cannot be offsel against an assessment because
the wear-and-fear zilowance exceeds the profits liable to assessment,
it may be carried forward, as a rule, until extingnished in assess-
ments of subsequent years,

RENEWAL OF FLANT ANP MACHINERY

The annual allowance in respect of depreciation is deemed to take
the place of an allowance for the cost of renewal of plant and
machinery in that year. Consequently, the taxpayer can charge the
actual cost of renewing piant and machinery as a business expense
only when he has mxﬁe no claim for wear soad tear. As cost of
renewsl the authorities allow the net cost of replacement of an article
similar in all respects to the one replaced, less the amount received
from the sale of the replaced assef, Where the new object is supe-
rior to the one replaced, a part of the cost of the former represent-
ing the improvement will be disallowed.

11’%‘he ordinary cost of repairs and upkeep of plant and machinu-g
is considered independently of the question of depreciation an
renewals and is allowed as an erdinary business expenditure. Any-
thing in the nature of & capital expenditure will be disallowed, how-
ever—as, for example, where an outlay is made for alterations,
improvements, or additions to the plant and machinery.

f a trade association or a considerable group of taxpayers emn-
gaged in any particular trade or business wish to secure an alter-
ation of the amount allowed for wear and tear in respect to certain
machinery, they may apply to the commissioners of inland revenue,
who in turn, if they deem the apg)hcstlon worthy of consideration,
must refer it to & board of referees appointed by the treasury,
which will consider the application and fix the amount of the allow-
ance. This procedure, however, has never been applied in practice.

OBSOLESCENCE OF PLANT AND MACHINERY

The cost of replacing any plant or machinery which has become
obsolete is allowed 8s an expense (rule 7, rules applicable to cases
.I and IT, schedule D). In estimating the profits or gains of a busi-
ness the taxpayer may deduct as expenses incu in any year
“so much of any amount expended in that year in replacing
plant or machinery which has become obsolete as 15 equivalent to the
cost of the plant or machinery replaced after deducting from that
cost the total amount of allowances which have at any time been
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made, in estimating profits or gains ss aforesaid on account of the
wear and tear of that plant and machinery, and any sum realized by
the sale of that machinery or plant.”

This section is intended to cover the replacing of out-of-date
machinery hé the improved types necessary to effect economies or
to compete efficiently in production and does not appear to refer to
worn-out machinery.

PROCEDURE IN ASSESSMENT AND COLLECTION
PROCEDURE IN ASSESSMENT

Soon after the 5th of April each taxpayer is supplied with return
forms for schedules A, B, D, and X in the tax district where he
carries on business or is employed, or, otherwise, at his residence. A
taxpayer who is a director of several companies or has more than
one employment or business will probably receive a return form for
each kind of income, but he is obligated to submit only one return
of total income and should give back the remaining forms with a
reference to the return that has been filed.

Although the taxpayer is supposed to submit his return within
three weeks after receipt of the blanks, he frequently is allowed an
additional period, not exceeding two months in all. Taxpayers who
ere engaged in business, and particularly companies, occasionally
{but by no means generally} supply with their return copies of their
trading accounts, ?roﬁt and loss account, and balance sheet. The
taxpayer merely fills in the blank spaces in the return; the computa-
tion of the tax due is made by the authorities.

The summer months are taken up with the making of assessments.
In October or November, the assessment has usually been completed,
and in many cases is based on an agreement between the tax inspec-
tor and the taxpayer. A potice of assessment is then given to the
taxpayer. If he does not submit a notice of appeal in three weeks,
the assessment stands. The tax is then payable, in whole or in part
sccording to the schedule, on January 1 following.

FREEENT PEACTICE

Most assessments are nominally made by the general commissioners
of the district through the assessors or by the additional commis-
sioners in the case of schedule D assessments, but in practice the
assessment is prepared by. the inspector of the district in which the
taxpayer is located.

Ili) the inspector desires additional information, he usually re-
quests the taxpayer or his accountant to come to his office. He has
no right to visit the office of the taxpayer and insgect his books; but
if he has reason to believe that the return is fraudulent in any man-
ner he may get at the books indirectly by causing a high assessment
to be made, against which the taxpayer will appeal to either the

neral or special commissioners. In order to satisfy either body of
E?s-actual liability, the taxpayer will %zobably find it necessary to
submit his full accounts, In 7. Haythornthwaite & Sons, Lid. v.
. Kelly, the court of appeal, January 24, 1827, it wes held, however,
that even the commissioners can not require the submission of the
personal bank books of the directors of a private company.
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The inspector of a district may make additional assessments within
6 years if it is discovered that the lizbility of the taxpayer has been
insufficiently assessed for any particular year. The nd-reventic
commissioners may reopen a case if they have reason te believe an
imspector has made a mistake in determining & taxpayer’s liability,
and if they find an insufficiency they have the power to move the
general commissioners to make an additional assessment.

STCGGESTED REVISION

The royal commission appointed to study the income tax—from
whose report quotations have already been given—recommended that
the assessing authorities “ should have power to require the produc-
tion of accounts in support of a return when accounts are in existence
or books have been regularly kept. The accounts should be fully
- certifised by the taxpayer, and should include both profit and loss
accounts and balance sheets. If the accounts have been audited, they
should be certified by the auditor as well as by the taxpayer.”

The recommendation is also made that the assessing suthorities
should have power to call for further information and, subject to
the taxpayer’s right to appesl to the special commissioners, to direct
the production and examination of the original books of accounts, in-
cluding stock sheets, belonging to the taxpayer; also, that banks
should be required to inform the tax inspectors whether or not any
particular person has an saccount with them. Furthermore, the as-
sessing aut{'):)rities should have power to examine books and docu-
ments in the hands of paying agenits in connection with the assess-
ment of foreign dividends and remittances.

ABEESEMENT OF HURBAND AND WIFD

The income of 2 married woman living with her husband in {ireat
Britain is treated as the income of her husband, the latter paying
the tax on the aggregate income inscfar as the tax is not collected
at source. Either husband or wife may apply for & separate assess-
ment and pay the tax separately, but the Government does not forego
its right to hoid the husband ultimately responsible for the wife's
tax. The separate assessment does not reduce the total amount of
tax payable by both husband and wife, since their incomes are con-
sidered jointly for tgurposes of the graduation of the tax. The only
effect is to divide the tax between them in approximate proportion
to their respective incomes.

Application for separate assessments on the husband and the wife
must be made by the husband or the wife before July 6 in any year
of assessment for which the application is made. If persons marry
during the year of assessment, an application for separate assessment
regarﬁing at tgear should be made before July 8 in the following
year. The esuthorities may uest separate statements of income
from both husband and wife and, in addition, a statement of the total
combined income,

The total amount of relief given husband and wife may not exceed
the amount allowed if s single assessment were made. Earned-
income relief is granted separately in the assessments or earned
income of the husband and wife. Personal and family allowances
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are taken in proportion to their respective assessable incomes. Life-
asgtéranee relief is granted to the spouse by whom the premiums are
paid.

MINOR'S INCOMB—TRVST FUNDS

The tax is imposed in the usual manner on a child having income
in its own right. If the child is a minor and has a legal guardian
who receives income on the minor’s behalf, the latter makes the
return, pays tax, and may also claim repayment for the minor. If
the minor has no legal guardian receiving income on his behalf, he
may be assessed in the usual way.

If a minor has an absolute interest in income which accumulates
in his favor under a trust, deed, or other agreement, it is possible
to make repayment claims in his behalf year by year, in respect of
the income of each year. The minor is entitled, in this connection,
to the ordinary personal allowance and the reduced rate.

Where a minor has a contingent interest, the trustees may make
claims in his behalf based on expenditure for maintenance. When
at maturity the contingent interest becomes an absolute interest,
claims may be submitted for the balance of tax repayable in respect
of personal and reduced rate reliefs.

respect of income subject to direct assessment, trusts are treated
similarly to corporate bodies. The full standard rate is imposed on
them. When the income is paid over to the beneficiaries, the trustees
deduct the standard rate. Xduit beneficiaries make their own claim
for repayment of personal, family, and reduced-rate reliefs. If
beneficiaries are exempt through nonresidence, the trustees are not
chargeable with tax.

TIME OF PAYMENT

As a general rule, incoms tax under schedules A, B, D, and E is
due and payasble on or before January 1 in the year of assessment.
An additional assessment to tax s:gnag after that date is payable on
t}lie da§ after the date of signature. There are certain exceptions to
this rule:

1. Tax is payable in two equal installments, the first on or before
January 1 in the year of assessment and the second on or before the
following July 1, in the case of—

{a} Schedule A assessments. Since 1918, tax under this head
has been paid by the tenant into the excheguer in two installments,
on January 1 and July 1, and deducted by him from the next pay-
ment of rent to the landlord. The income tax having faller from
5 shillings to 4 shillings in the pound, the need for allowing the
tenant two installments has passed, and the finance act, 1927 (sec.
21), provides for a reversion to the pre-1918 practice of collecting
the income tax under schedule A in one installment payable Jan-

ua.rg 1, beginningBi928.
(&) Schedule assessments, on lands occupied for husbandry

only.
(yo) Schedule D assessments, on any individual or firm in re-
spect of a business or profession. .
(d) Schedule E assessments, in respect to most employments:
but, 1in the case of wages, the taxpayer may arrange with the col-
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lector for payment to be spread over 13 weeks in each half year,
provided income-tax stamps, which can be purchased at the post
office, are affixed weekly to a special card which the collector wiil
sapp{; for the purpose.

2. Tax is paysble quarterly, on or before the 20th day of Junse,
Se%tember, ecember, and March, in the case of railway companies.
in England and XIreland.

8. Tax is deducted st source in the case of—

(ag Schedule C, income paid out of any public revenue.

{b) Schedule D, fereig; dividends, etc., the tax being remitted
to the treasury shortly after being deducted from such income. In
the case of dividends paid by a British corporation, the corporation
deducts the standard rate of tax, but merely to transfer a propor-
tionate part of its tax to the shareholder. The tax has already been .
collected by the Government by means of the direct assessment of
the total profits of the company.

{¢) Schedule E, employment under the Government,

PROCEDURE IN COLLECTION

The principal method of collecting the British income tax is by -
deduction at source, the payer of the income being authorized to-
deduct the standard rate of tax from the payment made to the ulti-.
mate proprietor. The tax is recovered from the payer through
requiring him to include such income in his own assessment. For
example, & limited company has to pay the standard rate of tax on
the whole of its profits, irrespective of their destination. It may
recoup itself, however, i)y deducting the standard rate from such
amounts of its profits as are distributed as dividends or paid out as
interest on loans or debentures.

Similarly, the lessee of lands or buildings pays tax on his entire
income without any allowance for the rent. When he pays rent to.
his lendlord, however, he deducts the standard rate and thus reim-
burses himself. The landlord, in turn, is assessed on his entire
income without any allowance in respect of interest on a mortgage
or a ground rent, but deducts tax when these charges are paid. Inm
other cases—for example, the paying agent in the United Kingdom'
for dividends and interest of dominion and foreign companies—the
payer merely serves as collectins; agent for the Crown and turns over
to the treasury the amounts deducted.

INCOME SUBJECT TO TAX AT BOURCE

The principal classes of income subject to tzxation at source are::

Schedule A—In general, rents in (Great Britain and all ground
rents, lease rents, head rents, feu duties, and similar income derived
from immovable property in the United Kingdom; mortgage and
other interest secured on such property ; mineral royalties.

Sehedule € —Income from British, dominion, and foreign govern-
ment securities.

Schedule D—Dividends, debenture and other interest paid by-
limited-liability companies; interest and dividends paid by dominion
and foreizn companies through agents in the [?nited Kingdom;
coupons for dividends payable abroad which are realized through

174582—38——8
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a banker or coupon dealer in the United Kingdom; patent royalties;
annual interest and annuities payable under eontracé);.

Copyright royalties, except for cinematograph productions, when
paid to an owner whose usual place of abode 1s not within the
United Kingdom, will be taxed by deduction. The payer delivers
the amount thus collected to the revenue authorities (sec. 25,
Finance Act of 1927).  As a rule, such income is subject to direct
assessment in the hands of the recipient.

Schedule E.—Salaries of officers in the service of the Government
(civil service, army, navy, etc.).

The full standard rate of tax is deducted.

INCOME SUBJECT T0 DIRECT ASSESSMENT

The method of collecting tax depends upon whether the person
assessed is the ultimate proprietor. If the person charged is not the
ultimate proprietor, the tax is collected by means of deduction at the
source, If he is the ultimate proprietor the tax is collected from him
by direct assessment. Collection is made direct on:

{e¢) Trading profits of individuals, whether trading singly or as
pariners.

(b; Trading profits of limited-liability companies.

¢) Income from professions and most employments,

2) Profits from the occupation of land.

¢) Income from dominion and foreign securities and possessions
not-paid through sgents in the United om.

Lfs) Interest other than annual, discounts, ete.

previously indicated, the full standard rate of tax is deducted
when collection is made at the source. When the tax is collected
directly the various reliefs are deducted, and the first £225 of ths
resulting “taxable income ¥ is subject to but one half the standard
rate; the balance pays the full rate. Consequently the recipient of
income that has been taxed at source may have borne more tax b;
deduction than he is liable to pay. The excess paid may be set o
against the tax payable by him in direct assessments, or, if he has
no income subject to direct assessment, the taxpayer may claim
repayment of the excess.

REFUNDS

The standard rate of the British tax being collected wherever pos-
sible at the source, it frequently happens that in the case of recipients
of small incomes, especially those deriving the major part of their
revenue from investments in shares and debentures, more tax has
been collected (through deduction at source) than is actually due
because of the personal allowances of the recipient. In such event
the recipient files a claim for refund on a special form, and payment
follows quickly, frequently within 10 days.

Repayment is authorized in numerous other instances, as where
(@) tax has been collected at a higher rate than is due; (&) the lessor
of plant and machinery is entitied to an allowance for wear and tear;
(¢) a nonresident has suffered deduction of tax from income arising
from foreign securities; () a loss has been incurred or a business
has been discontinued in the year of assessment; (e) duty has been
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paid on an assessment subsequently discharged or reduced on appeal;
{f) interest has been paid out of taxed profits to bankers wiﬁ!k
r;eoupgi:):g tax from the amount paid (see. 36 {1), Income Tax Act
of 1918).

CENERAL PRINCIPLES

There are certain general principles governing claims for repay-
ment. As a rule, money paid under a mistake of law is irrecoverable,
and money paid under a mistake of fact is recoverzble* The line
between mistakes of law and mistakes of fact is not clearly defined
in equity,’” but to exclude the right to relief the mistake must be
one of gemeral law.** Alithough in certain cases courts of equity
" granted relief even if the mi were cne of law,* these were cases
in which the court thought the circamstances rendered refusal of
relief inequitable.

Under no circumstances is money refunded when paid originally
under a view of the law then prevailing which subsequently is found
te be wrong as the result of a court decision. In Great Britain, only
court decisions constitute binding and conclusive interpretations
of law, and if a decision is rendered that is contrary to the previous
interpretations of the inland revenue, it has no retreactive effect on
any case other than the one invelved.

The inspectors usaally have anthority to handle claims for repay-
ment and to order refunds, but the inland revenue officials in London
;tgmetimes instruct the inspectors to refer claims for refunds to

em.

Ordinarily a taxpayer who wishes to contest an assessment must
give notice In writing to the inspector within three weeks after
receiving & notice of assessment. If he does not appeal, the assess-
ment becomes final and conclusive, subject to the provisions of section
24 of the Finance Act of 1923, which provides tﬁat. where an assess-
ment is eXcessive by reason of some error or mistake in the retarn
made by the taxpayer for the purposes of the assessment, the excess
uay be recovered on application to the commissioners of inland
revenue within § years.

APPEALS

Within 21 days sfter receiving s notice of assessment for the
standard rate of tax, the taxpayer may lodge a notice of appesl to
the general commissioners or, in the case of schedule D and schedule
E assessments, the special commissioners. In practice he chooses the
former if the nature of the dispute is one that ean best be settled
by business men. If technical or highly complicated points are in-
volved, it is usually considered preferable to sppeal to the special
commissioners. Either body is the final suthority on questions of
fact, and the taxpafver can appeal from their decision to the courts
only on a point of law. The taxpayer can be represented by an

® Midland.-Great Westerm Rallway of Irelend v. Jehwson [I8SS]. 6 BHLCaa 703:

Stockicy v. Stecklry 11812). & Vea & B. 23 ; Cuckerell v. CAclmeicy {1830 ase. i

ns:xm;.coamia .1Y. &C (Bxrj 2582 t )18 &2
€ Doniel v, Sincigir 11581), 6 A C. I8L

x:. c;g;er ¥. Phibds {1867], L.B. 170, 2 H.L 149; Bsauchemp ¥. Wina [1573], LE. 8;

G "2(3:1351':“ ¥. Oockberm [1334], 2 My & K. 99; Watson V. Merston [1853), 4 DeG. M. &
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-authorized -agent such as a barrister, solicitor, or a member of an
incorporated body of accountants before either body; the Crown is
represented by the inspector of taxes.

As a rule, when a taxpayer appeals, the disputed matter is first.
investigated by the inspector, who reaches an agreement with the
taxpayer on as many points as possible. If the taxpayer or the
inspector wishes to appeal from the decision of ecither the genersal or
the epecial commissioners, he should immediately express his dis-
satisfaction with the decision because of an error in law and intimate
8 demand, within 20 days, for the opinion of the High Court of
England or the Court of Session in Scotland. If the taxpayer has
elected to be assessed by the special commissioners, he has the right
to appeal against their decision in any particular, whether of fact
or of law, to the commissioners of inland revenue. This privilege,
however, is seldom if ever nsed. :

From the High Court in England, the case may be carried to the
Court of Appeals and then to the House of Lords, the judgment of
which is final.

TIME LIMIT

Section 27 of the Finance Act of 1926 extended the time limit from
three years to six years in respect of claims for relief where bona
fide errors or mistakes in returns have been made. This extension
applies only to assessments made after April 5, 1923. This clause
does not affect the rights of the revenue authorities to enforce penal-
ties in respect of fraudulent returns or cases where income has been
insufficiently returned within the obvious knowledge of the taxpayer..

GROUNDS

The grounds of appeal must be stated in a notice of appeal against
an assessment made under schedule D. The commissioners may,
nevertheless, in their discretion hear the appeal on any ground that
has not been unreasonably or willfully omitted from the notice of
appeal (sec. 25, Finance Act, of 1926).

PAYMENT OF APPEALED ASSESSMENTS

Prior to the p e of the Finance Act of 1926, an assessment
made under schedule D could not become final until the expiration of
the time for hearing appeals had expired snd until any appeal
ggainst it had been finally determined. Such an assessment may now
be allowed and confirmed even though the appeal has been adjourned
or postponed beyond the time limit.

ending the determination of the appeal, however, only such part
of the tax 2s is not in dispute is to be collected. An adjustment is
made when the agpea} is finally decided.

A nonresident has the right to appeal to the special commissioners.

PENALTIES

Besides having the right to make an estimative assessment if no
return is filed, or an additional assessment or surcharge if the return
filed is insufficient, British tax officials, under the divers enactments,
have recourss to numerous penalties. Some of these penalties seem
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to cover the same ground in different ways, and as the courts have
made no attempt to reconcile them, the election of the appropriate
penalty is apparently within the discretion of the revenue author.
1ties,3¢

DEFAULT IN FILING RETURN

The penalty for neglecting or refusing to make a true return
within the time limit specified in a general or particular notice is &
sum not exceeding £20 and treble the tax chargeable (sec. 23 (2),
Finance Act of 1923). Fatlure, without ressonable excuse, to make 8
return for surtax purposes when reguested by the commissioners or
to give motice of liability to surtax is subject to s penalty not ex-
ceeding £50 and, after judgment, to & further penalty of like amount
for every day during which the default continues (sec. 44 (3),
Finance Aect of 1927}.

Employers are lishle to a penalty for failure to deliver & list of
the names, places of residence, and remuneration of all persons
employed by them. The secretary or other officer aciing as secretary
of a corporate body who does not conform te this requirement also
will be liable to the same penalty. The penalty may be an amount
z:?t exc;aeding £20 and treble the tax due {sec. 23 {2), Finance Act
of 1923).

‘Where a person is making a return on his own behalf, he can
elaim an extension only if he has delivered the best return ible
within the prescribed period (sec. 140 (4}, Income Tax Act of 1918).
If a person is required o make a return on behalf of another, he may
obtain further time from the general commisisoners if he satisfiea
them that he is unable to deliver a perfect return within the proper
period (sec. 107 {8), Income Tax Act of 1918). :

A person who has failed to submit his return in the period pre-
scribed may deliver it at any time before proceedings for recovery of
the penaity have been commenced, and no action will be taken
against him (sec. 140 (2), Income Tax Act of 1918). :

FALSE OR FRAUDULENT BETUEN

A gerson making a false statement or representation in a return
is Lliable not only to a penalty of £20 together with treble the tax
<chargeable, but aiso to 6 months’ hard labor on summary conviction
(sec. 227, Income Tax Act of 1918). The penalty for inducing or aid-
ing another person to make a fraudulent return is £500 {sec. 23 (3},
Finance Act of 1923).

If in making any claim for allowance or deduction the taxpaver
frandulently conceals or untruly declares eny particulars, the penalty
is £20 and treble the tax charzeable in respect of all the sources of
* income. The penalty for aiging and abetting in making a faise

claim js £500 {sec. 30, Income Tax Act of 1918). Where & T
knowingly makes a false statement or Ialse representation gor the
purpose of obtaining an allowance, reduction, rebate, or repayment
in respect of income tax either for himself or for another, or in any
return made.in regard to income tax, he will be liable, on summary
conviction, to imprisonment for a term not exceeding six months
with hard labor (sec. 227, Income Tax Act of 1918).

= Konrian, g 305,
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If after submitting a return the taxpayer discovers an error or
omission therein, he may rectify it by submitting an additional return
and thus free himself from hability to any proceeding that might
hs.v;} been brought against him (sec. 140 (1}3, Income Tax Act of
1918).

LIMITATIONS ON PEMALTY

Proceedings for the recovery of & fine or penslty may be com-
menced at any time within 6 years after the date on which it was
ineurred.

The courts have no discretion to alter the amount of a pensity,
but the revenue authorities have discretion to mitigate penalties and
to stay proceedings.

THE SURTAX

The surtax is due and payable as a deferred installment of the in-
come tax on or before the Ist day of January next after the end of
the year of assessment for which it is payable, except that surta
or any part of any surtax, included in an assessment which is sign
or allowed on or after the 1st day of January shall be deemed to be
due and paysble on the day next after the day on which the assess-
ment is signed and allowed. Surtax is assessed and charged by the
special commissioners in one sum, The special commissioners may
make an assessment or an additional assessment in respect of surtax
during any time within the year of assessment or within the period
allowed by the income tex acts for the making of assessments and
additional assessments; when the assessment for the income tax is
final, it is also final for the purpose of the surtax for that year.

Relief from the United £_ingdom income tax in respect of the
dominion income tax is not taken into account in computing surtex,
although such relief is given from income tax charged or chargeable
at the standard rate,

- Assessments of surtax are subject to appeal to the special commis-
sioners, except in the case of the income fixed for income-tax pur-
poses which, once having been fixed, is considered as final and con-
clusive; the provisions of the income tax acts relating (z) to persons
who are to be chargeable with income tax at the standard rate and to
assessments to such tax, (3) to appeal against such assessments, (¢}
to the collection and recovery of such tax, and (4) to cases te be
stated for the opinion of the High Court, are to be applied to the
charge, assessinent, collection, and recovery of surtax, in so far as
they are applicable.

When desired, and provided application is made, by either a hus-
band or a wife, before the 6th of JP uly in the year next following the
year of assessment, in the manner and form prescribed by the com-
missioners, surtax for that year is assessed, charged, and recovered
on the income of the husband and on the income of the wife as if they
were not married, although the income of the husband and wife is
treated as one in estimating the total income for the purposes of
surtax. The amount of surtax payable in respect of the total income
is then divided between the husband and wife in proportion to the
amounts of their respective incomes, and the total amount gayable
may I!'li(l)tdbe less than it would have been if separate returns had not
been filed,
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Notice may be served at any fime calling upon the taxpayer to
furnish a true and correct return, in the prescribed form, of ali the
sources of his income and of the amount derived from each source
for the year preceding the year of assessment, the computation of
incoms l:)veing made by reference to the year preceding the yesr of
assessment and not by reference to any other year or period. Where
& taxpayer is liable in any year of assessment to surtax on 2ny part
of his total income, he is required to give notice that he is Lable
to the special commissioners before the 30th day of September next
following the end of that year. If a person fails tc make a return
when required, or if the special commissioners are not satisfied
with the return made by him, they may assess the surtax sccording
to the best of their judgment. If any person without reasonable
excuse fails to make & return or give notice, he is liable to a penalty
not to exceed £50, and if judgment has been given for thet penalty,
8 further penalty of the same amount for every day during which
the defauit continues may be imposed. .

When the surtax has been assessed by the special commissioners,
they must serve notice on the taxpayer of the amount of this assess-
ment; any soch notice may be served upon & taxpayer by letfer ad-
dressed to the taxpayer’s usual or last known place of abode. Surtax
is assessed and charged at the office of the special commissioners in
London, and appeals may be heard in J.ondon, Edinburgh, or Bel-
fast, provided notice has been given by the taxpayer within 28
days From the date of the service of the notice of such assessment
that he intends to appeal to the special commissioners against the
assessment; such notice must specify the grounds of appeal.

Surtax shounld be paid to the Accountant General of Inland Reve-
nue, Somerset House, London, W.C. 2.

OTHER BRITISH TAXES
STAMP DUTIES

Unless the instrument subject to stamp duty is written upon
stamped paper, it must be properly stamped before the expiration
of 80 days after it is first executed (or first received in the United
Kingdom if executed outside the United Kingdom). However, be-
cause of the risk of loss in transit, transfers and other documents
first executed in the United Kingdom and ther sent abroad for com-
pletion may be presented for stamping within 30 days after their
return to the Umited Kingdom.

GENEERAXL BXEMPTIONS

Exempted from the incidence of stamp duties are:

1. Transfers of shares in the Government or parliamentary stocks
or funds.

2. Instruments for the sale, transfer, or other disposition, either
absolutely or by way of mortgage or otherwise, of any ship or vessel
or any part interest, share, or property of or in any ship or vessel,

+ 3. Instruments of apprenticeship, bends, contracts, and agreements
entered into in the United Kingdom for or relating to the service in
any of the British Colenies or possessions sbroad of any person as an
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artificer, clerk, domestic servant, handicraftsman, mechanic, gar-
dener, servant in husbandry, or laborer, -

4. Testaments, testamentary instruments, and dispositions mortis
causa in Scotland.

5. Bonds given to sheriffs or other persons in Ireland upon the
replevy of any goods or chattels and assignments of such bonds. -

6. Instruments made by, to,"or with the commissioners of works
for any purpoeses of the Act 15 and 16 Viet. c. 28,

7. Receipts given for or on account of salaries, pay, or wages or
any like payment to the holder of an office or to an employee, or in
respect of any pension, superannuation allowance, or other similar
allowanees.

In the event of reconstruction or amalgamation of companies an
-exemption is granted, under special conditions, in respect of instru-
ments made for the purpose of transferring an underteking or
-ghares, or vesting the undertaking or shares in the transferee com-
pany (sec. 55, Finance Act of 1927).

METHOD OF IMPOSITION

At the present time stamp duties are imposed in one of several
ways. In some instances the duty is collected by means of the im-
pression of the stamp before execution, and in others after execution.
‘Where it would be inconvenient to obtain sn impressed stamp, the
law allows the gpplication of adhesive stamps. Where adhesive
‘stamps are permitted, ordinary postage stamps may be used if the
-duty does not exceed 2s, 6d. There are also special inland-revenue
stamps of 3, 4, and 5 shillings. Adhesive stamps must be used in
the case of contract notes and foreign bills of exchange; special
stamps for this purpose are obtainable at post offices. Stamps
of any amount are obtainable also at the Stock-Exchange Stamp
-Office, 26 ‘Austin Friars, London, E.C. 2.

Composition of the stamp duties payable on transfers of shares,
‘stocks, and funded debt and on share warrants and stock certificates
by way of a lump-sum payment may be arranged for by a corpora-
tion, company, or county council through agreement with the com-
‘missioners of inland revenue to pay, half yearly, a duty of 1 shilling
percent on the nominal value of all shares or other securities or
1f the shares are not fully paid up, on the amount that kas been §>ai<i
in. The rates payable in the case of a lump-sum composition for
transfer stamp duty on stocks of British dominions to which the
colonial stock acts apply, stocks of foreign governments inscribed at
the Bank of England, and stocks of certain British protectorates
-are as follows, per £100: When the term of the loan does not exceed
20 years, the rate per £100 of the nominal value of the shares is 10s.;
20 to 40 years, 20s.; 40 to 60 years, 25s.; 60 to 100 years, 30s.;
exceeding 100 years, 35s.

PENALTIES

Every person in the United Kingdom who sssigns, transfers, or in
any manner negotiates an instrument which is chargeable with duty
and is not duly stamped incurs a fine of £20,

Foreign securities brought from abroad for conversion and ex-
changed by the banker operating the conversion for the older securi-
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ties mre mot “ mssigned, transferred, or negotiated in the United
Kingdom ” within the meaning of this rule.

The secretary or other officer of a company charged with register-
ing or entering in the books of the company any instrument liable
to stamp duty must see that the instrument is properly stamped
prior to making the entry, subject to a penalty of £10.

DUTIES ON SHARES, BONDS, SECURITIES, BETC.

Duties payable on shares, bonds, and other securities in the United
Kingdom may be classified under four general heads:

1. Capital duty payable on the organizaticn of a company i
the United Kingdom, consisting of the ad valorem duty of 1 per-
cent and & graduated registration duty with & maximum of £50 on its
nominal share capital.

. 2, Duty payable on issue of loan capital, 2s. 6d. for every £100 or
fraction thereof to be secured (see * Loan capital ® below}.

3. Duties payable on the issue of “ marketable securities ", whether
domestic (inclusive of those issued in representation of loan capital)
or foreign. The rates vary according to the nature of the security.
Registered bonds and debentures pay the same rate as loan capital,
namely, 2s. 6d. per £100; bearer bonds are subject to a duty of 4s.
for every £10 on being first assigned or negotiated in any manner in
the United Kingdom ; and foreign share certificates, including Amer-
ican, that pass by delivery in the United Kingdom are liable to a duty
of 3d. for every £25 (see “ Marketable securities ”, p. 116).

4, Duties on conveyances or transfers on sale or operating as vol-
untary dispositions Inter vivos of stocks, shares, regi bonds,
and debentures (see “ Conveyance or transfer ”, p. 118}.

No-par-value stock is littie known in the English markets and
no special reference is made to it in tax legislation or literature.

LOAN CAPITAL

With regard to the fax on loan capital, section 8 of the Finance
Act of 1899, provides:

1. Where any local authority, corporation, company, or body of persons
formed or established in the United Kingdom proposes to issue any loan
capital, it shall, before the isste thereof, deliver to the commissioners a state-
ment of the amonnt proposed te be secored by the issue.

2 Subject to the provisions of this section, every such statement shall be
charged with &n ad valorem stamp daty of 2s, 3. for every £100 and any
fraction of £100 over any muitiple of £100 of the amount proposed to be
secared by the issue, and the mmmount of duty shall be a debt to Her Majesty.

8. The duiy under this section shell not be charged o the extent to which
it is shown to the satisfaction of the commissioners that the stamp duty payable
In respect of & mortgage or marketable seeurity has been paid on any frugt
deed or other document securing the lean capital proposed to be issued.

4. It any loecal authority, corporation, company, or body of persons neglect to
deiiver a statement, ar fail to pay the duty in compliance with this section, that
jocal anthority, corporation, company. or body of persons shall be liable fo pay
Her Mnajesty, {n addition to the duty, A som egunal to 10 percent upen the
amonnt of the dnty and a like sum for e¢very month after the first month during
which the neglect or failure continues.

5. In this section the expression * lean capital ” means any debentnre stock,
county stock, corporation stock, municipal stock, or funded debt, by whalever
name kunown, or capltal raised by any local antherity, corporation, com-
pany, or body of persons formed or established In the Usited Kingdom, which
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is borrowed or has the character of borrowed money, whether it is in the form
of stoek or in gny other form, but does net include any county council or
municipal eerporation bills repayable not Iater than 12 months from their date
or any overdraft at the bank or other loap raised for 8 merely temporary
purpose for a period not exceeding 12 months, and the expression * local
authority * Includes any county council, municipal corperation, district conneil,
dock frustees, harhor trustees, or other local body by whatever name called.

Section 10 of the Finance Act of 1907, provides:

i, Where it iz shown to the sstisfaction of the commissioners that the lean
c¢apital issued by any Ioccal amthority, corporation, company, or body of persons,
in respect of which a statement has, after the commencement of this act, been
delivered to the commissioners under section 8 of the Finance Act, 1899, has
been wholly or partly applied for the conversion or eonsviidation of then exist-
ing loan capifal, that suthority, corporation, company, or body of persons, ss
the case may be, shall be entitled to repayment in respect of the duty charged
on the statement so delivered at the rate of 2 shillings for every £100 of the
eapital to which the statement relates which iz so shown to have been apnlied
for the purpose of the conversion or consolidation of then existing loan capital;
bat this section shall not apply to any duty payable in respect of a mortgage or
marketable security which has been paid on any trust deed or other document
securing the loan capital which has heen lssped.

2. If it is represented fe the commissioners by any such local suthority,
corporation, company, or body of persons that losn capital about to be issned
by them is to be applied, in whoie or in part, for the purpose of the conversion
or consglidation of the existing loan capital, the commissioners may posipone
the time for the delivery of the statement and the payment of duty under
sectlon 8 of the Finance Act, 1888, unti] the capital has been Issued or upmtil
such other time as the commissioners think fit for the purpose of enabling
the payment and repayment of the duty to take place as one transaction.

With regard to the emission of American securities, it was recently
held # that the delivery of a security issued in the United States to
the agent of a person residing in t%e United Kingdom was made
in the United &ates and therefore not liable to stamp duty. In
another case new bonds were executed in the United States on
the reconstruction of two non-English railway companies. The
bondholders in England had deposited their bonds with an appointed
agent in that country. The new bonds were sent to that agent to be
exchanged for the old. It was held " that the bonds were not
“issued ¥ or “offered for subscription ” in the United Kingdom.

MAREETABLE SECURITIES

% Marketable securities ¥ include:

(@) A marketable security made or issued by or on behalf of any
company or bedy of persons, corporate or unincorporate, formed or
established in the United Kingdom, and

(&) A marketable security by or on behalf of any foreign state
or government or foreign or colonial municipal body, corporation,
or company (1) which is made or issued in the United Kingdom; or
{2) which, t cuih originally issued out of the United Kingdom,
has been after August 6, 1885, or is in future offered for sub-
scripiion, end given or delivered to a subscriber, in the United
Kingdom; or (3) which, the interest thereon being payable in the
United Kin dom, is assigned, transferred, or in any manner ne-
gotiated in the United Kingdom.

® Ohlodgo Ry. Terminal Hlevator Ov. V. Inland Revenus Commissioners, 75 L.T. 572,

48 W.R. 242,
B (g} Brows and (b)) Gordon v. Inicad Revenue Commistioners, B4 LT, 7i.
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Registered bonds and debentures—Registered bonds and debean-
tures are liable {o the same duty applying to mortgages, bonds, de-
bentures, and covenants {except & marketable security otherwise
specially charged with duty) which are the only or principal or
primary security (other than an eguitable mortgage) for the pay-
ment or repayment of money. The rates are as follows:

’®
- Not exceeding £10
Exceeding £14 and not exceeding £25
Exceeding £25 and not exceeding £50
Exceeding £50 and not exceeding £100
Exceeding £100 and not exceeding £150.
Exceeding £1560 and pot exceeding £200
Exceeding £200 and not exceeding £250.
Excecding £250 and not exceeding £300
For every £100 or fraction in excess of £300

Reference should be made to the general table of stamp duties
beginning on p. 119,

Bearer bonds.—Bearer bonds bearing date or signed after A
6, 1585, and repayable at any time exceeding 3 years of date when
duty is payable are liable to a duty of 4 shillings for every £10 or
fraction thereof. Bearer bonds dated or signed after June 3, 1862,
but before or on August 6, 1885, are liable to a duty of 10 shillings
grcent (four times that set out in the schedule under * Mortgage,

nd, debenture, covenant, etc.”, p. 128). All other bearer bonds
(other than colonial government or colonial municipal bonds) to
which the above-mentioned provisicns do not apply are subject fo
the duty of 4 shillings for every £10 on being first assigned, trans-
ferred, or in any manner negotiated in the United Kingdom.

Bond repayable at a premium—If bonds, mortgages, etc., are
repayable at a premium, the amount of the premium must be in-
cluded with the nominal value in order to fix the amount of stam
duty chargeable, except where the payment of & premium depen
upon the exercise of an option by the borrower.

Demestic bearer share warrani or stock certificate —Where s com-
pany formed or established in the United Kingdom issues war-
rants or stock certificates to bearer, the duty payable is an amount
equal to three times the amount of the ad valorem stamp duty which
would be chargeable on a deed transferring the shares of stock speci-
fied in the warrant or certificate if the consideration for the transfer
were the nominal value of such shares,

Foreign bearer share warrant or stock certificate.—Share warrants
and stock certificates to bearer of any company or body of persons
formed or established out of the United Kingdom are chargeable
with duty at the rate of 4s. for every £10 of the nominsl value
of the share or stock to which the warrant or certificate relates on
being assigned, transferred, or in any manner negotiated in the
TUnited Kingdom.

American share certificates passing by delivery.—American and
foreign share certificates, ¢tc., passing by delivery are chargeable at
the rate of 3d. for every £25 or fraction thereof of the nominal
value of the share or stock on being assigned, transferred, or negoti-
ated in any manner in the United Kingdom.

DY =3 €0 CR LY B Jk
AW W R m M
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CONRVETANCE OR TEANSFER

On conveyances or transfers on sale or operating as voluntary dis-
positions inter vivos of stocks, shares, registered bonds, and deben-
tures (being marketable securities} the stamp duty payable is as
follows:

Shiliing
Where the purchase money does not exceed £5___ = 1
‘Where the purchase money does not exceed £10 ———— 2
‘Where the purchase money does not exceed £15 3
‘Where the purchase money does not exceed £20.___ . . . _ 4
‘Where the purchase money does not exceed £25 o
For every additional £25 up to £300. 51

If execeding £300, for every sdditionsal £50 or fraction . .. - 10

On any Bank of England stock the tax is 15s. 6d. on transfer by
sale or by way of voluntary disposition inter vives, 7s. 9d. in say
other case,

In the case of any stock of the Government of Canada inseribed in
books kept in the United Kingdom or of any colenial stock to which
the Colonial Stock Act of 1877 applies, the stamp duty on the transfer
on sale or by way of voluntary disposition inter vivos is 5s. per £100,
in any other case 2s. 6d. per £100, the percentage being caleulated
on the nominal amount of stock transferred.

As to transfers of stocks and shares in colonial and foreign com-

anies, a conveyance on sgle of property situated in the United King-
gem or abroad executed in the United Kingdom is lizble to stamp
duty.”® An ubnstamped or insufficiently stamped transfer of any
property does not constitute a legal delivery.

A transfer on sale to a dealer or his nominee in respect of a trans-
action carried out by him in the ordinary course of his business as
such dealer is charged with a duty of 10s. under section 42, Fi-
nance Act of 1920, Such a transfer must bear, in addition to the
stamp denoting the duty, an impressed stamp (known as the supple-
mentary stamp)} indicating that it has been stamped under the
provisions of that section.

Gifts inter vivos are charged with the same stamp duty as convey-
ances or transfers on sale, with the substitution in each case of the
value of the property conveyed or transferred for the amount or
value of the consideration for the sale (sec. 74, Finance Act of 1910).
Therefore, in a gift of stock or marketable securities the transfer
must be stamped with ad valorem conveyance duty on the market
value of the stock, '

CONTRACT NOTES

“ Contract note” means the note sent by & broker or agent to his
principal advising the principal, or the vendor or ]i{urchaser, as the
cass may be, of the sale or purchase of any stock or marketable
security. The expression does not include a note sent by a broker or
agent to his prineipal where the princiga} is himself acting as broker
or agent for a principal and is himself either a member of the stock
exchange in the United Kingdom or a person who bona fide carries
on the business of a stock broker in the United Kingdom and is reg-
istered as such in the list of stock brokers kept by the commissioners
of inland revenue.

= Weight v, Iniand Revensue Commissionory, 25 L.J R Exch, 49, 11 Exch.R. 48,
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A duty is levied on contract notes for the sale or purchase of any
stock or marketable security, based on the valus of the stock, as

follows:

When the waloe iz £5 to £100
When the value is £100 to
When the velue is £500 to £1.000

* When the value is £1,000

»

f
;
§
3
:
g8
B
2

When the vaioe is £5,000 to £7.500.
. When the valoe is £7.500 1o £16,000
When the valoe is £10,000 to £2.5006.
When the valne ks £12 500 to £15,000
‘When the velue is £15,000 to £17,500
When the valoe s £17,500 to £20,000
When the valve iz above £20,000

A special adhesive stamp is employed in taxing contract notes.
The duty is recoverable as part of the brokerage charge. ,

Continustion notes are chargeable on oniy one of the two transac-
tions embraced. Uunless the option is & double one, option-contract
notes are subject to half of the above rates. The same is true of
contract notes following s duly stamped option-contract note.

PRINCIFAL STYAMP DUTIES

In the following schedule appear the prinei stamp duties
{exclusive of death duties) payable in the United Kingdom as given
in the report of the inland revenne commissioners for the year ended
March 31, 1822, corrected to January 1928,

[Note—In the cese of instruments marked * the doty must be denoted by
adbesive stamps, and in the cases marked | may be 50 denoted.]

CRERREwamwion
CHBEBCOCDOOB® K

Admission of any person— £ » &
in Englaad—to the degree of barristerat-law_________ 56 © ¢
1f previously admitted as such in Ireland 9 0 O
If previously admitted as an advocate in Scotland . KA.
In Ireland-—to the degree of barrister-at-iaw. 0 0 9
If previously admitted as sach in Englaand, or as aa advo-
eate In Scotiand i 0 6
In Scotiand—as sn advocate G 00
If previcasly admitted as a barrister-at-law in Ireland____ 10 0 ¢
1f previously admitted as a barrister-st-lew in Esngland ___ NiL

To be 8 member of eilher_of the four Inns of Conrt in Engiand

or & student of the Society of Eings Imns in Boblin________ 25 0 §
As a solicitor of the Supreme Court in England er of the Court
of Judicamre in Ireiland 2 00
In Scotiand—
(1) As g law ggeat to practice before the Court of Session,
or as writer to the signet:
If he has previously peid the sum of £60 for duty upon
his articles of clerkship 23 0 9
I he has becn previcusly duly admitted as a lhw azent
to practice before a sheriffl comrt 3B 0 O
In any other case - —-% 09
{2} As s law agent to practice before a sheriff court:
it has previcusly paid the som of 25 Gl for duty
npon his articles of clerkship M 17T 6
In ary other case 5 0 9

As a fellow of the College of Physicians in England, Scotiand, or
Ireland — a0
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Admission of any person—Continuged

: In Engiand or Ireiand—

As g burgess, or Inte apy corperation, or eompany, in any
city, borough, or town corporate——

In respect of birth, apprenticeship, or marriage, or, in
Ireland, in respect of being engaged in any trade,
mystery, or handicraft

YUpen any other ground

Is Scotland—
As ;ﬂ b;lggess, or into any corporation or compsany in any
rg

Advocate, See Admission,

Afidavit and sistutory declaration_

tAgreement or contract made pursuent o the highways acts relating
to the malking, maintenance, or repeir of highways _____________

fAgreement or memorandum of agreement made in England or Ire
iznd under hand only, or msade in Scotland without elamse of regis-
tration, and not otherwise specifically charged

Agreement for a lease or tack, or for any letting, See Lease or tack.

Agreement {under hand) on deposit of deeds. See Mortgage
{eguitable}.

Agreement for sale of property, chargeable, with certain exceptions,
under section 59 of the Stamp Act, 1891, with the same duiy as
£n sctual conveyance on sate (4.v.).

Allotment. See Letter of aliotmuent.

Appointment of 8 new trustee grd appointment in execution of =
SDE&:%I power of any property, ete., by any instrament not being
a w

Appraisement or valuation where the amount of the Appraisement—

Does not execeed £5

Exceeds £6 and does not exceed £10 L
Exceeds £10 and does not exceed £20

Exceeds £20 and does not execeed £30 -
Exceeds £30 and does not exceed £49
Exceeds £40 and does not exceed I50
Exceeds- £50 and does not exceed £160 -
Exceeds £100 and doea not exceed £200
Exceeds £200 and does not exeeed £500
Exceeds £5300-__

Apprenticeship, instrument of —

Articles of asssociatlon of & ecompeny under the companies {con-
solidation} act, 1908 (8§ Edw. 7, c. 69}, sec. 12, to be stamped
a3 & dead e e

Articles of clerkship whereby any person becomes bound to serve
&8 u clerk in order %o his sdmission:

As a solicitor of the Supreme Court in England or of the
Court of Judleature in Ireland
As a 1aw agent to practice before the Court of Sessiong or as
a writer to the signet in Seotland___.
As & law agent to practice before a sheriff court o Scotland__
‘Whereby any person having been before beand by duly stamped
artleles and not baving completed his service becomes bound
afresh for the same purpose: .
Where the duty upon the previcus articles was 23 60— ——
In sny other case.
Asslgnment or assignetion:
By way of security or of any security. See Mortgage, etc.
Upon & sale or by way of voluntary disposition inter vives
or otherwise. See Conveyance.
Attorney, letter or power of, See Letter of attorney.
Warrant of. See Warrant of attorney,

Awnrd in Bngland . or Ireland and award or decreet arbliral in
Seotiand -— - ——

Bank note for money—

Neot exceeding £l - -
Bxceeding £1 and not exceeding £2 ———
Exceeding £2 and not exceeding £5 - -

10
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Bank note for money—Continned !
Exceeding £6 and not exceeding £10
Exceeding £16 and ot exceeding £20
Hxceeding £2¢ and not exceeding £30.

Exceeding £306 gnd not exceeding £60.

Exceeding £60 and not exceeding £100

Bankers' composition:

Bank of Epgiand—on each £1,000,000 of the average amount
©of value of the bank post bills in circulation {the minimum
arverage circulation on which eomposition s payable is
£500,000) B, 500

Other bankers, for every £100 or fractional part of £100 of the
average amount or vaine of notes and bills in circulation dur-
ing every half year—

Englend and Ireland
Seotland-—

.Notes -

Biills _—

Barrister at Inw. -See Admission.

Bearer, instrument to. See Instrument to bearer and Share war-

rant or stock ceriificate to benrer.

¥Bili of exchange (inland or foreign) Dayable on demand or at

gsight or on presentation or within 3 days after date or sight____

Bill of exchange {inland or foreign) of any gther kind whatso-

ever {except a bank nete) and promissory nete of any kind what-
spever (except a bank note} drawn, or expressed to be payable,
in the United Kingdom:

Where the amount or value of the money for which the bill or
nole ig drawn or made—

Does not exceed £10, —

Exeeeds £10 and does not exceed £25 R 4

Hxceeds £25 and does not exceed £50

Exceeds £50 and does not exceed £75.

Exceeds £75 and does not exceed £100.

Exceeds £100, for every £180, and also fop any fractional
part of £100, of such rmount on vaive_____

[*Nore—The sd valorem dutfes upen bills of exk.hangé and
promissory notes drawn or made out of the United Kingdom must
be dencted by adhesive stamps.]

*Bill of exchange {foreign), drawn and expressed o bs payable
out of the United Kingdom, and sctually pald or endorsed, or in
any manner negotiated, in the United Kingdom, where the
amoutit—

Doss not exceed £10 — S

Exceeds £10 and does not exceed £25___ I

Exceeds £25 and does pot exceed £100 .

Exfc}e;ﬂds £100, for every £100, and also for any tract:onal part of-

Bill of leding of, or for, any goods er lerchandige, ¢r effects to be
exported or carried ecoastwise -

Bill of sale:

Absolute, Ses Conveyance on sale,

By way of security. See Mortgage, ete,

Bond for securing the payment or repayment of mopey or the traus-
fer or retrénsfer of stock, See Mortgage, ete, and Marketable
securi

Bond mggelntion to any annulfy upoo the eriginal crestion and sale
thereof, See Conveyance on sale,

Bond, covensnt, or instroment of any kind whatsoever:

{1} Beling the only or principal or primary security for any an-
nuity (except upon the originai creation thereof by way of
sale or security and except a superanpuation aniuity) or
for any sum of sums of money at stated perieds, pot being
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122 C©COMPANY LAW AND BUSINESS TAXES IN GREAT BRITAIN

Bond, covenant, or instrument of any kind whatspever—Continued
interest for any principal sum secured by a duly stamped
Instrement, nor rent reserved by a lease or tack:

For a definite and certain period so that the total amount to
be ultimately payable can be ascertained, the same ad
valorem duty as a bond or covenant for such total amount.
See Mortgage, ete.

For the term of life or any other indefinite period:

For every £D, and also for any fractionsl part of £5, of
the annuity or sum pericdically payable____.. ____.
{2} Being a collateral, or auxiliary, or sdditional or substituted
security, for any of tke above-mentioned purposes wherae
the principal or primsary instrument is duly stamped:

‘Where the total amoeunt fo be ultimately payable can he
ascertained, the same ad valorem duty as a bond or cove-
nant of the same kind for such total amount.

In sny other case:

For every £, and also for any fractional part of £5, of
the annuity or sum pericdically paysble _________
{3} Being a grant or contract or payment of a superann&ation
annuity; that is to gay, & deferred life spnuity granted or
secured to any person in consideration of annual premiums
payable upntil he sttains a specified age and so as to com-
mence on big attaining that age:

For every £5, and also for any fractional part of £5, of the
anpuity __________ _____ —

Bond given pursuant to the directions of any act, or of the commis-
sicners of customs, or any of their officers, for or in respect of any
of the duties of excise or customs, or for preventing frauds or eva-
sions thereof, or for any ether matter or thing relating thereto:

Where the peneity of the bond does not exceed £150, the same
ad valorem duty as a bond for the amount of the penalty.
In any other case___._________

Bond on obtaining letters of administration in Engiﬂnd or Ireland,
or & wonfirmation of testament in Seotland. . ____

Bond of any kind whatsoever not specifieally eharged with any duty:

Where the amount iimited to be recoverable does not exceed
£300, the same &4 vaicrem duty as a bond for the amount
limited.

In any other case

Capital duty (limited partnerships}:

Statement of the amount contributed by a limited partper and
statement of any increase in that amount:

For every £100 or fractional part of £100 of original or addi-
tional capital so contributed

Lapital duty (loan). See Loan eapital duty.

Lapital duty (share):

Cempanies and corporations:’ :

For every £100 or fractional part of £100 of the nominal

Certificate of bjrth, ete, See Copy or extraet {certified).

Certificate to be taken out yeurly by every solicitor in Erngland
angd Ireland; law agent or writer to the signet in Scotland, or as &
notary public in any part of the United Kingdom; and by every
other person in England and Ireland legally qualified to act as a
conveyvancer, special pleader, or draughtsman in equity:

* If such person practices in London within 10 miles of the general
post office; within the city or shire of Edisburgh; or in the
elty of Dublin, or within 3 miles therefrom oo~

If such person practices beyond the above-mentioned EimitL_T__
If he has not beem in practice three years, half the foregoing
rites,

Certificate of !ncerporatlon under the charitable trustees Incorpora-
tion act, 1872 {30 and 38 Vict. c. 24}, section 9. and application
for such certificate_ . _______ _—

Charter of resignation, confirmation, novodamus, of upon appris-
ing, or upon decree of adjudication, or sale of any lands, or other
heritable subjects In Scotland, _— -—
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BUSINESS TAXES

¥Charter party

Cheque. See Bill of exchange payabie on demand,

Collatern] security. See Bond, covenant, ete., and Mortgage,

College of physicians. See Admission,

Celonial security. See Marketable security.

Companies’ capital. See Capiizl duty,

Contreet,. See Agreement,

*Contraect note [rs defined by finance (1909-10} act, 19310, ;)art ¥l
for or relating to the sale or purchase of any stoek or marketable
security, where the value of the stock or marketable seeurﬂ:y—

Is £5 and does not exceed £100 —

Exceeds £100 and does pot exceed £500 -

Exceeds £500 and does not exceed £1,000

Exceeds £1,000 and does ot exceed £1,500.

Exceeds £1.500 and does not exceed £2,500

Exceeds £2,500 and does not exceed £5,000 -

Exeeeds £5,000 and does not exceed £7,500

Execeeds £7,500 and does not execeed £10.008

Exceeds £10,000 and does not exceed £12,508.

Exceeds £12 .000 and does not execeed £15(}i)ﬁ

Exeeeds £15,000 and does not exceed £17,580 . __

Exceeds £37.500 and does not exeeed £20.600

Exceeds £20,000

Conveyance or tregnsfer:

{1} Of any stock of the Bank of England—

On sate or by way of voluntary disposition inter vivos....
In any other case_

(2} Of any stock of the Government of Canads inscribed im
books kept in the United Kingdom, or of any colonial stock
to which the eclonial stock act, 1877, applies; for every
£100, and alzo for mny fractional part of £100, of the
nomina! amount of stock transferred—

On sale or by way of veluntary disposition inter vives______
In any other case

Conveyance or traansfer an ssie or by wny of voluntary disposition
inter vivos:

OF any stocks or marketable seeunritles {except Bank of England
stock or colonial goverament stocks), or ef any other pmp-
erty-—

Where the amount or value of the eons:de;ation for the sale
or, in the case of voluntary dispesition, the vab}e of the
property transferred— . .

Does not exceed £5____. _—

Exeeeds £5 and does not exceed £10__ -

Exceeds £10 and does not exceed £15.

Exeeeds £15 and does not exceed £20

Exceeds £20 and does not exceed £20 P

Exceads £25 and does net exceed £50

Exeeeds £50 and does not exceed £75_

Exceeds £75 and does pot exceed £106

Exceeds £100 and does not exceed £126

Exceeds £125 and does not exceed £156

Exceeds £150 and does not exceed £176

Exceeds £170 and does not exceed £200

Exceeds £200 and does not exceed £225

Exceeds £225 and does not exceed £250 -

Exceeds £200 and does not exceed £27

Exceeds £275 and does not exceed £300

Exceeds £5300 and does not exceed £350.

Exoeeds £350 and does not exceed £400__

Exeeeds £400 and does pot exceed £450

Exceeds £450 nod does not exceed £500._

Excesds £500, per £50 or fractional part of £30___ . _____
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124 COMPANY LAW AND BUSINESS TAXES IN GREAT BRITAIN

Cenveyance or transfer on sale or by way of voluntary disposition
inter vivos—Continued
Of any property, excent stocks and marketable securities, where
the lprcﬂslons of section 73, Finance (1900-10} Act, of 1910,
apply—

Where the ameunt or value of the consideration fer the sale,
er, in the case of voluntary disposition, in the value of the
property tranaferred—

Does not exceed £5_. —

Exceeds £5 and.does not exceed £10

Eixceeds £10 and does not exceed £15

Exceeds £15 and does not exceed £20 -

Exceeds £20 and does not exceed £25 -

Exceeds £25 and does not exeeed £50.

Exceeds £50 and does not exceed £75

Exceeds £75 and does not exceed £106

Exceeds £100 and does nof exceed £125 _—

Exeeeds £120 and does not exceed £150

Exceeds £150 and does not exceed £175 -

Exceeds £175 and does not exceed £200 L o __

Execeeds £200 and does not exceed £225 -

Exceeds £225 and does not exceed £250_

Exceeds £2530 and does not exceed £275

Exceeds £275 and does not exceed £300

Exceeds £300 and does not exceed £350

Exceeds £350 and does not exceed £400 -

Exceeds £400 and does not exceed £450 -

Exceeds £450 and does not gxceed £500, -

Exceeds £300, per £50 or fractional part of £50__________ ..

Conveyance or transfer by way of security of sny property (except
{1) stock of the Bank of Englang, or (2) stock of the Government
of Canada inscribed In books kept Im the United Kingdom ot
¢olonial stock to which the Colonial Stock Aet, 1877, applies), or
of any security. See Mortgage, ete, and Morigage of stock or
marketable security,
Conveyance or transfer of any kind not hereinbefore described______
Copy or extract {attested or in any manper authenticated) of
or frem— -
(1) An instrument chargeable with any duty: (2) an original
will, testament, or codicil; (3) the probate or probate copy of
a will or codicil; {4) any letters of administration, or any
confirmation of a festament; (5) any public register (except
any register of births, baptisms, marrisges, deaths, buorisals,
or cremations) ; €8} the Leoks, rolls, or records of any couri—

In the case of an instrument chargeable with duty not
amennting to 1s, the same duty as such instrument.

in any other case ———

+Copy or exiract (eertified) of or from any register of births, bap-
tisms, marriages, deaths, burials, or cremations_
Copyhold and customary estates, instruments relating thereto:
Upon a sale thereof. See Conveyance on sale.
Upon a mortgage thereof. See Mortgage, eto .
Upon a dempise thereof. See Lease or tack.
Upon any other occasion—

Surrender or grunt made out of court, or the memorandum
therenf, and copy of court roll of any surrender or grani
made in eourt. oo mm - _—

(‘oanterlmrt Spe Duplicatae,

Coupon, See Bill of exchange. and Policy.

Covenant for securing the payment or repayment of money, or the
transfer or retransfor of stock. See Mortgage, ete.

Covenant in relation to eny annulty upon the original creation and
sale thereof. See Conveyance on sale

Covenant In relation to any amnuity {except upon the orlginal crea-
tion engd stie thergoaf), or to other perlodical payments. See Bond,

covengnt, ote,
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- BUSINESS TAXES

Covennnt. Any separate deed of covenant {not beipg ap instrument
chargeablie with ad valorem duty as a copveyance on sale or mort-
gage} made on the sale or mortgage of any property, and relating
solely to the conreyvauce or enjoyment of, or the titie to, the prop-
erty sold or mortgaged, or toe the prodection ef the muniments of
title relnting thereto, of to &1 or any of the matters aforesaid:

Where the ad valorem duty in respect of the romsiderztion or
.mortgage money does not exceed 108, & duty equal to the
amounit of such ad valorem duty.

In any other case

Credit, letter of. See Bill of exchange.

Debenture for securing the puyment or repaywent of money or the
transfer or retranefer of stock. See Mortgage, ete, and Market-
able security,

Declaration of any use o frust of or concerning any properfy by any
writing, pot being a will, or an instrument chargeable with zd
valorewy duty 8s a seftlement or as a voluntary disposition inter
vives —

Deed whereby any real burden is declared or created on lands or
heritable subjeets in Sectland. See Morigage, ete,

Deed contrining an obiigatlon to infeft any person in heritable sub-
jects 1o Scolland, under a clause of reversion, as a security for
money. Bee Mortgage, etc,

Deed contalning an obligation to Infeft or seize in an annuity to be
aplifted out of heritabie subjects in Scotland. See Bend, covenant,
ote,

Deed of any kind whatsoever, not otherwise described . ___

Deeds of urrangement act, 1814 (4 and 5 Geo. 5, ¢. 47}, zec. 5. Upon
every deed of arrangement reglstered under theprovislonsof thisact @

For every £100 or fraction of £100 of the sworn value of the
property passing, or (where no property passes under the
doed} the amount of compesition payable under ithe deed,
ix in addition to the proper inland revenue duty.

Digposition in Scotland of any property, not otherwise deseribed____

Docket made on passing any instrument under the Great Seal of
the ¥nited Kingdom —— _—

Dock warrani. See Warrant for goods.

Draft for money. See Bill of exchange.

Daplicate or counterpart of any instrument chargenhle with any duty:

Where such duty does not amount to 55, the same duty as the
origlasl Instrument,

In 8By other eaSe

Exchange or excambion, instruments effecting:

Where the consideration given for equality does not exceed £100.

Where the consideration glven for equulity exceeds £100, ad

- valorem conveyvance on sgle duty on the amount of such con-
sideration only.

Exemplifleation or constut under the Great Seal of the United King-
dom of Great Britaln and Iveland of any letters patent or grant
made or to be made by his 1najesty, or by any of his royal predeces-
sors, of any honor, dignity, premotion. fraanchise, Hberty, or
privilege, or of any lands, office, or sther thing whatseever.. .. _ 5

Exemplification under the sesl of any court in England or Irelaad
of any record or proeeeding dhersln_ 3

Faculty, license, commission, or dispensation for admitting or anthor-
{ging any person to act as a notary public:

In England e 30

In Scotland or Ireland e m——— 29

Faculty or dispensstion ef wuy other kKind:

In England._. B e e e e a5

In Irelaisd ——— —— 25

Poreciosure erder for. See Conveyance on sule

Foreign security. See Marketable securify.

Furnizshed hense or apartments, lefting of. See Lease.

Gift inter vives., See Conrvevance on sale.

_Ians of court. Sece Admission.
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126 COMPANY LAW AND BUSINESS TAXES IN GREAT REITAIN

. £
Instrument to bearer (not being a share warrant or stock certificate
to bearer) by means of which any share or stock of any company
formed or established out of the United Kingdom |3 assigned, trans-
ferred, or in any manner negotiated in the United Kingdom (secs. 4
[2] and 6 of finonce act, 1869) ¢
For every £25, and aiso for every fractionszl part of £95 of the
nominal value of the share of stoek_______
Insarance, Bee Policy.
Law agent. See Admission and Ceriificate.
Yaw student. See Admission.
Tease or tack:
{1} For any defipite term nof exceeding 8 year:
1 Of any dwelling house, or part thersf, at a rent not ex-
ceeding the rate of #40 per aonum . __________________
(2} For any deflnite terms less than s year:
t Of any furnished dwelling house or spartment where the
rent for such term exceeds £25 _—
¥ Of any iands, fenements, or heritable sub:ects except 91-
otherwise than zs aforesaid, the same duty-as g lease for
a year at the rent reserved for the definite term.
[t In the ease of furnished dwelling houses or apartments,
the duiy chargeable on instruments under subhead {2)
and duplicates or counterparts of sach instruments, may
be denoted by gdhesive stamps.}
(3} For any other definite term, or for any indefinite term, of
any lands, tenements, or heritable sabjects,
Where the consideration, or any part thereof, moving to the
Iessor or to any other person, consists of any money, stock,
or other security: .
In respeet of such consideration {subject to the pro-
vigiens of sec. 135, revenue set, 1811}, the same duty
as a conveyance on & sale for the same consideration.
{See Converance or transfer on sale)
‘Where the consideration, or any part thereof, is any rent—
In respect of such couwsideration, if the ferm does not
exceed 25 years or is indeflnite and it the rent,
whether reserved ag a yearly rent or otherwise, is
at a rate or average rate—
Not exceeding £5 per sanvwm— o __
Exceeding £5 end not exceeding £10______________
Exceeding £10 and not exceeding £15_ . ______
Exceeding £15 and not exceeding £26_____________
Exc¢eeding £20 and not exceeding £25___ . ____
Exceeding £25 and not exceeding £50_____ ______
Exceeding £50 and not exceeding £70 .o
Exceeding £75 and not exceeding £100____ . 1
Exceeding £100, for every £50 or fraction ..
In respect of such consideration, if the term exceeds
85 years, but does not exceed 300 years, and If the
rent, whether reserved as g yearly rent or otherwise,
is at a rate or averige rate—

Exceeding £5 and not exceeding £10- .~

Exceeding £16 and not exceeding £15____ _______

Exceeding £15 and not exceeding £30..____._____ 1
Exceeding £20 and not exceeding £5__._________ 1
Exceeding £25 and not exceeding £0____________ 3
Exceeding £50 and not exceeding £70__ . __ 4
Exceeding £75 and mot exceeding £100_.__.. ___ 8
Exceeding £100, for every £56 or fraction.__.___. 3

In respect of such consideration, if the term exceeds
100 years, and if the rent, whether reserved as a
venrly rent or otherwise, is at a rate or average
rate—

Not exceeding £8 per annum__ . .
Exceeding £5 and not exceeding £10_ . ____ 1
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BUSINESS TAXES

Lease or tack—Coatinued
133 Fur say other definite term ete—Continmed
Whevre the comsierarion. ete—Comiineed
Exrerding 10 and mot exceedines £15__
Ex:ﬁ&zgﬁsmmmmm

Exreeding i5) gnd wot exvesiing £:3
mmmmmmﬂm___

mum-mtmﬂm«mmm
ment having the effect of a Jetter of 2foement -
1) Of avy share or fractional part of 2 share of any vompasy

oF propos?rd company.

(2) In respert of any kan raised or propoced te be raiced. by
ARY company of propoced compmay, of by any mumicipal
body or corpecRiboR,

t3; Issoed ox delivered @ the Faited Kinsdom, of any share or
fravtionsl purt of & share of asy foreisn of colomiil com-
pnsywm.wnmdmm

Where the nominal amownt which is slorred or 1o wiheh
the letzer of renencortion relates is less than £5
Wherd the pominal smeent which is siictied or to which
the ledier of renuncistion refates is pt Jess than £
[ The duty o a letter of remaicistion may be dencted by am
adibegive stamp )
Letter of credit.  See Bill of exchange.
Letter or power of atioreey. and cofemission. facvory, mandaie, or
oty insirament in the tuime themeof:
1) For the sube parpoese of appEntine or amborizine & proxy
o Yote Bl ALY ODe meeiia® st which voles ey be zives
by proxy. whether the pumber of penams named in sach
instrement b ol or more
(23 By amy peiry officer. sccaman BATIDS, of Sobier SeTviag &5 A
mw&mﬁmﬁrmpﬁm
wages_ .
(14 ] Pwthemnwdthdlrﬂnﬂsw!ﬂmdm%
FWhere made for the receipt of cme payment oaly.
I= any other ca
1) For the receipt of any sum of omey. or any bill of exchanse
oF proimiteors note i Ay saim of EeWeY, Dol exeeedine
£33 or sy periodial payments. B ctrenline the ansual
sam of £10 inot beime hervinbefore char=ed)
(3} Of any kindd whatmoerer mot bervinbofore described and mot
specially exempted
Letters of margoe amd reprisal
Livemses -

Rankbers _—
Marriape, if special tin Boctiatd or Irelamd)
Marrinre. . spectsl (in Eleh-lh
ATEOrDeys. folhitars’, met =3 mtuﬂﬁamnﬂi‘zﬂu
Limited portnerships. See Capital duty.
Lean expital durr:

Loial surboritive, corporstions. companies, se.  lssae of Sms
capital nol secured by an invramest bearing the mOYizare or
marbetable sevarity dwty—

For evory £19 or fractivwmal pary of £300 of the mmomns
svared by the e
Markrtable secarity as defined by e 52 Stamp Act 15991

L Not rruncferable b delivery, the same dwif 25 Wpom 8 Wmort-

gaze Jor the same amennl
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328 COMPANY LAW AND BUSINESS TAXES IN GREAT BRITAIN

Marketable security as defined by seec. 82, Stamp Act, 1891—Con. £ &

II, Transferable by delivery:

A. Colonial government security__-. Double the duty upon

B, Colonial munitvipal secarity—

(1) Bearing date or signed be-[ & MOTigage for the

fore or on August 8, 1885_] ®8We amognt.
{2) Bearing date or signed or offered for subscription

after August 8, I885—

{6} Repayable within & period not exzceeding 1
yeur of date when duty parvable, 6d. for
every £10.

{5} Repayable within a period not exceeding 8 Fears
ef date when duty payable, 1s. for every £10,

(¢} Repayabie at s period exceeding 3 years of
date when duty payabie, 2s. for every £10.

(2} Security substituted for one duly stamped nn-
der {€}, is. for every £20.

C. Other than colonial municipal and colonial government—

{1) Bearing date or sigied before or on August §, 1885 —

(2} Repayabie within a period not exceeding 1
vear of date when duty payable, 64, for every
£310.

tJ) Repayable within a period not exceeding 3
¥ears of date when duty payable, 1s, for every
£10.

{¢} Repayable at a time exceeding 3 years of
date when duty payable, four times the duty
upon & mortgege for the same amouvnt,

o {2) Bearing date or signed or offered for subscription

after Aug. 8, 1885:

{z) Repayable within a pericd not exceeding one

;far of date when duty payable, 6d. for every
Q.

(b} Repayabie within a pericd not exceeding three
years of date when duty payable, 1s. for every
£10.

(¢} Repavable at a ilme exceeding three vears of
date when duty payable, 4s. for every £10.

(d) Security subsiituted for one duly stamped un-
der (0}, 2s. for every £20.

Marhketable seeurity as described in finance Bef, 1898, sections 4 (1)
and 6:

Repayable within a period not exceeding one year of date when

duty parabie, 64, for every £10.

Repavable within a perlod not exceeding three years of date

when duty payable, 1s. for every £10.

Repayable at a time exceeding three years of date when duty

pavable, 43, for every £10.

Memorandunm of agreement, See Agreement.

Memorandum of association of a company under the eompauies
{conaolifatien) act. 1908 (8 Edw. T, ¢. 69}, section 6, to be
stamped as & deed. ——— —_— 16 4

Memorial to be registered pursuant to any ant for the time being
in foree relating to the public registering of deeds in Eagland or
Yrelnnd ; X

Where the instrument registered is chargeable with any duly

not amounting to 2s. 64, the sume duty as the registered
instrument,

In any ofther cuSe oo ——— 2 8

Mortgage, bord, debenture, covenant {except & marketable security
otherwise specially charged with duty), and warrant of attoruey
to confess and enter up judgment:

(1} Being the enly or principal or primary security (other than
an eqititable mortgage} for the payment or repayment of
oney—

Not exceeding £10. . _______ 3
Exceeding £10 and not exceeding £25___ —— 8




BUSINESS TAXES

Mortgage, bond, debenture, covenant, ete—{ontinued

£1) Being the only or principal or primary security, ete—Con.

Exceeding £255 and not exceeding £50

"Exceeding £50 snd not exceeding £100.

Hxceeding £100 and not exceeding £150 _—

Bxceeeding £150 and not exceeding £200. .

Exceeding £200 and not exceeding £2506.

Exceeding £250 and not exceading £304.

Hixceeding £300—for every £100, and alsg for any Iracticnal
part of £100 of the amount secured

{2} Being 8 collateral, or anxiliary, or additional or substl-
tuted securlty [other than an equitable morigage}, or by
way of further assurance for the above-mentioned purpose
where the principal or primary security iz duly stamped:

For every £190, and also for any fractional part of 10
of the amount secured

{But the whole amount of duty shai not exceed 108.}

€3) Being an equitable mortgage—

For everv £100, and any fractional part of £100, of the
amonnt secured

{4) Transfer, assignment, dispesition, or assignation of any
mortgage, bond, debenture, or sovenant (except B market-
able security), or of any monsy or stock secured by any
such instrument, or by 2ny warrant of atterney io enter
up judgment, oer b¥ an¥y judgment {except a tfransfer,
ete., by way of voluntary dispesition inter vives, as teo
uhich see Conveyance on salej:

For every £100. and also for any fractional part ﬁf £100,
of the amount transferred, mssigned, or disponed, exciu-
sive of interest which is not in arrear

And alec where any further money is added to the money
alrendy seeured, the same duty as a principal security
for auch further money,

{5} Reconveyance. release, discharge. surrender. resurrender,
warrant to vacate, or renunciation of any such security
ag aforesaid, or of the benefit thereof, or of the money
thereby secured—

For every £100, and also for any fractienal! part of £100,
of the total smount or value of the money at any time
recured__—___ —

Mortgage of stock or markebnbie security.

Under hand only. See Agreement.

By deed. See Mortgage.

1 Notarial act of any kind whatsoever {except n profest of a bill
of exchaonge or prowissory note, or any notarial instrument to
he expeded and recorded in any register of sasinesy .. ___

Notary publie. See Certificate and Faculiy.

Notlee to guit to he served on 4 fenant of & holding in Ireland
{the landlord and tepant (Ireland} act, 33 and 34 Vict. ¢ 46, sec.
57)ea- —— —_— -

Order for the payment of money. See Bill of exchange.

Partition or division, instruments effecting:

It the consideration for equsality does not exceed 2300 .. —_

If the couxideration for equality exceeds £100. ad valorem con-

veyance on snle duty on the mmount of such considera-
tion only.

PHESIOT  mm mm e e m e m e e e e N

t Polley of insurance agninst aceldent snd policy of insurance for
any pavment agreed ta be mude during the sickuess of any per-
son, of his incapucity from personal injury, or by way of indem-
nity againat loss or damage of or o any property, and policy of
insurance. or indemnity agalnst Hability incurred by emplovers
in cousequence of claims maede upen them by workmen who have
sostained perseial injury, when the annusl premium en such
policles does not exceed £2
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Policy of life insurance where the sum fnsured— ‘
Does not exceed £10
Exceeds £10 but dees not exceed £25
Exceeds £25 but does not exceed £500, for every £50, or fraction

of £30, of the emount inguvred

Ezxceeds £500 but does not excsed £1,000, for every £100, or frac-
tion of £100, of the amount insured

Exceeds £1000 for every £1,000, or fraction of £1.000, of the
amount msureﬂ

Policy of sea insuvance:

(1) Where the premium or consideration does pot exceed the

rate of 28, 6d. percent of the sum fnsured____________

‘Where the premium or consideration I8 expressed to be a
sum not exceeding the rate of half-n-erown percent, and
is subject to an lncrease (whether deflned or not in the
policy} in the event of the occurrence of a specified con-
tingency, it shall be treated as one not exceeding the
rate of hali-a-crown percent. But if, owing to the
occurrence of the contingency, the premium or considera-
tion is increased so 8S to exceed the rate of half-a-crown
percent, the poliey or g new policy to be thereupon fssued
shall be stamped with the additional duty payable and
may be so stamped withont penaliy at any time not ex-
ceeding thirty days after the date on which the Increased
premium or consideration becomes mscertsined.

€2} In any other case— -

(a} For or mpon any voyage, where the sum insured—

Does not exceed £250. _—

Exceeds £250 bhut dees not exceed £500__ . ___._

Exceeds 500 but does not exceed £750. .

Exceeds £750 but does not exceed £1000________

Exceeds £1,000, for every £500 or fractional part
of £500.._ i -

(b} For time—

‘Where the insurance iz made for any time wot
exceeding six months, s doty egquivalent to fhree
times the amonnt payable if the insurance were
made upoh a voyage.

Where the insurance is made for any time exceed-
Ing six months but not exceeding twelve mionths,
a daty equivalent to six times the smount payable
if the insurance were made upon a voFage,

Power of attorney. See Letter of attorney.

Precept of clare constat fo give seisin of lands or other heritable sub-

jects In Scotland - —

Procuration, deed, or other instrument of. —

Promissory note. See Bank note, Bill of exchange.

$Protest, of any bill of exchange or promissory note:

‘Where the duty on the bill or note does not exceed 1s,, the same
duty as the bill or note,

In any other case o e e e

Proxy. BSes Letter or power of attorney.

$Receipt given for, or upon the payment of money amounting to £3

or npwards_ .. __ — —

Reconveynnce. See Maortgage.

Release or renunciation of any preperty, or of any right or interest

in any praperty:

Tpon s sale or by way of voluntary dispesition inter vivos, See
Conveyance on sale.

By way of security, See Morigage, eto.

In any other care___ _— -

Renunciation, letter of. See Letter of allotment.

Resignation:

Princlpal or originel Instrument of resignation, or service of cog-
nitlon of heirs, or charter or geisin of any houses, lands, or
other herltable sohjects in Scotland holding burgage, or of
DUTEARE LenUre e e —_

10

10

L2 — - % WH“

-~ 1--1-

[— 2]



BUSIKESS TAXES

Resignation—Continued
And instroment of resignstion of any lands or other heritable
subjects In Scotland pot of bargare tenure
Revoeation of any use or trust of any property by any writing, not
being & will
Serip certificate, serip, or other document

{1} Entitling any person to become the proprietor of mny share)

orfracﬁenalpartofash&motmmpan:urpmpesed

CompaNy
{2} Issued of delivered In the United Kingdom and entitiing
any person to becomme the proprietor of any share or
fractienal part of & share of asy foreizn or colonial com-
or preposed COmMpany.
{3} Denoﬂng, or intended to denote, the right of any person as
a sabscriber in respect of any ioan raised or proposed to
be raised by &ny company or proposed cowmpany, of by any
municipal bedy or corperation_
{4) Issued or delivered in the TUnited Kingdom and deboting, or
intended to denote, the right of any person as g subscriber
in respect of any loan raised or proposed to be raised by
or on behalf of any foreign or colonial state, government,
municipal body, corporation, or company

Selsin:

Instrument of seisin given vpon any charter, precept of clare
constat, or precept from chencery, or upes any wadset, herita-
ble bend, disposition, apprieing, adjadication, or otherwise of
any lands eor heritable subjects in Seotland

And any potarial instrument to be expeded and recorded in any
register of sasines

Bettlement ;

Apy instrament, whether voluntary or upon azy good er valuable
cousideration, other thap & bona-fide pernniary consideration,
whereby any definite and eertaip principal ssm of money
{whether charged or chargeabie onr lands or other heredita-
ments or heritable snbjeets. or not, or to be 1aid out in the par
chiase of lands or other hereditaments or heritahle sabiects or
not) or any definite and certain amonnt of stock, or any se-
curity. 15 settied or agreed to be seitled in any manner what-
SOBETRP—

For every £100, and also for any fractionsi part of £100,
of the amount or taiume of the property setiled or agreed
to be sottled__

Where, however, ap Iastrument is chargeable with daty both
as & eonveyance or trapsfer opersting ag & voluniary
disposition ipter vivos under section 74 of the Finsnce
{31805-10} Act of 1510. and as & settlement under the head-
inz “settlement ™ in the Srst schedule of the stemp sct,
1881, the instrument Is to be charged with duty as a con-
vevance or (ransfer ender section T4, but ot as & sertle
ment. {See in this connection sec. T4 {4) and {5) of the
Finance {1906-10} Act of 1810.}

Share capital duty. See Capitsl duty (share).

Share certificate {foreimn). See Instrument to bearer.

Share warrant or stock certificate ta bearer:

{1} Of & company formed or established in the Urnited Kingdom

a duty of an amount equal 1o three times the amount of
the ad ralorem stamp duty which wonid te chargeable oo a
deed transferring the share or shares or stock specified in
the warrant or certificate if the consideratonm for the
transfer were the peminal raloe of such share or shares or

stoek.
{2} Of & company formad or esteblished out the the United
Kingdom by means of which aoy share or stock is as-
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Share warrant or stock certificate to bearer—Continned £ s d
signed, transferred or in any manner nefotinted in the
United Kingdom [sec. 4 {1), Finaunce Act of 18991 —
For every £10, and also for any fractional part of £10,
of the nominal value of the share or stock to which
the warrant or certificate relates_ 4 0
Solicitor.  See Admission and (ertifieafe, :
Statutory declaration. See Affidavit, :
Substitated security. See Bonrd, covenant, eic, Marketable security,
and Mortzage, et
Superannuation snnuity., See Bond, covenant, ete.
Surrender: .
Of coprholds. See Copyhold
- Of any other kind whatsoever not chargeable with duty as &
eonveyance on sale or by way of voluntary disposition Inter
¥ivO® OF 88 & morigage 1¢ ¢
Tenancy agreement. See lease.
Trangfer, See Conveyance or transfer,
¥lransfer:
Any request or autherity to the purser or other officer of any
mining company, conducted on the cost-book system, to enter
or register any transfer of any share or part of a share [n any
mine, or any notice to such purser or officer of any such
transfer — - 34
Valuation. See Appraisement.
Voluntary disposition inter vivos, BSee Conveysance on sale.
+Votng paper:
Any instrument for the purpose of voting by any person entitled
to vote at any meeting of any body exercising a publie trust, or
of the shareholders or members or contributers to the funds
of any company, soclety, or Institution___ . _ . ___ 1
Warrant of attorney, to confess and enter up a judgment giver as a
security for the payment or reparment of money, or for the trans-
fer or retransfer of stock. See Mortgage, ete.

Warrant of attorney of any other kind - 16 0
YWarrant for goods____________________ 8
Warrant under the sign manual of His Ma;esty ________________ ¢ @
Writ:
(1) Of scknowledgment under the registration of leases (Scot-
Iand) Act, 1857___ 5 0

(2} Of acknowledgment by any person infeft in lands i
Scotiand In favor of the heir or disponee of a creditor
felly vested in right on an heritable security constituted
by infeftment

t(8) Of resignation and clare constat

CORPORATION DUTY*®

The corporation duty is a stamp duty imposed under the Customs
and Inland Revenue Act of 1885, in lieu of the death duties frem
which property belonging to corporate or unincorporate hodles is
exempt.

Itspsmai} yield is due to the breadth of the exemptions, whlch
inelude property of a trading company or of a body whose capital
stock is so divided and held as to be liable te be charged to legacy
or succession duty, property acquired from voluntary contrzbutlons,
Government proper end property employed for educational,
charitable, rel 1rious, ﬂterary, scientific, or artistic purposes.

% Bource : Rixty-fifth Report of the Commisslopers of Hies Majesty's Inland Revenue,
p. 82, and subsequent reporia.
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The rate is £5 percent (3 percent) on the net annual value of
income accruzed in respect of all real or personal property held by
such bodies, except that which is specifically exempted under the act.

LAND TAX "™

The national land tax, a levy upon lands, tenements, and heredit-
aments in Great Britain (not including Ireland), has largely been
redeemed and is considered relatively unimportant.

A total sum of £1.905077 was imposed on “real estate”™ under
the Iand tax act of 1797, and in the following year that sum was
made a perpetual charge, subject to redemption. The ares, of assess-
ment in England snd Wales is the parish, each parish being liable
for its quota in the proportion established in 1797-98. Of the 16,104
parishes in England and Wales, 1,251 had extinguished their quotas
by March 25, 1926. The areas of assessment 1 Seotland are the
several counties and burghs for which quotas were fixed in 1798,

EXEMPTIONS AND ABATEMENTS

Although property belonging to the Crown is not exempt, no tax
is collected on such property when occupied by the Crown for State
purposes.

Owners of unexonerated property are exempt if their total income
does not exceed £160 per annum, and are given an abatement of
one half the tax if their total income does not exceed £100 per annuin.

BASIS OF ASSESSMENT AND RATE

The tax collectible in any year from each area is the “ unredeemed
quota,” which is the gross quota fixed in 1798 minus the amount
redeemed and exonerated since that date. The aggregate of the
unredeemed quotas on March 25, 1926, was £854,218, :

The rate varies according to the proportion which the total sunual
value of the unexonerated property in the area bears to the unre-
deemed quota, from Id. in the pound {about 4.1 per 1.000} to & max-
imum of 1s. in the pound {5 percent) on the snnual value of the
unex{)nerated property as determined for income tax under sched-
ule A, ‘

REDEMPTION

Any property liable to assessment under the land tax acts may
be redeemied by any person having an interest or estate therein
upon entering 1nto s redemption centract with the inland revenue
commissioners anid paying a capital sum equal to 25 times the tax
assessed on the property.

If the amount collected in any area exceeds the unredeemed quota,
it must, subject to the award of any part thereof as remuneration
to the assessor, be applied as capital i the reduction of that quota.

B Source : Siziy-Ofth Repert of the Comwissioners of His Majesty’s 1uland Reverme,
©. 78, aud sobseguent repurts.



APPENDIX

TABLE A—REGULATIONS FOR MANAGEMENT OF A COMPANY
LIMITED BY SHARES?

FRELIMINARY

1. In these regulations “ The Act™ means the Companies Aet, 1928, When
any provision of the act Is referred to, the reference is to that provision as
modified by any statute for the time being in force. Unless the context other-
wise requires, expresvions defined in the Act or any statutory modiflcation
thereof in foree at the date at which these regulations become binding on the
company shall have the meanings so defined,

SHARES

2, Subject to the provisions, if any, in that behalf of the memorandam
of association, and without prejudice to any special rights previously con-
ferred on the holders of existing shares, any share may be issued with such
preferred, deferred, or other special rights, or such restrictions. whether in
regard te dividend, voting, return of share capital, or otherwise, as the company
may from time fo time by special resolution determine, and any preference
share may, with the sanction of a special resolution, be issued on the terms
that it is, or at the option of the company is liable to be, redeemed.

3. If at any time the share capital is div.ded into different classes of shares,
the rights attached to any class {unless otherwise provided by the ferms of
fssue of the shares of that class) may be varied with the rousent in writing
of the holders of three fourths of the issued shares of that class, or with the
sanction of an extraordinary resolution passed at a separate general meeting of
the holders of the shares of the class. To every such separate generzl meeting
the provisions of these regulations relating to general meetings shall mutatis
mutandis apply, but so thai the necessary quorum shail be {wo persons at least
holding or representing by prexy one third of the issued shares of the class
and that any holder of shares of the class present in person or by proxy may
demand & poil,

4. Every person whose name i3 entered as & member i the register of mem-
ters shall, without payment, be entitled to a certificate under the seal of the
company specifying the share or shares beld by him and the amount paid ap
thereon, provided that in respect of n share or shares held jointly by several
persong the company shall not be bound to issue more than one certificate, and
deolivery of & certificate for a share to one of several joint holders shall be
asufficient delivery to all. ,

5. If & share certificate is defaced, lost, or destroyed, It may be renewed on
payment of such fee, if sny, not exceeding 1s, and on such terms, if any, as
to evidence and indemnity, as the directors of the bank think fit,

8. No part of the funds of the company shall directiy or indirectly be
employed in the purchase of, or in lcans upon the security of, the company’s
shares, but nothing in this regulation shall prohibit transactions mentioned
in the proviso to section 45 (1} of the act,

LIEN

7. The company shall have a llen on every share {not being & fnifly pald
share) for all moneys (whether presently payable or not) cslled or payable st
& fixed time in respect to that share, and the company shall alse have a Hen
on sll shares {other than fully paid shares) standing registered in the name

t Companles Act, First Schedule. Referred to fs “ Table &A™
134
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of a single person for all moneys Dresently payable by him or his estate to the
company; but the directors may at any time deciare any share to be wholly or
in part exempt from the provisions of this regulation. The company’s llen
if Bny¥, on & share shall extend fo all dividends payable thereon.

8 The company may sell, in such manner as the directors think 8, any
shares on which the company has 8 len; but no saie shail be made unless
some sum in respect of which the lien exists iz presently payabie, nor until
the expiration of i4 days after & notlee in writing, stating and demanding
payvinent of such part of the amount in respect of which the lMen exists &s
ig presently payable has been given te the registered holder for the time belng
of the shars, or the person entitled thereto by reascn of his death or bankruptey.

9. For giving effect to any such sale the directors may authorize some

persor to transfer the shares gold to the purchaser therecf. The purchaser
shnll be registered as the holder of the sharea comprised io any such transfer
and he shall not be bound t¢ see the application of the purchase money, nor
shall his title to the shares be affected by any irregularity or invalidity ia
the proceedings in reference to the sale,
_ 10. *the proceeds of the sale sball be recelved by the company and applied
in payment of such part of the amount in respect of which the lien exists
88 i3 presently paryable, and the residue shall (subject to a Hke liem for
sums not preseutly payable as existed upon the sheres prior to the saie) he
paid to the person entitled to the sbares at the date of the sale,

OALLS ON BHARES

11. The directors may from #lme to time make c¢alls upon the members in
respect of any moneys unpaid on their shares provided that no call shall exceed
one fourth of the nonieal amount of the share, or be payable at less than 1
month froin the last cail; and each member shall {subjlect to receiving at
lenst 14 doys’ notice speclfying the tlme of times of paryment) pay to the
company at the time or times so speclfied the amount called on his shares.

12 The joint holders of a shsre ghall be jointly and severally lisble to
pay all ealls in respect therecf.

18, If a sum called in respect of a share Is not paid before or on the day
appointed for payment thereof, the person from whom the sum is due shsall
pay Interest upon the swm at the rate of £6 percent per annum from the day
appointed for the payment thereof to the time of the actual payment, but
thel directors ghall be at liberty to waive payment of that Interest wholly
or In part.

14. The provisions of these regulations g5 to the lisbility of joint holders
gnd &s to payment of interest shall apply in the case of nonpayment of any
sum whicl, by the terms of issue of a shiare, becomes payable at a fixed time,
whether on arcount of the amount of the ghare, or by way of premiam, &as
if the same had become payable Dy virtue of a call duly made and neotified,

15, The direclors msy make arrangements on the issue of shares for a
difference between the holders in the amount of calls to be pald and in the
times of payment.

18. The directors may, If they think fit, recelve from any member willing
to edvance the same &ll or any part of the moneys uncalied and unpaid upon
any shares held by bim: and vpon sl or any of the moneys so advanced may
{untfl the same would, but such advance, became presently payable} pay in-
terest at such rate (nof exceeding, witheut the sanction of the company in
general meeting, 6 percent) &s may be agreed upon between the member pay-
ing the sum in advance and the directors.

TRANSFER AND TRANSMISSION OF SHARES

17. The instrument of transfer of any share shall be executed by or en
behalf of the transferor and transferee, and the transferor shall be deemed
to remain a holder of the share until the name of the iransferee is entered
in the register of members In respect thereof.

18. Shares: shall be transferred in the following form, or in any ususil
or common form which the directors shail approve:

1, A. B, of o, It consideration of the ewm of £______ paid to me
by C. D of e {hereinafter called “ the sald transferee ™), do hereby
transfer to the sald transferce the shere (or shares} numbered ._____ in the
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undertaking called the . Company, Limited, to hold anto
the said transferee, subject to the several conditions om which I hold the
same: and I, the said transferee, do hereby sgree to take the said share {or
shares) subject to the conditions aforesaid. As witness our hands the
————— day of e e .

Witness to the signatures of, ete.

19. The directors may decline to register sny transfer of sbares, not being
fully paid shares, to g person of whom they do not approve, and may also de-
¢line to register any transfer of shares on which the company bas g Hen. The
dirvectors may also suspend the registration of transfers during the 14 days
immediately preceding the ordinary geteral meeting in each year. The directors
may decline to recognize any insirvment of transfer unless (¢} a fee not ex-
ceedling 28, 6d. is paid fo fhe company in respect thereof, and (b) the instrument
of transfer is accompsnied by the certificate of the shares to which it relates,
and such other evidence as the directors may reasenahly require te show the
right of the transferor to make the transfer.

If the directors refuse to register a transfer of any shares, they shall within
2 months after the date on which the transfer was lodged with the company
send to the {ransferee notice of the refusal.

20, The legal personal representafives of a decreased sole holder of a share
shall be the only persons recognized by the company as having any title te the
share. In the case of & share registered in the names of two or mere holders,
the survivoers or surviver, or the legal personal representaiives of the deceased
survivor, shall be the only persons recognized by the company as baving any
title to the share.

21, Any person becoming entifled to a share in consequence of the death or
bankruptey of a member shall, npen such evidence being produced as may from
time to time he properily required by the directors, have the righi, either to be
registered as & member in respect of the share or, instcad of being registereg
himself, to make sach transfer of the share as the deceased or bankrupt person
could have made; but the direeters shall, In either case, have the same right
to decline or suspend registration as they would bave bad in the case of 2
transfer of the share by the deceased or bankrupt person before the death er
bankrupicy.

22. A persen becomling entitled to a share by reason of the death or bank-
ruptcy of the holder shall be entitled to the same dividends and other gd-
vantuges to which he would be entitled if he weare the registered holder of
the share, except that he shall nof, before being registered &s & member in
respect of the share, be entitied in respect of it to exercise any right eonferred
by membership in relntion to meetings of the company.

FORFEITURE OF SHARES

23. If a member fails to pay any call or installment of & call on the day
aeppointed fur payment thereof, the directors may, at any time thereafter dur-
g such time as any part of such call or installiment remains unpaid, serve a
notice on him requiring puyment of so much of the eall or installment as is
nnpald, together with any interest which may have acerued.

24, The npetice shall name a further day (not earlier than the expiration
of 14 days from the date of the notice) on or hefore swhich the payment required
by the notice Is to be made, and shall state that in the event of nonpsyment at
or before the time appointed the shares in respeet of which the czll was made
wwill be Hnble to be forfeited.

25, If the requirements of any such notice as aforessid are not compled
with, any share In respect of which the notice has been given at any time there-
after, before the payment required by the notice has been made, be forfeited
Iy & resolution of the directors to that effect.

28. A forfetted share may be sold or otherwise disposed of on such terms
2nd Tn such manner as the directors think fit, and at any time before a sale or
disposition the forfelture may be canceled on such terms st the divecters think

27. A person whose shaves have been forfelied shall cesss to be &2 member
in respect of the forfeited shares, but shaill, netwithstanding, remsin liable to
prY to the company sll moners which, at the date of forfelture, were presently
payabie by him to the company in r&spe:t of the shares, but his liability shall
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cease if and when the company receive payment in full of the nominal smount
of the shares,

- 28. A statutory declaration in writing that the declarant s s director
of the company, and that a share in the company has been duly forfeited on
8 date stated in the decizrstion, shail be conclusive evidence of the facts therein
stated as against all persons claiming to be entitled te the share, The company
may receive the consideration, if any, given for the share on any sale or
disposition thereof and may execute a traosfer of the share in favor of the
persgh to whom the share iz sold or disposed of and he shall thereapon be
registered as the helder of the share, and shall not be bound to see fo the
appleation of the purcheze money, if any, nor shaill his title t¢ the share
be affected by amy Irregularity or invalidity In the proceedings in referenee
te the forfelture, eate, or disposal of the share.

29, The provision of these reguiations as to forfeiture shall apply in the
case of noppayment of any som which, by the terms of issse of & share,
becomes payable at a fixed time, whether on account of the amount of the
- ghare, or by way of premium, as !f the ssme had been payable by virtue of
& call duly made and potified. )

CONVERSION OF SHARES INTO STOUE

20. The company may by ordinary resolution convert any peald-up shares
into stock, and reconvert any stock into paid-up shares of any denomination.

31. The holders of stock may fransfer the same, or any part thereof, io
the same mannper, and sgbject to the same regulations, as, and subject to which,
the shares from whick the steck arose might previcusly to conversion have
been trapsferred, or as near therefo &8 circumstances admif; but the directors
may from time to time 8x the minimum amesnt of stock transferable, and
restriet or forbid the transfer of fractions of that minimum but the minimom
shall not exceed the neminal amount of the shares from which the stock arose.

32, The helders of stock shall, accerding to the amount of the stock held by
them, have the same rigits, privilezes, and advantages as regards dividends,
voting at meetings of the eompany, and other matters as if they held the shares
from which the stock arose, hut no such privileze or advantage (except partici-
pation in the dividends and profits ef the company) shall be conferred by zoy
sach sliquct pari of stock as would not, if existing in shares, have conferred
that privilege or sdvantage.

83 Suach of tbe reguintions of the company as gre applicahle to pald-ap
ghares shall apply to siock, and the words * share ™ and “ shareholder ™ therein
shall include * stock " and “ stockhelder.™”

4

ALTERATIOR OF CAPITAL

34. ‘The company mny from time te time by srdinary reselutlon Increase the
ghare capital by such sum, to be divided into shares of sach amount, as the
resotution shafl prescrihe.

85, Subject to any direction to the contrary that may be given hy the com.
pany in general meeting, all new shares shall, before issne, be offered to such
persons as at the date of the offer are entitled to receive notices from the
compeny of general meetings in proportion, as nearly as the circnmstances admit,
to the amonnt of the existing shares to which they are entitled. The offer shall
e made by notice specifving the number of shareg offered, and limiting a time
within which the offer, if not accepted, will be deemed fo be declined, and after
the expiration of that time, or on the receipt of an intimation from the person
to whom the offer is made that he declines to accept the shares offered, the
directors may dlspose of those shares in soch manner 8s they think most hene-
ficial to the company. The directors may likewise so dispose of any new shares
which ¢by reason of the ratioc which the new shares bear to shares held by per-
aons enttled to an offer of new shares) cannot, in the opinica of the directors,
be convenlently offered under this article.

508. The pew shares shall be subject to the same provisions with reference
to the payment of calls, len, transfer, transmission, forefeiture, snd otherwise
ss the shares In the original share eapital. .

87. The company may by ordinary reselution {a) consolidate and diride all
or any of it8 share capital into shares of larger amount than iis existing
shures; (b} subdivide lts existing shares. or any of them, info shares of smalier
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amount than iz fixed by the memorandum of association spbject, nevertheless,
to the prov.sions of section 650 (1) (d} of the Act; (&) eancel any shares which,
at the date of the passing of the resolution, have not heen taken or agreed to be
taken by any perscn.

88. The company may by specisl resolution reduce itz share ecapital and
any capital redemption reserve fund in any manner and with, and subject to,
&any incident smthorized, and consent required, by law.

GENERAL MEETINGS

29. A general meeting shal be held once {n every calendar year at sach
time (not being more than 15 months after the holding of the Iast preceding
general meeting) and place as mey be prescribed by the company in general
meeting, or, in default, at such time in the third month following that in which
the annpiversary of the cotopany's incorporation occurs, and at such place as
the directors shall appolnt. In defzult of a general meeting being so held, a
general meeting shall be held In the month next foilowing, and may be convened
by any two members in the same mnnner ss nearly as possible as thet in
which meetings are to be convened by the directors.

40. The above-mentioned general meefings sball be called ordinary general
meetings; and all other general meetings shsil be called extraordinary gen-
eral meetings.

41. The directors msgy, whenever they think fit, convene an extraordi-
nary general meeting, and extracrdinary genersl meeting shall also be
convened on such requisition, or, In default, may be convened by such regui-
sitionists, as provided by seetion 114 of the act. If st any time there are not
within the United Kingdom sufficient directors capable of acting to form &
guorum, any directors or any two members of the vompany may convene an
extraordinary general meeting In the same msanner &S nearly as possible ag
thst In which meetings may be convened by the directors.

ROTICE OF GENERAL. MEETINGS

42, Subject to the provisions of section 117 (2) of the aect relating to
special resolutions, 7 days’ notice at the lerst {exclusive of the day on which
the notice iz served or deemed to be served, but inclusive of the day for
which notice is given) speecifying fhe place, the day, and the hour of meeting
and, in case of special business, the general nature of that business shall be
given, in manner hereinafter meniioned, or in such other manner, if any, as
may¥ be prescribed by the company in general meeting, to snch persons as are,
under the reguiations of the company, entitled to receive such notices from the
company ; but with the consent of all the members entitled to receive notice of
gome particuiar mesting. that meeting may be convened by such shorter notice
gnd in such manner as those members may think fit.

43. The accidental omissioin to give notice of & meeting fo, or the nonreceipt
of potice of & meeting by, any member shall not invalidate the proceedings at
any meeting.

PROCEEDINGS AT GENERAL MEETINGS

44, Ail business shall be deemed special that is transacted at any extra-
ordinary meeting, and sl that is transacted at an ordinary meeting, with
the execution of sanctioning a dividend, the copsideration of the accounts,
ba’ance sheets, and the ordinary report of the directors and anditors, the
election of directors and other officers in the place of those retiring by rota-
tion, and the fixing of the remuneration of the auditors.

45. No business shall be transacted at any general meeting unless a quorem
of members is present at the time when the meeting proceeds to business;
gave as hereln otherwise provided, three members personally present shall be
& gnorom.

48. It seithin half an hour from the time apnointed for the meeting & guorsm
is not present, the meeting, If convened upon the regmisition of members,
ghall be dissolved ; In any other case it shall stand adjowrned to the same day in
the next week, at the same time and place, and Iif st the adjonrned meeting
a guorum 1s not present within half an hour from the time appointed for the
meeting the members present shall be a quortm.
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47. The chairman, it any, ¢f the board of directors shall preside as chair-
man at every general meeting of the company.

48. ¥ there i3 po such chairman, or if at 2ay meeting he is not present
within 15 minutes after the fime appointe@ for hLolding the meeting or iz
unwilling to act as chairmanp, the members present shaill cheose some one of
their number {o be chairman,

49. The chalrman may, with the censent of any meeting st which a guorom
is present {and shall if so directed by the meeting), adjourn the meeting from
time to Hime and from piace te place, but ro bus ness shall be transacted &t any
adjourned meetlng other than the busimess left unfinished at the meeting
from which the sdjournment took place. When a meeting is adjourned for
310 days or more, notice of the adjourned meeting shall be given as in the
ease of an original meeting, Save as aforesaid It shall not be necessary io
give any botice of an sdjournment or of the business to be transacted at
an adiourned meeting.

b0. At any general meeting 8 resclution put o the vote of the meeting shall
be decided on 8 show of hands, uniess a poll is (before or oen the declaraticn

_ of the resuit of the show of hands} demanded by at least 3 members present
in person or by proxy entitled to vote or by 1 member or 2 members so present
and entitled, if that member or these 2 members together bold not less than
15 percent of the paid-up capital of the company, and, anless a poll is so
demanded, 8 declaretion by the chairman that a resclution has, on 8 show of
hands, beern carried, or carried upanimously, or by a particular majority,
or lost, and sn entry o that effect In the book of the proceedings of the
company, shall be conclusive evidence of the fact, without proof of the nnmber
or proporticn of the votes recorded in favor of, or against, that resolution.

B51. If a poll |8 duly demanded it shall be taken in such manner as the chah-
man directs, and the result of the poll ghall be deemed te be the resolution of
the mesating at which the poll was demanded.

52, In the case of an equality of votes, whether on a show of hands or on a
poll, the chairman of the meeting at which the show of hands takes place or
&t which the poll {s demended, shall be entitled to a second or casting vote.

53. A poll demanded on the election of 2 chairman, or o a question of gd-
journment, shall be taken forthwith., A poll demanded on any other guestion
shall be taken at such time as the chairman of the meeting direets,

YOTES OF MEMBERS

54, (On a show of hands every member present in person shall have one vote,
On a poll every member shall have sne vofe for each share of which he is the
holder.

55. In the case of jeint holders the vot2 of the senior who tenders & vobe,
whether in person or hy proxy, shall be accepted to the excinsion of the voles
of the other joint holders: and for this purpose seniority shall be determined
by the order in which the names stand In the register of members.

56. A member of unsound mind, or in respect of whom an order has been
made by any court having jurisdiction in innacy, may vote, whether on a show
of hande or on a poll, by his commitiee, curator bonis. or other persoa in the
nature of a committee or curator bonis appointed by that counrt, snd any such
eommitiee curator bonis, or other person Inay, en & pell, vote by proxy.

57. No member shall be entitied to veie at any general meeting unless all
ealls or ether gums presently payable by him in respect of shares in the com-
pany have been paid.

58. On & poll votes may be given either persenzlly or by proxy.

£9. The instrument appoiniing a proxy shall be in writing under the hand
of the appointor or of his attorney duly authorized in writing, or, If the ap-
pointor 18 a corporation, elther under seal, or tnder the hand of an officer or
attorney Auly anthorized. A proxy need not he a member of the company.

80, The instrument appointing & proxy and the power of attorney or other
authority, if any, under which it is signed or & notarislly eertified copy of that
power or authority shall be deposited at the registered office of the company
not less thep 48 hours before the time fer holding the meeting or adjonrmed
meeting, at which the person named in the instrument proposes to vote, and
in Qefaunlt the instrument of proxy shall not be treated as valid.

174588-88-—10
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€1. An instrument appointing & proxy may be in the tollowlng ferm, or any
other form which the directors shzll approve:

I, , of -s Iin the county
of - , being a member of the
________ Compeny, Limited, hereby appeoint of

, 8% ¥ proxy, to vote for me and on my behalf at the
{ordinary or extraordinary, as the case may be) general meeting of the com-
pany to be held on the _ ~-- day of &nd at asy adjouin-
ment thereof,

Signed this ________ day of

© $2. The instrunment appointing a proxy shail be deemed to confer authority
to demand or join in demanding a poll.

CORPORATIONS ACTING BY REPRESENTATIVEE AT MEETING

63. Any corporation which iz & member of the company may by resolution
of its directors or other governing hody authorize such person as it thinks
fit to act as its represeniative at any meeting of the company or of any class
of members of the company. and the person so gsuthorized shall be entitled
to exercise the same powers on behalf of the corporation which he represents
#s that corporation could exercise if it were an individual member of the
fompany,

PIRECTORS

64, The number of the directoras and the uames of the firsé directora shall
be determined in writibg by a majority of the subseribers of the memorandum
of association.

83. The remuneration of the directors shall from time to time be determined
by the company in general meeting,

66. The qualification of a director shall be the helding of at least one share
im the eompany.

POWEERS AND DUTIES OF DIRECTORS

67. The business of the company sball be managed by the directors, who may
pay all expenses incurred in getting up and registering the company, and meay
exercise all such pewers of the company, as are not, by the sct, or by these
articles, required to be exercised by the company in general meeting, subject
revertheless, to aay regulation of these articles, to the provisions of the act,
and t¢ such regulations, being not inconsistent with the sforesaid regulations
or provisions, as may be prescribed by the company ln general meeting; but no
regulaiion made by the company in general meeting shall invalidate any prior
act of the directors which wonld have been valid if that reguiation had not
Deen made,

88. The directors may from time fo fime appoint ene or more of their
body te the office of managing director or manager for such term and at sach
remuneratior {whether by way of salary, or commission, or participation
in profits, or partly in one way and partiy in ansther) as they may think
fit, and a director so appeinted shail not, while holding tbat oifice, be subject
to retirement by rofatien, or taken into account in determining the rotation
or retiremnent of direetors: but his appointment shall be subject to deter-
mination ipso facte if he ceases from any cause to be g director, or if the
enompany In genersl meeting resolve that his fenure of the office of managing
director or manager be determined.

60. The amount for the time beingz remaining undischarged of moneys bor-
rowed or raised by the directors for the purposes of the compsny (otherwise
-than by the fssue of share ecapital} shall not at any time exceed the Ilssued
ghare capital of the company without the sanction of the compauy in gen-
ersl mesting,

T, The directers shall cause minutes to be made in books provided for
the purpose {8) of all appointments of offlcers made by the directors; (b} of
the names of the directors present at each meeting of the directors and of
any commiftiee of the direetors: {e} of all resolutions and proceedings at all
meetings of the company, and of the directors, and of committees of directors;
nnd every directur present st any meeting of directors or committee of di-
rectors shall sign his nante |n & book to Le kept for that purpose,
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THE SEAL

T1. The sea! of the company shall not be affixed to any instrument except
by the authority ¢f a resolution of the board ef directors, and in the presence
of a director and of the secretary or such other persem as the directors may
appoint for the purpose: and that director and the secretary or ¢ther person
a5 aforesaid shall sign every instroment to which the seal of the company is
so0 affixed {n their presence,

DISQUALIFICATION OF DIRECTOES

T2, The office of director shall be vacated if the director (a) ceases to be
8 director by virtue of section 141 of the act; or (b} without the comsent of
the company in general meeting holds nny other office of profit under the
compeny except that of managing directsr or manager; or {£) becomes bank-
rupt; or {d} Dbecomes prohihited from being a director by reason of any order
mude under sections 217 or 275 of the get; or {¢8) is found lunatic or becomes
of unsound mind; or (f} resigos his office by notive in writing to the company;
or (g} is directly or indirectly interested in any contract with the company
ar participates In the prulits of any contract with the company.

Provided, however, That a director shail oot vacate his oftice by reason of his
being a member of an¥ corporation which has entered into contracts with er
done sny work for the company if he shall have deciared the nature of his
interest in manper reguired by section 148 of the act, but the director shsall
not vote n respect of any such contract or work or any matter arising thereout.
a&nd if he does so vote his vote shall pot be counted.

73. At the first ordinary general meeting of the company the whole of the
directors shall retire from office, and at the ordinary general meeting in every
subsequent year one third of the directors for the time being, or, if their number
is not three or a multiple of three, then the number nearest one third, shall
retire from office.

74. The directors to retire tn every year shall be those who have been longest
in office slnce their last election, but as between persons whe became directors
on the same day those to retire shall {unless they otherwise agree among them-
selves} be determined by lot.

TH. A retiring director shail be eligible for reslection.

%6. The company at the general meeting af which a director retires in manner
afpresaid may fiil up the vacated office by electing a persen thereto, and in de-
fault the retiring direcior shall be deelned te have been reelected unless st
such meeting i is resoived not to fiff ap such vacated oifice.

T7. The company may from Hme fo time in general meeting incresise or reduce
the nomber of directors, and may alse determine in what rotation the increased
or reduced number is to go out of office.

T8. Any casunl vacancy occurring in the board of directors may be filled up
by the directers, but the person so chesen shail be subject to retirement at the
same time a2 if he had become a director on the day on whirh the director in
whozse place he is appointed was last elected a director.

T9. The directors shall have power at any time, and from time to time, to
appoinf a person as an additional director who shail retire from office at the
next following ordinary general weeting, bat shall be eligible for eleetion by
the company at that meefing Bs av additional director.

80. The company may by extraordinary resolution remove any director before
the expiration of his period of office, and may by an ordinary resolution ap-
point another person in his stead. The person so appeinted shall be subject
to retirement at the same time as if he bad become a director on the day
vn which the director in whose place he is sppointed was lsst elected a
director.

PROCEEDINGS OF DIRECTORE

81. The directors may meet topether for the dispatch of business, adjourn,
and otherwise regulate their wmeetings, as they think fit. Questions arising at
any meeting shall be declded by & majority of votes. In case of an eguality
of votes the chairman shall have & second or ¢asting vote. A dirsetor may,
and the secretary on the requisition of o director shall, at any time summen
a meeting of the directors,

82. The guorum necessary for the transection of the business of the directors
may be fixed by the directors, and unless so fired shall when the nnmber
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gf bdérzetors e¢xceeda 3 be 3, and wh&n thie number of dlrectors does not exceed

83. The continuing directors may act notwithstanding any vacancy in their
body, but, if and so long as their nzamber is reduced below the number fixed
by or pursaant te the regulations of the company as the necessary guorum of
directors, the continuing directors may act for the purpese of increasing the
number of directors to that number, or of swmemoning 4 general meeting of the
eompanay, but for no other purpose.

&4. The directors may elect & chairmsan of their meetings and determipe the
period for which he is to held office; but if no such chairman is elected, or if
at any meeting the chairman is nof present within 5 minutes after the time
appointed for holding the same, the directors present may choose one of thelr
rnumber to be chairman of the meeting.

85. The directors may delegate any of their powers to commiitees consisting
of such meémber or members of their body as they think fit; asy committee so
formed shall in the exereise of the powers so delegated eonform te any regm-
istions that may be imposed on it by the directors,

86. A rommittee may elect & chalrman of its meetings: if no such chairman
is elected, or if at any meeting the chairman is not present within 5 minutes
after the time appointed for helding the same, the members present may choose
ope of their namber to be chairman of the meeting,

£7. A commiftee may meet and adjourn as it thinks proper. Questions
arising at any meeting shali be determined by 8 majority of votes of the
members present, and io case of an equality of votes the chairman shall have
& second or casting vote.

88. All acts dobne by any meeting of the directors or of a commitiee of
directors, or by apy person acting &s & director, shall, netwithstarding that
it be afterwards discovered that there was some defect in the appointment of
any such director or persom acting as aforesaid, or that they or any of them
were disqualified, be as valid as if every such persoz had been dunly sppeinted
and was qualified to be a dirvector.

DIVIDENDE AND RESERVE

%9, The company in general meeting may declare dividends, but no dividends
shall execeed the amount recommended by the directors.

$0, The directors may from time to time psy to the members such interim
dividends as appear to the directors to be justified by the profits of the
COmpAanY.

81, Na dividend shall be paid otherwise than out of profiis.

2. Subject to the righis of persens, if sany, entitled to shares with special
rights as to dividends, all dividends shall be declared and paid according to
the amounts puid on tha shares, but if and so0 leng as nothing is paid up on any
of the shares in the company, dividends rmay be declared and paid seccording
to the amonnts of the shares, No smount paid on 8 share In advance of calls
shnll, while carrying interest, be treated@ for the purposes of this article as
paid on the share,

3. The directors may, before recommending any dividend, set aside out of the
profits of the company such sams as they think proper &s & reserve ¢r reserves
which shall, at the diseretion of the directors, be applicable for meeting con-
tingencies, or for equalizing dividends, or for any other purpose to which the
profits of the company may be properly applied, and pending such application
may, at the like discretion, either be emploved in the business of the company
or be invested in such Investments {other than shares of the company} as the
directors ma&y¥ from time to time think fit.

94, If several persons are registered as joint holders of any shares, any one
of them may give effectual receipts for any dividend or other meneys payable
on or in respect of the share.

5. Apy dividend may be pald by ehegne or warrant sent through the post
toe the registersd address of the member or person entitled therete, or in the
case of joint holders, to any one of such joint holders at his registered address,
or to such persen and such address as the member or person entitled or such
joint holders, as the case may be, may direet. Every such cheque or wwarrant
shall be made pavable to the order of the personr to whom it i3 sent or
fo the order of such other person as the member or person entitled or such joint
holders, ag the case may be, may direct,

96; No dividend shall bear Interest against the company.
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97. The directors shall cause proper books of secomnt o be kept with respect
to (6} all sums of money received and expended by the cowpany snd the
meiters in yespect of which the receipt and expenditure takes place; {3) zit
sales and purchases of goods by the company; and ()} the assets apd ligbilities
of the compaay.

88. The bocks of account must be kept at the registered office of the com-
pany, or at such other piace or piaces as the directors think §it, and shail
always be open to the inspection of the directors.

99. The directors shalli from time to time determine whether and to what
extent and at whait times and places and under what conditons or regulations
the accounts and books of the eompany or any of them shail be open to the in-
spection of members pot being direetors, and no member {net being a direcior)
shall have any right of inspecting an¥ account or book or document of the com-
pany except &g conferred by statute or anthorized by the directors or by the
company in general meeting,

100. The directors shali from time to time, I8 accordance with section 123
of the act, cause to be prepared and to be laid before the company in genersal
ineeting suchk profit and loss accoants, balance sheets, and reports sa are re-
ferred to in that section.

101. A cop¥ of every balance sheet (iecluding every docament required by
law &0 be prnexed thereto) which is to be iaid before the company in general
meeting. together with a cop¥ of the auditors’ repert, shall, not less than seven
daye before the date of the meeting, be sent to all persoas entitied te receive
Botices of generai meetings of the ecmpany.

AUDET

102. Aunditors shall be appointed and their duties reguiated in accerdance
with sections 132, 133, and 134 of the act.

NOTICES

103. A potice may be given by the eompany to any member, either personally
or by sending It by post to bim to his registered address, or {if he has no
registered sddress withie the United Kingdom) to the address, if any, within
the Usmited Kingdom suppiied by bhim to the company for the giving of notices
te him,

Wihere 8 potice Is sent by post, service of the notice shall be deemed to be
effected by properly addressing, preparing, and posting a letter coslaining the
potice, and o have beer effected in the cxzse of a notice of a meeting at the
expiration of 24 hours after the letter contsining the same is posted, and In any
other case at the time st which the letter woald be delivered in the erdinary
eonrse of post

104, If a member hag no registered address within the TUnited Kingdom and
bas not sapplied to the eompany au address within the Tuoited Kingdom for the
giving of noiices to him, & netice addressed to him and advertised in & news-
paper circolating the neighborbood of the registered office of the cempary, shall
be deemed to be daly given to him as poon on the day on which the advertise-
ment appegrs.

105 A potice may be given by the company io the joint holders of a share
by giving the notice to the joint holder named frst in the register of members
in respect of the share,

108. &4 notice may be given by the company to the persons entitled to a share
in consequence of the death or bankrupicy of a member by sending it throngh
the post in & prepaid letter addressed to them by name, or by the title of repre-
sentatives of the deceased, er trustee of the bankrupt, or by any like deserip-
Hon. at the address, if any, within the United Kingdowm supplied for the porpose
by the perscas claiming to be so entitied, or {until sach an address might have
been so supplied) by giving the notice in any manner in which the same might
have been given if the death or bankruptcy had vot occurred.

107. Noiice of every geperal meeting shall be given in some manner hercin-
before aothorized to (6} every member except those members whe (having no
registered address within the United Kingpdom) have not sapplied to the com-
pany ab address within the United Kinpdom for the giving of notices to them,
and aiso to {3} every person entitied to a share in copsequence of the death or
bankruptcy of a member, wha but for his death or bankrupteyr, would be en-
titled to receive notice of the meeting. No orther persons shall be entitied to
receive notices of general meetings. .



144

COMPANY LAW AND BUSINESS TAXES IN GREAT BRITAIN

IL—DEPRECIATION ALLOWANCES ,

SCHEDULE OF AGREED NorMAL RATES oF DEPRECIATION

[The rates are on the written-down value in every case except shipping)

Indusiry, ote.

FPercent l

Nature of plant

kbinding.

Cold stores and ice mapuike-
tare.

Color, paint, and varnish
manufaciaring.

Commercial moter vohiclss....

Corset manufchuring. ...oooe.

Electric furnaces

“and plant
snd machinery used iz con-
nection.

Fiectric-Hght undertakings ..
Embroldery masufacturiag. ..

Eopgineers’ Dprecigion tools,
manufscture of {such as
twist drills, milling cutters,
feamers, tap dles, and sgrew-
fug tackiel.

Esnvelop making,

Fishing taekI0 ceeeomzecneemm. |

I e e

i)
5

a
7H

Plant 2and machinery genersily.

Engines, boilers, and shafting.

(lenarsl binding machinery.

Stesis engines, hoilers, and shafting; mixing and brickmaking

es.
Electrical plant (dynamos, motors, transfermers, ste}; crushing
and grinding plant,

No depreciation iz allowed on kiins, but an sHowance is
made in respect of the cost of repsirs, renswals, and rebuiid-
ing; the cost of new klins and of extensions Lo existing kilns Is
treated as eapital in the ordinary course.

Bulphuric-acid plant.

Chemical piant other than above; electrical plant.
Gther plant.

Sleam and gas empines, boilers, and shalting.

Electric plant and insalation.
{Lagging, belting, locse plant, utensils, ete., $o be deslt
with by way of renewals.}
Relrk ting seachinery; that Is, compressers, condensers, ice
5, coolers, conduits, molds, coils, traveiers, ste.
Engines, beiiers, shafiing, and storage tanks.

(enera] plant and machioery, incinding ginding machinery
ard slectric motors.

Motor lorrles and motor tractars.,

Horses, loose tools and utensils, inclading typewriters. (Be-
newais allowed instead of depreciation.)

Ctl)mnég)ci&l motor vehicles propetied by steam power (steam

orTies).

Commercial moior vehicles propelied by power derived from
internal-combustion engines {motst lorries and motor vans).

Steam engines, boilers, and shafting.

Laundry and eutling machinery snd slectric motars.

Otker machinery.

Moator vans,

Plant and machinery generally (excluding furnness).

Plant and machiners generaily.

Al parts of furnace {including transformers, switch gear, bigh
and low cabie comnecticns, furnsces, Liliing gear and regu-
Iators), bui not fogndations, buildings, crades, boekels, of
any shop tocls or sguipment.

Cables,

Plant and machinery.

Fixed plant {engines, boilers, shafting and gearing, and motars).

Stitching machines.

Stesin and gas angines, boifers, shafting, sand pulleys.

i Rlectrical machinery, including dynamos snd molors.

Other pland and machinery.

Steam power plant and shaiting. .

Electrical power plant, including dynamos and electric maiars,
and on all precess plant.

Motor lorries and molor vans. . .

Steam bollers and angines, portable steam engines, {hreshing
machines and Ozed plant.

Elgetrip instaiintion, .

Minor loose plant aad uteasils.
of depreciaiion.}

Petrol or oll-drivon tractor-cultivaterz,

C(ljmrgm;cm motor vehicles propelisd by steam pawer (slsam
fiiggi- 3N

Commercinl motor vehieles propelied by power derived from
internal-combustion engibes {motar lorries ind motor vans).

Motor ears idepreciation restricted to proporiionate part appli-
cabie to wse of car for business purposest. i

All other types of farm machinery and lmplements, including
portable poultry and similar sheds and incubators.

E%ﬁhms beiters, and shalting. .

Fishing hook and roG making machinery,

Electric modars.

{Renewsls allowed instead

1 Rate o Written-down valys sfter dsdudting ail sltowances. Rate to bo reconsidercd at the end of2

years from Feb. 26, 1820,
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SomenTiEe oF AgerEp Noumar Bares of Derxpciation—Ceoutioned

Indusiry, ste. Parvent Natare of plast
Flax spioping and weaving 74 Plant snd machinery ferent accessory plant, soch »s pirms,
decirns, mgnmudm-
Fiock manufnctoring ... ¢ ! Piant snd i pemerndly.
Flour milling .- — . ?hgmmaudmm
Fuarnittors mepoiacturss ... § 1 Engipes bofers. movi shelting. .
7LE Genersi plant mad i and slertrie molors. N
15 ] Vehicles propelied by steam power isteein wagons snd lamesi-
) vdziﬁsmvpeﬂadbsmémmd}m
EnyInes (IMotor - -
Gaz gndertakings (not owped ; 2 | Gas
by un;n:im}wmﬂl* i 1 Meters, conkers, s pas freg.
Bandkerchie! and emivoidery 5 : Fired plant {engines, boilers, shafting. pessing, snd motarsy.
iscturing. 8 | Suching .
HamSlitehing - vvnmmeameems-nar 5 } Fived plant {envives. bofers, shafting. praring, and motars}.
3 : 1 | Hemsuicuny
Hoslery manulsctaring: .- - 3 1 Engines, boilers, and shafting.
] 1 ] Process plam.
Hosiary-oeedle making ... 5 | Steam snd zzs engives, balers, end shafting.-
Lacs and embroidery and 74 Plan: and mschioery.
muslig maculaoiunos.
Ladiss’ and childoen’s clothing $§ | Engines, bodlers, st shafling.
u?ih gmimm
Lanndriss, sleam. * Soe Steam
Isuandries.
Linolenn and Soeorcloth man- 5
alactariog. lg onghgpﬁam:ndm-
xmmnh.mnuhﬁm;lg 33§ mmdﬁﬂ‘g
fexetusive of sripdug T Duber {incnding electric; Maot machinery.
other similsr machinery). s i and 3 and
e | Steam enyines, boflers, shpfting, on Iathes,
t " ting, and msekiog machinery, mper
‘gﬁmmmwm dectric & =d
ity . g
beox-Alling
3 ) Motar orres and motor vEDS.
Molor emniboms. .- 13 | Motor amnibunes.
Maior  paptechnicons  and +20 i Motor padtechuicons snd JorTics-
Muslin manntetaring..---- - i‘ig Py md.::;am?
.................. : Al piamt machinery
Noediss and fshing tackles 5 1 Enpines. boilers. ) }
. 6 | Crocher, fishung-hook. sod rod-making machinery.
_ . 7ls Electric molors - machinery.
Newspapiw pritiing ... .- 5 ° Enpines, boders, and shalting.
0 ;Tmeijmduurithb)‘“}'dm-
m&&xm -------- !3; vl m’ n:d
e e  Engines,
T Emmwmm
I 2 . Molor vans.
Paper-box making . _....... iy Plamt and machinery.
Faper mills ! xﬁi ;;}mmmﬁngﬁaym}
B e : # ¥
Ty Machinery working day and night. 3
P froo and stesl manoisc- vy Plant and nery generally (etcioding fumaces. but io-
1 duding piepl snd muchiDay MMGHSY 0 HEroaoes; -
ProUng. - ceovemesemmremvaenas 3 | Enmnes. S iixg
7i4 Prinung and
13 ¢ Type, if bot Gexit with by way of rorwals
Rallway wagous. ... .ovauons # | Emiwsy wagans

Exwmilis Ser Timber.
2 Additians o snd

replamemoents
ments which do 2ot desror Une sdmm; of the machine

By
{mmmdmmw:ﬂmmnm
mezhod adopied k& to allow the axoal coit of renewals Four

by pear.)

he charped o expital,

J\onﬁewmhlwmdlmmhemdamrqmaiﬁumbmmhmwmmﬂﬁm
additional Dranoos sad FGal-
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SCHEDULE OF AGREED NOEMAL RATES oF Bzrnm'rmnr—(}ontinued

Industry, ste. Pezeant Nature of plazt
Slgt;;sh Association of Master 15 | Plant and machinery.
£T3.
Bhipping. g 18
?5 | Sailing = X
Bhos snd slipper making ... Engines, bollers, and shafting.
Process piant.
Motor vans and lorriss.
Bk wanufacturing, ... _...... Steam aengines, boilers, snd stafting.

wenaving y; nlectric moters.
Sawing, braiding, and &nitting machines.
Stears laundry ard dyeing Plant and machinery generaliy.
aad cleaning.

BSteel, roliing, forging, ham-

mering end rerclling, See
Pig fron and steel manafac
turers

Syt%gafie-dyastufk manafag i 4 | Locomotives.

8§ ¢ Ballway wagons {ordinary), bailers, stearn epgipes, shafiing
coal-handling plant, and feed pumps.

4 | Rafils of railwey sidings.

734 Electrie motors, dynamos, ice-laaking plant {excluding steam
power plant}, and opan railway woagons exclasively used for
convevance of specially delstarious substances.

I6 { Ail other plant and machinsry s

]

10

2

714 Genersl plant iacxudlﬁ wm&mg; throwing, doubling, and
I0

e

b )

Motor vans,

Tofloriog trade, ready-made 9 | Plant and meshinery generaiiy.
and wholesale bespolie men's,
heavy clothing.
Tazieabs (double-shifty.___. .. [ ]
Ttu%:bar goods, manulgefurers 5 | Engines, boflers, and main shafting.
Timber merchants, sawmiflly_ _ 74! General sawmilling plant and machipery.
2 | Traction engines, traciors, melor cars, and bBaulsge piant,
TrRIGWaYS_ oo )] Permanent way.
3 g‘blﬁ'é ther rolling stoek
ars and other ng s 2
8§ | Geperal plant sand machinery, including stsndards, brackets
and worksiop tools.
“Wrought-lron industry________ 14 Plant and i generally,

* Additions to and replacements to be charged to capital, provided that repairs, renewals, and replece-
ments which do not destroy the identity of the maching & be atlowed as 8 revenus charge.

¢ No sllowance for wear and tesr to be raade in respect of the nonmetal of the structate of ovans, but
in Heu thereof the cost of repairs and replacements and rebuiiding to bea ¢ d te ravenas, bui cost of new
avens and extensions and snlargements of existing ovens to be ¢! ed to capital. .

? Rate on prime cost. With regard to shipe purcasased sacend- at prices (n excess of the written-down
valus st tha date of purchass, the followlng srrangements have been made: (a) The allowance is made on
the actusl cost priee of the ship to the owner for the titne being, withoat regard to tha prics cost to & previous
ownar. (b} The rats of depreciation allowable is ealenlated by refarence to the ressosable expectation of the
Hife of the ship at tke date of purchase from the previous owner. .

¢ Exch of the constituent ﬁ"ﬂ (vats, autoclaves, ete.} of & **battary”” constituting & single mnit, and esch
reil of railway sidings shaell be taken to be a separate mechiza.

¥ No atlowance {o he maide In respect of altric-acid plant or plant consleting of sfiiea, glass, earthenware,
or other maiarial as distinet from metal, pipes, and slectric eables, railway sidings except tails, but cost of
repairs and reinstatemont to be charged against revenue as and when incarred.

¥ Ap allowsnee per mils of track based upon the sstimated life of the permansnt way.
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