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 Although neither a unique 
nor novel idea, taxation in Amer-
ica has evolved into its present 
day form through complex legis-
lative changes, supported by a 
myriad of judicial decisions.
 Right from the start, England 
attempted to tax the Colonies 
out of existence.  A never-end-
ing variety of tariffs and duties 
were imposed in an effort to fos-
ter production in the Old World 
at the expense of Colonial in-
dustry.   For example, the Navi-
gations Act of 1651 required 
that all goods imported into 
England be transported only on 
the King’s ships, albeit unavail-
able to enterprising Colonists.  
This was followed by the Hat 
Act (1732), the Iron Act (1750), 
the Currency Act (1764) ban-
ning the use of paper money 
in the Colonies, the Sugar Act 
(1764), the Molasses Act (1765) 
and the Townshend Act (1767).  
For the most part, each act 
taxed the manufacture and sale 
of the items named in the title 
to the point that Colonial goods 
became prohibitively expensive 
in England, thus discourag-
ing production in and export of 
these items from the Colonies.
 Then, in 1773, in an ef-
fort to support the financially 
troubled East India Company 
and encourage its monopoly 
of the market, the Tea Act was 

passed.  That was the proverbi-
al straw that broke the camel’s 
back and on December 16th 
Massachusetts patriots board-
ed the Dartmouth and off-load-
ed £10,000 of tea into the Bos-
ton Harbor, setting the stage for 
the Revolutionary War.
 Taxation in the post-war era 
now fell under the jurisdiction 
of the newly formed American 
government.  In their debate 
to draft and then ratify the US 
Constitution (1787), our forefa-
thers were embattled between 
the Virginia Plan which sought 
congressional representation 
based on population (thus giv-
ing the South an advantage 
due to its large slave holdings) 
versus the New Jersey Plan 
which  preferred the one-state/
one-vote approach.
 The solution ultimately 
came in the form of the bi-
cameral Congress, with a fas-
cinating footnote:  The House 
of Representatives was given 
the power to initiate tax legis-
lation; the Senate could amend 
and ultimately ratify these laws.  
What may upon first glance ap-
pear as a mere delegation of 
authority and a convenient di-
vision of responsibility was, in 
fact, intended to ensure that the 
authority to tax would always 
stem from the People, not the 
government.  Indeed, no taxa-
tion without representation!
 Surprisingly, post-Revolu-
tionary America continued to 

impose tariff after tariff on its 
citizenry.  But as the coun-
try lay divided between North 
and South, each government 
needed yet more funding.  The 
Confederacy unwisely chose 
to fill its war chest through 
the sale of notes and bonds.  
Debt was soon out of control 
and inflation reached the ex-
orbitant level of 9000% (!) by 
1865, causing prices to double 
every two months.  Although 
the Union also issued notes, it 
managed to raise roughly 21% 
of its war revenues by institut-
ing the first income tax of the 
New World in 1862.  The rate 
was set at 3% on any amounts 
over $600 of taxable income 
and 5% on amounts in excess 
of $10,000.
 With the passage of the In-
ternal Revenue Act of 1863, ex-
cise, sin and luxury taxes were 
introduced and an enforce-
ment bureau was established.  
Within the span of one year, 
4,000 tax collectors were em-
ployed and revenues collected 
increased from a mere $28.5 
million to $300 million.  The tax 
law became so complex and 
returns were so difficult to file, 
that even President Lincoln 
overpaid his taxes by $1,250 
which auditors discovered only 
eight years after his assassi-
nation.  The tax was eventu-
ally deemed to be unconstitu-
tional, repealed, and replaced 
by an inheritance tax enacted 

to help defray the costs of the 
Spanish-American War (1898).  
But this tax, too, was eventually 
repealed (1902).
 Hoping to build its war chest, 
the U.S. government once again 
instituted an income tax.  In 
1913, the state of Wyoming cast 
the 37th and decisive vote ratify-
ing the 16th Amendment to the 
Constitution which specifically 
recategorized the income tax as 
an “indirect” tax; thereby side-
stepping the prohibition against 
direct taxation proscribed in Ar-
ticle 1 of the US Constitution.  
[Thus, you may blame your per-
sonal tax woes on the residents 
of the state whose motto is 
“equal rights”.  Presumably, they 
intended for all of us to have the 
equal right to misery until we 
reach Tax Freedom Day rough-
ly 4½ months after the start of 
each year!]
 Congress was now given 
“the power to lay and collect 
tax on incomes from what-
ever source derived”, thus 
subjecting all sources of rev-
enue—even foreign-earned 
income—to potential taxation.  
Modern-day tax protesters ar-
gue that the 16th Amendment 
was never properly ratified, 
since Ohio was not admitted 
to the Union until after enact-
ment.  In fact, Ohio’s state con-
stitution was adopted in 1802 
but the precise calendar date 
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of admittance to the Union was 
never properly recorded.  Upon 
celebration of its sesquicenten-
nial in 1953, the US Congress 
agreed to retroactively rectify 
the snafu and pass enabling 
legislation to officially record 
Ohio’s statehood as of March 
1, 1803 (long before the ratifi-
cation date of the income tax).
 In the ensuing years, a 
soak-the-rich attitude prevailed 
and tax policies were formulat-
ed accordingly; however, most 

middle class citizens were 
spared due to a generous 
$3,000 exemption.  Ultimately, 
only 2% of all households paid 
the tax.  Instead, much of the 
war effort was capitalized by 
the issuance of bonds, later re-
paid with tax dollars collected 
from corporations subject to an 
excess profits tax and an es-
tate tax instituted in 1916.
 Capital gains taxes were in-
troduced in 1921.  Sales, use 
and property taxes soon fol-
lowed to fund the mushroom-
ing needs of the expanding 
government of the New Deal 

era.  By 1932, these additional 
taxes accounted for 38% of all 
revenues collected.  Never-
the-less, marginal income tax 
rates continued to creep up 
and reached a record high of 
94% by the end of World War 
II!  Thereafter, Republicans 
gained control of both the 
Presidency and Congress and 
rates began to decrease.
 Today’s tax law is based on 
the two major revisions of the 
Code (Title 26) of 1954 and 
1986.  And I’m happy to report 
that the original 400 pages of 
legislation have since ballooned 

to well over 74,000 pages, guar-
anteeing my full-employment as 
a tax advisor for years to come…
Monica Haven is an Enrolled Agent 
and Accredited Tax Advisor as well 
as a graduate fellow of the National 
Tax Practice Institute.  Monica has a 
Bachelor of Science degree in Small 
Business Management with an em-
phasis on New Ventures, a Doctorate 
of Law (J.D.),  and a Master of Laws 
in Taxation (LL.M.) from Loyola Law 
School in Los Angeles. 
 
The information contained herein is for 
educational use only and should not 
be construed as tax, financial, or legal 
advice.  Each individual’s situation is 
unique and may require specialized 
treatment.  It is, therefore, imperative 
that you consult with tax and legal 
professionals prior to implementation 
of any strategies discussed. © 2015 
by Monica Haven, E.A., J.D., L.L.M.
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