
\ 
\ 

\ 

. 'I'hlCATION AND: In r): 
REVENUE: 

Investment certificates subject to ~ntangible 
personal property tax under H.C.S.H.B. No. 
868. ' 

J':i ovember 8, 1V46 

Ifir,. M • .U:. rriOl'ris 
Director, Department of Hevenue 
i$tate of ?.rissouri 
Jefferson City, Missotu•i 

De ur I'.tt> • £I orris z 

F [LED 

Gf ----·--

Receipt is acknowledged of your letter nith the u11closod 
corr-espondence from vrr. R. Vd. Peterson, Associa to Counsel for 
Investors Syndicate of Ar·lcrica, Incorporated, a:ncl the sample 
form of an investment certificate issued by that C01ilflHr.ty. In 
y-our lotter ;y-o~ inquire if the holders of invostment certi
ficates <Yf Investors Syndicate of .Arnerica would l.Je required to 
report annually UT<der the i'Ilissouri Intnnc;iblo Pe1•sonal h'op-

. ert~T Tax Law, 

In answering your quostion vre must first determine \Vhether 
or not the investment certificate is a type of intanGible por
~1onal prop<c:lrty taxable under the law. Under H.c.s.n.D. Jl~o .. 
868, paflsed by the 63rd Generp.l Assembly und approved on J~;)ril 
10, 194,6, the term "into.ngible porsona.l property" is defi:aed 
in sub-section (B) of Section 1 as follows: 

"Intangible personal propertj means 
moneys on deposit; bonds (except those 
1i7hich under the constitution or lavts 
of the United ::>tntes may not be made 
tlie subject of' a property tax by the 
State of Missouri); certificates of 
indebtedness (other than capital notes 
issuEJd by b~ka or trust comp£mies); 
notes, debentures, annuities, acccunts 
receivable' conditional sales contracts 
(which have incorporated tllGrein promises 
to pay) and real estate and chnttel mort• 
ga[~es •" 

Under the terms of tho sample certificate enclosed the 
purchaser muy pay n certain nwnber of annual installments 
and thero&ftor the company is oblicated to pay him t:1. certain 
amount. Under this pf;trticulnr certificate the purchasor 
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could pay 4?550.00 per year for f~fteen years anJ. at the '9Xpiration 
of "that period he would receive i;PlO,ooo.oo. 'fhe certificate also 
ha-s certain cash surrender values which entitle the holder to re
ceive a specific amount of money depending upon the time that he 
surrenders the certificate. Another feature of the instrument 
is the.t the holder mny elect to receive certain payments under 
options .111\. 11 or "B" as set· forth in Article 13 of the instrument. 

We ob~erve thut the certificate in question is styled 
"Investment Certificate"• In the case of City Bond and Finance 
Co. vs. l/elch (D. c. Cal.}, 9 Fed. Supp. 500, it is held that 
certificates issued by the City Bond and Finance Co. as evidence 
of inter.:st acquired by pUI~chasers in securities purchased on 
the installment plan, und drenominated "Investment Savings Plan" 
were subject to the stamp tax imposed by the Federal Revenue Act 
on certificates of indebtedness. At 1. c. 501, the court said: 

/ 

"* * *On the face of this certificate 
the transaction was denominated 'Invest .. 
ment Savings Plan,• It set forth that 
the City Bond & Finance Company had agreed 
to 'sell and deliver' named securities at 
the stated price per share, set forth 
amount paid and installments to be paid. 
* il- * *· 
"Plaintiff contends thut the certificates 
did not require stamps as they were not 
certificates of corporate stock nor certif
cates of indebtedness, as described in the 
Revenue Act of 1926 (section 800 (26 USCA 
Sec. 901 and note)). 

"I will not review. the authorities but 
state my conclusions. It has been held 
that acta of the kind here concerned are 
to be given broad application. There are 
decisions holding uniformly that the 
documents will be taken at its face, . 
and that no close scrutiny will be made 
of the purpose which has prompted its use. 
Certificates of participating interests 
in securities held by a corporation have 
been held to be within the provisions of 
the act. To my mind the certificates 
issued by plaintiff may be terraed cer
tificates of indebtedness or certificates 
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of interest in certain securities of 
'plaintiff corporation •* * * ..;~"" 

After careful examination of the certificate at hand we believe 
it contains the chccracteristics to constitute it a "certificate of 
indebtedness" and certificates of ind·ebtedness under H.c,s.H.B. 
No, 868 being classed as intangible personal property would therefore 
bring the investment certificate within the taxable classification. 

Under H.c.s.H.B. No. 868, supra, the basis for valuing intangible 
personal property for purposes of taxation is the yield derived there• 
from. ~Cherefore, the intangible personal property must have a yield 
before it is taxable. In sub-section (0) of Section 1. of the Act 
the term "yield" is defined as follows: 

"Yield means the agt;r~;gate proceeds received 
as a result of 0\'vnership or beneficial interest 
in intangible property whether received in 
money, credits or property, exclusive of any 
return of capital." · 

By applying the above definition to the terms of the instrUl:lent, 
we believe that upon maturity or surrender of tho certificate the 
cash surrender value or maturity amount received by the holder in 
excess of' the amount paid in would constitute a yield exclusive of 
any return of capJi tal and the certificate would be subject to a tax 
at tho rate of 4% of such yield. 

We observe that the yield of intangible personal property may 
be in a form other than money', for, under sub-section (C), supra, 
the aggregate proceeds received in "credits" would also constitute 
a yield. ·Under the terms .of the certificate, after the expiration 
of one year, the holder may surrehder the certificate and receive 
the computed cash surrender value. There is a definite obligation 
on the company to pay the cash surrender value when the certif:)..ca.te 
is proporly surrendered. 

In the case of Commissioner of Internal Revenue v. Stearns, 
65 Fed.(2d) 3'71, the question arose whether or not an adrninis-Grator, 
in filing an income tax return for an estate, was entitled to deduct 
the sums that were credited to the ''residuary legatees. At l. c. 
373, the court said the following: 

"* * ·lHt is reasonable to allow deductions 
to a fiduciary of what he is under an 
absolute obligv.tion to pay 1 whether he had 
done so or not, v.nd whether he, has credited 
the paJ.menta to the beneficiary or not; 
t~ey are by hypothesis the beneficiary's 
by the terms of the will or deed, and he 
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can enforce their payment • it- -il- -lt-Such 
distributions, and distributions at 
the disc1:·etion of the fiduciary, must 
be actually made, or irrevocably fixed, 
before they become the beneficiary's 
as of right. They should appear in the 
fiduciary's return, if they are still 
hisJ in the beneficiary's only in case 
he h&s became presently entitled to them, 
or received themo 

tr(4-6) This serves to determine what is 
meant by the word, 'credited,' the alter
native to 'paid,' though we can find no 
authority on the point. The income must 
be so definitively allocated to the legatee 
as to be beyond recall; 'credit' for 
practical purposes is the eY,uivalent of 
'payment.' * * 1:-n 

Again, in the case of 'l1alley v. Brown, 125 N. W. 248, 146 Iowa 
360, under a statute making roal and personal property and credits 
subject to taxation the court held that the claims for loss under 
fire insurance policies were taxable. At N. w. l.c. 250, the court 
said: 

"* ~f- o~a.rro authorize the assessment of the 
policies as credits, it was not essential 
that the assessor know whether the claims 
were for money or might turn out to be 
for property, for in either event they 
would be assessable as credits, though 
these matters would have an important 
bearing in estimating the value of such 
claims. We are of the opinion that the 
claims for loss under the policies were 
subject to taxation.~' 

The term 11 credits" is also defined in Volume 10, "ilords and 
Phrases, Perm. Ed., page 437, as followst 

"* * *'Credit~,• as ~sed in Act No. 170 
of 1898, Sec. 91, pa~. 4 necessarily 
implies the idea of a 'debt' or ogl:tgation 
to pay the amount of the 'c~edit,' and 
'debt• is an unconditional obl16ation 
to pay a sum certain at a future time. 
\:~'hat is a 'debt' on one side is a 
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'credit' on the other, so that t cl..,edi ts' 
can have no broader meaning than 'debts•; 
'credits' being in effect, the mere 
legal right with which one is clothed 
to demand the delivery of money or 
other property in tho f'utu.r.e. * ~~- -tl- *: 
Kansas City Life Ins. Co. v. Hammett, 
149 So. 525, 526, 177 La. 930." 

In the instant case .t by the· terms of the ins trwnen t, the 
certificate holder at the end of each year pripr to the maturity 
date is entitled to receive a. certain cash surrender value upon 
the surrender of the certificate and each year the cash surrender 
value is gr•eater. It is therefore oui' notion that at the time 
the surrender value of the certificate would exceed the amount 
paid in, the excess would constitute a yield in the form of a 
credit and as such the certificate would be subject to a tax of 
47& 'Of such yield. For example, under Article 9 of the sample cer
tificate, at the end of the eighth year the cash surrender value 
would only equal the amount paid in and there would be no yield, 
however, at the end of the ninth yeG.r the cash surrender value 
would exceed the amount paid in by ~~130 .oo which would. constitute 
a ;yield in the form' of a credit exclusive of' any return· of capite.l 
and would b~ a basis for taxing the certificate at the rate of 
4% of such yield. At the end of the tenth ye&r the cash Sl..ll"'ronder 
value vwuld exceed the amount paid in by ~~380 .oo and the taxable 
yield would be ~i380.00 less ~;a3o.oo, the ·arnount paid on the pre
vious yef:.cr. The same procedure would be car•ried out until the 
maturity date of the certificate. ':Chereafter should the certifi
cate holder elect to receive interest on the maturity runount as 
provided in either option HA" or option "B" in Article 12, the 
taxable yield 'ilould be the interest received. 

Section 2 of H.c.s.H.B. No. 868 provides for the payment of 
a tax on intangible personal property for the year 1946 and reads 
as follows: 

":U:Xcept e.s otherwise provided by law, in
tangible personal property having a taxable 
situs in the State of I!Iissouri on tho first 
day of July, 1946 1 shall be subject to a 
property tax. for the year 19•16. Said 'ca:x 
on said intangible pe1•aonal property shall 
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be based on the yield of said property 
during the calendar year 19451 and the 
rate of said tax shall be four per cent 
(4%) of such yield. The person who on 
July 1 1 1946, ovmed the legal title to 
or equitable title or beneficial interest 
in intangible personal property subject 
to this property tax thereon, shall be 
liable for s.aid tax." 

Under the above section a person who had le.gal title or equl t~ 
able t;1.tle or beneficial interest in an investment certificate on 
July 1, H146, woul'd have to pay n tax on the certificate baaed upon 
ita yield in the calendar year of 1945. 

Section 4 of the Act provides for the payment of the tax in 
suceeding years and, in part, roads• 

11 ~Jo * il-~aid tax on said intangible personal 
property for the year 1947 and each suceeding 
year shall be based on the yield of said 
property during the preceding calendar year, 
* * ;~o" 

CONCLUSION · 

It is, therefore, the opinion of this department that an invest
ment certificate of Investors Syndicate of America, Incorporated, is 
an intangible personal prope~ty in the form of a certificate of in
debtedness and as such falls within the taxable classification under 
H.c.s.H.B. No• 868. Persons holding the leGal title or equitable 
title or beneficial interest in these certificates would be required 
to file with the Department of Revenue a tax .return on such property 
any year whenever, on the preceding calendar yenr, a yield was re
ceived in the manner herein described, 

AFPHOVED: 

J. 1!;. 'TAYLOR 
Attorney General 

Respectfully submitted, 

HI CHARD F. THOM1):30N 
Assistant Attorney General 


