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Payments received by Educational Credit Bureau, Inc., 
a Missouri corporation, from students located outside 
the State o~ Missouri are not to be included for the 
purpose o~ determining the tax of that corporation 
under the provisions o~ Credit Institutions Act. 

Jul y 9 , 1953 
J . c. Johnsen 

ur . T. R. Allen 
Supervisor, Income Tax 
Depar tment of Revenue 
Jerterson City. ~assour1 

Dear Mr . Allen: 

Your recent request ror an opinion as to whether the 
Educational Credit Bureau. !nc. 1 is taxable on that part ot 
its income as here~after set out under the Credit Institutions 
Act of 1946. Sections 148. 120•148. 230, incl usive, is at hand. 
Tho pertinent facts are oet ou t below. 

The Educational Credit Bureau, Inc., 1s a ~uasouri corporation 
with ofricos excluaively in Missouri, and it has no agonta, employees 
or property 1n other s tates . I t was organized to assint the 
Arthur J.turray Dance St udios throughout tho Un1ted States in t he 
oporation of their business by providing financing as her einafter 
sot out. Tho Artl~ Murray Dance Studios give dance instruction , 
and many students desire t o purchase instruction an deferred pay­
ment plan contracts. Tho studios- excepting t hose located in the 
state of Missouri• vmich are concededly taxable under t his act• 
in other statos agreo to give dance instruction courses to students 
who agreo to take a definite numbor ot hours of i nstruction without 
t he right of cancel lation and to make payments therefor in accord­
ance wit h inatallmont payment contracts which they and the 
individual studios execute . If tho 1ndiv1dua1 studio desi res. 
it may soll t hose inotallment contracts to the Educational Credit 
Bureau, Inc. 1 who pays the studio an amount equal to 90% or the 
then unpaid balance. of which SO% is paid to t he studio on receipt 
by the Educational Credit Bureau, Inc. of each contract, and the 
remaining 405' is remi t ted whon payment of the full f ace amount of 
t he contract baa been made by the student . If default is mado 1n 
the payment by a student, the studio re- purchases tho contract 
involved without loss to Educational Cr odit Bureau, Inc •• which 
retains 10% of the amounts collected by i t from the student be~ore 
defaulting. \Yhon tho Educational Credit Bureau, Inc. purchases an 
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installment contract from a studio. it intorma the student bJ mail 
that his contract is now owned by it and that the student should 
make his payments directly to the office of the Educational Credit 
Bureau, Inc. in Kclso.D City, "Ussouri, It sends an installment 
payment booklet to the student wherever be may live in the 
Uruted ~tates. and he is instructed t o send slips fro t he booklot 
with his rerJ.i ttances. 

Tho question here is as to whether tho Educational Crodi t 
Bureau, Inc , is liable tor pay.mont of the tax under the .. isaouri 
Crodi t Institutions Tax Act or 1946, -chich said tax is levied 
accor~ to and measured by its net inco~e. Section 148. 150 
RSMo 1949, defines gross incomo as follows : 

" •Gross 1ncoi:J.e • includes all gains. prof! ta. 
earnings ~d other income of the taxpayer 
derived from sources within the state ot 
Uissouri; ~ * ~" 

and not income is defined by subsection 1 of said section to mean 
gross 1nco~e minus certain allowed deductions. 

There are no decided cases in tho Stato ot • ssouri which 
construe this definition as it applies to these t'acts under the 
Credit Institatians Act. However; the Appellate Courts ot t his 
state have construed t he language of t he inc~o tax statutes 
dealing with corporations, Sections !43•030-J.43. 080, RS.io. 1949, 
which imposos a tax on thoir income "!'rom an sources within this 
stat e." This language is so directly related to Section 148· 150, 
RS".o. 1949, previously quoted• that the construction given the 
income tax wording by the courts must be considered. 

Union Electric Compan~ V• Coale . o. Sup •• 146 s. • ·2d. 631. 
was a case in which tho plaintiff taxpayer, a !iasouri corporati on. 
owned stock in foreign corporations troo whie~ it received dividends 
paid fro~ funds derived rro~ operations carried on and capital 
employed in tho do~cile stntos or the corporations paying the 
dividends, and none of tho corporations either employed or had 
any capital in :.Iissouri, nor Ctlrried on any operations or engaged 
in any business 1n ~Iissouri during the taxable period. Defendants 
contend t~ese dividends wore taxablo under the state income tax, 
an~ this suit was brought to abate that a s ses ent . The court 
considered the word "source" as follows : 
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" ebster•a Hew International dictionary, 
2d Ed., defines oourco as ' that from which 
anything comes .forth, regarded as 1 ts cause 
or origin; the first cause; the beginning; 
origin. • Alao, source is defined as •the 
individual, company, or corpora tion 
initiating a payment , a s o.f dividends, 
interest ' , etc. fio~~os • Federal Taxes, 
6th ~d., P• 396, on t he subject of source 
of income says: ' The word "source" conveys 
oiiiy one idea- that of origin. It is defined 
1n tho St~~dard dicti onary as follows : "That 
rro~ which any act, tovo~ent, or effect proceeds~ 
a person or th1n3 that originates, sets in 
~otion, or is a pri- ary agency in producing 
any cour se of action or r e sult; an originator; 
creator; origin. A p l ace where so~ething · 
is found or whence it is taken or derived. " 
This is its natural , or dinary, and fa d litU> 
meaning and it is particularly true that terns 
used in statutes describing objects of taxation 
should be construed &"cording to their popular 
si gnification.•" 

The court then stated t hat the stock ce1~tificatos belonging to 
the plaintiff in the roreign co~panics were nothing more than evidence 
o.f ownership "and neip1 or tho stock certificates nor the shares 
could be the source or the dividend inoo-e . il' In re Kansas City 
Star Co~pany, m. Sup., 142 s. 1. 2d 1029, was quotod: "The source 
of ~ ·l- ,;. ·"·inoo.,e i s the 2!-o.co where it waa ;:roducedn and that 
"taxing otatutes should bo construed ~trict y against the taxing 
authority unless a contrary legislatlve intent ap..,ears. " Tho 
court concluded that 1t could "lot say th~tt th1s inc e· was produced 
in this state, o.nd consequently it was held not to bo taxable under 
tho state inc~e tax law. 

Poti tion or Union Electric Company of Uiaaouri• to. Sup. 161 
s.w. 2d 968. involved the question of whether dividend and interest 
payments to a Ussouri corporation by toro1gn corporations operating 
entirely out side the State of ' issouri wero ine~e roc~ived hy the 
taxpay~r fro~ sources within this state undor t ho inco e t~ statutes . 
The court at l . o. 970. 971. stated as follows: 

"Income consists ot o.n incronse in the econ~ic 
wealth of the taxpayer. The sources from which it 
is derived are said to be three: (A) labor; (B) 
the use ot capital. 1n uhich term we include for 
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conve~ence land; and (C) profits derived 
from tho sale or exchange of capital as­
sets, These l atter represent an accretion 
in the value of vhe assets whi l e they are in 
the hands of the taxpayer. Eisner v. 
mcoober , 252 u. s. 189, 40 s. Ct . 189, 64 

L. Ed. 521, 9 A. L. R. l570; Ao~e s, 10deral 
Taxes , 6th Ed. 1 PP• 396 to 398. It is said 
that the locus of tho sourco of inco~e i s determined 
aa follows : In tho ease of incamo derived from 
labor, it is the place w~lero the labor is 
perto~ed ; in the case of incQQe derived 
fro~ use ot eapita1, it is the place where 
the capital is ampl oyed; and in tho case of 
profits fron tho sale or exchange of capital 
assets, it i s t l ... e place where the sale occurs. 
In re Kansas City ~tar Co., ~6 ~o. 658, 142 
S . \, . 2d 1029; llol~es, •edoral Taxes(6th Ed. ) 
PP• 396 to 398, supra. 

"It is also true that f or many purposes the 
situs of personal p~operty is considered 
to be at the d~icile ot its owner. This 
latt er proposition, however, io purely ficti ­
tious nnd is now li, itod in its application 
to a few cases, principally those regardi ng 
the devolution of estates of decedents and 
bankrupts . Eidman v. !!artinez, 184 u. s. 578, 
22 s. Ct . 515, 46 L. Ed 6ilf Pullman' s Palace 
Car Co. v. Pennsylvania, u. s. 18, 11 s. ct. 
876, 35 L. Ed. 613; i.nn. 13 L. R. A. 7tJ.].; 57 
L. R. A. 523· Tho Income Tax Aet, like all 
other tax statutes, must be construed as 
f avorably as possible to the t axpayer and 
strictly against the tnxin3 authority. 
Artphone Corporc.. tion v. Coale, 3h5 T !.'~o 344, 
133 ...,. \, . 2d .343 • F. Burkhart llanuf'acturing 
co. v. Coal e, )45 uo. 1131. 139 S. \ • . 2d .$02. 
In tho .field ot inco~e taxation in particular 
it is important to penetrate beyond legal 
fictions and acade~c jurisprudence to the 
ecano~c rea1ities or tho cases. It is conceded 
that the actual oxpendl t ure of labor and the 
ac tual use of capital which gave rise to 
t he incane represented by these dividends 
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took place outside tho state of Missouri . 
We are f orced to the conclusion therefore 
t hat the source of this 1nco~e was outsido 
t he state and the dividends received by the 
taxpayer shou1d not be included in its 
grosD inco~e for the purpose of computing 
1 ts tissouri inccrn~e tax. \,e believe t hat 
Division No. 1 or this court in t ho case of 
Union Electric Co. v. Coale, 347 Mo. 175, 
l46 s. r. . 2d 631, supra- reached a proper 
conclusion. That conclusion is, we t h ink, 
in complete haroony with t hG other recent 
decisions o! this cou.rt o..."l.d In ro Kansas 
City Star Co., 346 o. 658, 142 s.r . 2d 
1029, sup~a ; Art?phone Corporation v. 
Coale , 345 ro• 344, 133 s. , • 2d .31~3 , supra; 
and F. Burkhart 'anufacturing Co. v. Coale , 
345 :Io. 1131, 139 s . ... 2d 502, supra. 

Further, 1n considerin3 t 1o interest payments on bonds of a 
forei gn corporati on hold by the taxpayer in ~1ssour1 , the court , 
in the above case at l . c . 971 said : 

" ~ + *The nature and characteri3tics of intorost 
payments cannot be chan3ed by the tact that the 
dob t upon which such interest is paid is ovldenced 
by a bond. The character of the dobt re,ains 
the saoe Whether the fact of 5ndebtodne ss is 
recorded in an inst~~1ont called a band or in a 
prot:ds!lory note or a ~tore open account . llor is 
i t of import~1ce that t he debtor ls a corpor&tian 
ruther thnn an in'iividual. :i'he .)asic fncts are 
these : 'l'hat tho tax:;Jayer lent n1ono:r t:> a 
pe~san in another state ~ioh wau used h7 ~hat 
person 1n t he other state and that che taxpayer. 
as an inci dent to such loan. nas paid interest . 
It r.w.y be contended here that the inte:r•ost was 
payable in U!ssCJuri becauoe unless the pt4rtios 
to a contract other~se agrco all pa~nts are 
to be r_ado at t he do::tic11e or business place of 
the cre ditor . Rut an examination o= t he decision~ 
previously cited shous t hat the actual place 
where inco~e pa~~onts aro ~Jrncd over t o tho 
taxpayer is not dc~ermnative of tho source or 
the income. For cx~le 1n the case of In r e 
Krulsas City Star co., .34~ Iro. 6!)8, 142 s . ''• 2d 
1029. aupr a . t ho taxpayer ' s inc~e eonsiated 
largely or the pr i ce or subscriptions to ita 
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newspapers and money paid t o i t by advert isers . 
Most of these items woul d finally reach t h e 
hands of t he t axpayer at its office in Missouri. 
Yet this court held that such portion of t h is 
inc ome as was derived fro~ transactions outside 
the state, that is from a sale of its publications 
outside of Miss ouri, was not taxable . A~ain a 
simil ar hol ding was made by t he Board of Tax 
Appeals in the case of Appeal of Standard Mar i ne 
Insurance Company , Limited, 4 B. T. A. 853, supra. 
These decis ions and others like them make it pl ain 
that t he mere point where pa,ment r eaches t he hands 
of the taxpayer is not determinative of the source 
of t h e i ncome . In the case of State ex rel . 
Manitowoc Gas Co . v . Wiscons in Tax Commi ssion, 
161 Wis . 111, 152 N.w. 848, supra, the Suureme 
Court of Wisconsin held t hat income paid in the 
form of interes t by a Wisconsin corporation to 
bondholders i n other states was not taxable in 
Wisconsin. We are unable to agree with the 
r easoning of t his case, however . We t hink that 
the source of the income i s the person payi ng 
the interest and not the mere bond its elf , 
which i s only an evidence of t he indebtedness. 
It t herefore follows that the interest payments 
must be tr6ated 1n the same manner as the di vidend 
payments, and what we ha . e said in regard to 
dividends will l argely appl y also t o i nterest . " 

In the request at hand t he dance instruction is gi ven entirel y 
by the studios located 1n other stat~s to s t udents who r es i de in 
s tates other than Missouri. The students pay for the l essons wit h 
f unds made i n their individual callings in foreign s tates . The 
obligation is on the studios t o furnish t he dance instruction, 
and Educational Credit Bureau, Inc . assumes no responsibility t herefor . 
The installment payments are made by the students through the mails, 
and if default is made the s t udio whi ch entered into the contract 
with the student repurchases it . It is true t hat t he Educational 
Credit Bureau, Inc . operates a goin~ business based on the fore-
going facts and that i•places of business are located exc l usively in 
Mi ssouri . However , the determinative i ssue h inges on the wording of 
applicabl e statutes and the construc t ion given them by the decided 
cases and the income tax statute and the construction pl aced on 
it by the cases quoted herein woul d seem to be determinative of 
t he issue here involved. Probably the closest relationship between 
the decided cases and t he situation involving the Educational 
Credit Bureau, Inc . was found in the cas e of Peti tion of Un i on 
Electric Company of Missouri, infra, concerni ng interest on bond4 
of a foreign corporation hel d in Missouri by this Missouri 
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corporation. The interest is payable on t hebonds, irrespective ot 
earnings, as are the payments on these Lnstallment contracts. The 
source of the income in that ease was held to be the person paying 
the interest and not the bond 1 tselt, which the court said was only 
an evidence of the indebtedness. Tho source by analogy 1n the 
present situation is the person contracting with the Arthur Hurray 
Dance Studios for the dancing lessons, who agree to pay ther<for 
by installments without right of cancellation. 

CONCLUSION 

It is the opini on of this office that the installment payments 
received bJ' Educational Credit Bureau, Inc •• a Uissouri corporation, 
trom students located outside the State ot Missouri for dancing 
lessons given by Arthur J.lurray Dance Studios in states other than 
ARssouri aro not to be included as 1nca.ne for the purpose ot 
determining the tax of that corporation under the provisions of the 
Credit Institutions Act of 1946, since those payments do not 
constitute income "derived tram sources within the State of 
Missouri, " as provided by that act. 

This opinion which I hereby approve was written by my 
assistant Ur. J . Robert Tull. 

JRT:mw 

Yours very truly, 

JOHN !!. DALTON 
Attorney General 


