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The commlttee met at 2 o’clock p m., pursuant to adjournment,
:ln r:())m 410 Senate Oﬁice Bmldmg, Senator James Couzens (presi-

en

Pregent: Setiators Couzens (chali'man), Jones of New Mexico,

and Ernst. .

Present also: Earl J. Davns. Esq uud L. C Man«on, Esq., of
counse! for the committee. : - :

Present on behalf of the Bm'eau of Internal Revenue: Mr, C, R
Nash, assistant to the Commissioner of Internal Revenue; Mr.
Nelson T. Hartson, solicitor Internal Revenue Bureau; Mr. S.
Greenidge, head Engineering Division; Mr. W. -C.: Tungate, chief
Consoli ated Audit, section H.; Mr. W S. Tandrow, ,valuatlon
angineear. :

r. Manson. The next group of matters to be presented to this

committee will deal with the matter of amortization of war facili-
ties, and that the committee may have before it the provision of the
law and some provisions of the r %'ulatlons which apply generally
to all casés of this character, I will read them at this time. -

Senator Ernsr. What are you going to read first?

Mr. Manson. I am go ng to read section 214 (a) (9) of the act.
This is the act of 1921: .

That in computing net income tlnere slmll be allowed as deductlons'

(9) In the case of buildings, machinery, equipment, or other facilities, con-
structed, erected, installed, or acquired, on or after April 6, 1917, for the
production of articles contributing to the prosecution of the war agalnst the
German Govern went, and in the case of vessels constructed or acquhied on or
after such date for the transportation of articles or men contributing to the
prosecution .of such war, there shall be allowed, for any taxable year ending .
before March 8, 1024 (if claim therefor was made at the time of flling return
for the taxable year 1918, 1019, 1920, or 1921) a reasounable deduction for the

- amortization for such part of the cost of such facllities or vessels as has been
borne by the taxpayer, but not again fncluding any amount otherwise allowed
under this title or previous act of Congress as a deduction in computing net
income, At any time before March 8, 1924, the commissioncr may, and at the
request of the taxpayer, shall, reexamme the return and if he then finds as’
o result of an appraisal or from other evidence that the deduction originally
allowed was incorrect, the income, war-profits, and excess-profits taxes for
the year or years affected shall be redetermined and the amount of tax due.
upon such redetermination, if any, shdll he ‘paid upon notice ‘and demand by
the -collector, or the amount of tax overpaid, if any, shall be credited or
refunded to the taxpayer in accordance with the provisions of sect':l:g 252."
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I now desire to call the committee’s attention to article 183 of
Regulaticns 262, issued by the Treasury Department governing
amortization allowances:

The taxpayer may deduct from gross income ft reasonnble allowance for
amortization of the cost of hulldip§q,, machinery, equipment, or other facjlities
_ constricted,; -etectéd, ihstalled, of dcquired on or: after April 6, 1017, far the

production of articles contributing to.the, prgsecution of the war agninst the
German Government, and of vessels constriated or acquired on or after such
date for the transportation of articles or men contributing to the prosecution
of such war. e e

The allowance may be deducted only by taxpayers who after April 6, 1917,
have constructed or othemvise aeguired plarnt or other facilities for the actual
production of articles contributing to the prosecution of the war. It is not
-sufficient, to entltle the taxpayer to the allowance, that the nature of his busi-
ness i such us to contribute: to thd preduction of articles, For example,
.a taxpayer, auch as a railroad, whose business activities are confined to
transportation (other than water transportation) is not entitled to the allow-
.unce. A taxpayer, the nature of whose business is the actual production of
articles, however, ‘nmay claim the allowance with respect to the cost of .all
balldings, machinery, equipment, or' other facilities which were constructed

Zor use or which were vied in -eonnection with. the produetion of such articles, -

both in the acquisition und transportation of raw material, the actual procegs.
of manufacturs or other conversion, and the transportation and murketing
of the finished product. v o ' )

In the case of facilities the construction, erection, installgtion, or ‘acinitsié-

tion of which was commenced before April 6; 2917, and completed subsequent
to that date amortization will be allowed with respect only to that part of
the cost incurred on or after April 6, 1917, and which was (or should have
betzn) properly entered on the hooks of the taxpayer on or after that date.
. Article 184 reads; -~ = .. S
The total amount of the amortization allowance is the differcnce between
the original cost of the property, {f construcved, erected, instelled, or acquired
on v after April ¢, 1917; or If acquired partly before and puartly after April
6, 1017, then that part of the cost incurred on or after April 6, 1017, and
properly entered on the books of thé taxpayer en or after that date, leas any
anjounts deducted for.depreciation, losses, ete., prior to January 1, 1018, and
the value of the property on either of the bases indieated below: . .
(1) In the case of property which has been sold or permanently discarded,
or'which will be gold or permanently discarded before March 8, 1924, the value
shall be the actual sale price or estimated fair market value as of the date
when the property was or will be permanently disc?ded plus a reasonable
allowance for depreciation in case the property is used in the taxpayer’s busi-
ness after the cloge of the amortization period. Such fair market value shall
be established by investigation of engineers of the Burenu of Internal Revenue,
it such investigation is deemed advisable. S ‘ :
(2) In the case of property not inetuded in (1) above, the value shall be
the. estimpted value of the taxpayer in tevms of its actual use or employment
in’'his going business, such value to be not less thun the sale or salvage value
of the property and not greater ‘than the estimated cost.of replacement under

normal postwur ~onditions less' depreciation and depletion. Upon the basis of.

the costs prevalling at the:latest pre-war date at which a reasonaably normal
market existed, the commissioner shall in respect of hasic material .and labor
costs determine and publish ratios of estimated postwar costs of replacement,

and 'a taxpayer shall use such ratlos.in computing & claim for a tentative.

allowance for amortigation. Such tentative allowiance may be redetermined
on or before March 38, 1924, at the request of the taxpayer or by the com-
miasioner, 4 S o R :

Speclal record of all property. falling In (1) above, must be preserved by the
‘taxpayer, and the commmissioner must be notified with the next tax return (a)
if, aiter having been in. good faith permanently discarded or dismantled,
praperty shall In any cuse be vestored to use because of conditions not foreseen'
or antlcipated at the time it was disearded; or (b) of the seliing price, {8 sold.

" R ) X N g . . . ' .. L
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. In order to make clear what that regulation means, roferring to
Regulation 184, counsel have prepared a few simple illustrations
which it is believed may help the committee or anyone else reading
this record to understand it. : L ‘

1. Suppose, in 1917, a manufacturer of automobiles installed
equipment. for the production of soldiers’ helmets. Thig equipment
is of nc use for the postwar production of automobiles. - It is sold
for scrap. The difference between the cost and the scrap value of
this equipment. is a loss which is deductible as amortization.

2. A manufacturer of motor trucks increases his factory capucit
during the war by the addition of buildings and machinery whic
can be used for the postwar production of trucks. The pre-war
equipment is sufficient to meet the postwar demand for production,
and the war equipment is not used for postwar business. In this
case the additional war investment is unnecessary and is a deducti-
ble loss down to its salvage value. ~

3. In the latter case, assume that the demands for this manu-
facturer’s trucks is such that one-half of the additional war facili-
ties are useful to him for war production, the loss of the useful
value of the war facilities 1s 50 per cent. '

4. If the cost of these facilities during the war was 20 per cent
higher than the postwar cost of reproduction, this manufacturer has
suffered a loss of 20 per cent of the cost, regardless of the extent
to which they may be useful for postwar purposes. -

5. Suppose war facilities costing $100,000 can now be reproduced
for $80,000, and the postwar business of the manufacturer required
but. 50 per cent of the additional capacity, a $40,000 investment
woluid meet his postwar needs, and his loss is $60,000, less the residue
value, : ' . '

The first of the amortization cases which will be brought to your
attention is the claim of the Berwind-White Coal Mining Co. This
case was originally brought to the attention of the committee by
Mur. J. P. Moore, who appeared as a witness before the committee,
and whose testimony is given in Part I, beginning on page 184, .

- From Mr. Moore’s testimony it appears that he was an employee
of the Burean of Internal Revenue, as an engineer in the appraisal
section, that he*was one of two engineers to whom the-investigation
of this claim was assigned, and that he made a field examination,
as u result of which he and his associate engineer found the property
t(ﬁ be (i]n full use, and recommended that the entire claim be dis-
allowed. ‘ : .

Mr. Mocre made some other statements in his testimony at that
time which appear to ba hearsay, and I will therefore not again call
them to the attention of the committee.: :
: Before calling Mr. Parker, the engineér of this committee, to give
the details of this examination of the records of the degartment, I
wish to call the committee's attention veriy briefly to the ultimate
facts which your counsel expect to establish. ' B

, This claim is for the amortization of an’ electric power plant of -
10,000 kilowatts capacity, the construction of which was started in
June, 1818, and  which was finished and put into operation in the
spring or early summer of 1920, ‘The cost of this plant was $825,-
722.44. The amount of amortization aliowed was $378,401.12. ‘This
allowance was based upon the theory that but 52.6 per cent of the
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capacity ‘of this plant: was required: by the Berwind-White Coal
Mining Co. to. meet ity postivar'needs. -We expect to show you that
70,'and more likely 80, I;:e’r cent of the capacity of this plant was in
actual use at the time the amortization was determined.
. The.prewar equipment of the taxpayer consisted of three power
plants, with an aggregate capacity of 9,000 kilowatts. These three
power plants were -antiquated and had reached the end of taeir
usefulness, as is shown by several facts. The first is that, as soon
as the new plant was. finished and put into operation:the old plant
was abandoned and written off the books down to scrap value. The
second fact is that, based upon ihe rates of depreciation.allowed
on this plant during the war period, the plant would have been
written off the books long before the construction of the new plant
was started. ‘In other words, this company, if allowed depreciution
at the rates at which it was actually allowed over the life of this
glant, would have been compensated for this plant before they
uilt the new plant, or what is known as the war plant. Imme-
diately: upon the war plant, the plant upon which amortization
was allowed, going into ~operation, the company added another
10,000 kilowatt unit to this plant. In other words, subsequent to
the war and after the plant on which depreciation was allowed
had been completed, another plant of equal size was installed by
the company and’ put into operation as a reserve plant for the war
plant, and the original pre-war plant was entirely discarded. :
Mr. Manson. I will call the attention of the committee at this
time to the. fact, which will be established, that prior to the building
of the third wnit— . .
. Senator Ernst. Mr. Chaifman, Senator Watson asked me to

say to you that the Committee on Committees meets this afternoon; * J

and there are so many Senators wishing to see him' with reference
to their places on that comimittee that he can not possibly get away
to attend this session. ‘ _ ' o
. The CuammyaN. That is all right. Proceed, Mr. Manson."

Mr.- MansoN. Subsequent to -the examination' of this -plant by
the first teams of engineers, of which Mr. Moore was one, a rein-
vestigation .was made by two other engineers, ons of whom was «
man named-Swaren. - They made a detailed report of their findings,
which is the last field examination made on behalf of the Burean.

:According to their findings, they determined that the connected
lond on this plant at the date of their examination was' 18,198 kilo-
watts. I would eall the attention of the committee to the fact that
after the abandonment of the pre-war plant, the total capacity of
the war plant and the postwar plant was 20.000 kilowatts, and that
the estimated peak load as of March 3. 1924, was 9,500 kilowatts.
¥f I do not make myself clear as to what I mean by that, T shall
be very glad to go into it further. But this fact goes to show that
the: peak load to be ex?ected of this 10,000 kilowatt war plant was
within 500 kilowatts of its rated capacity. '
" The Crammmax. In other words, 95 per cent?

Mr. Manson. Ninety-five per cent. ~ - g
-, Mr. Swaren and his associate’ engineer also found that there was
a constant annual increase in the amount of current requirement, -
or in the amount of electrical energy required by the Berwind-

&
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White Coal Co., which averaged 450 kilowatts per annum; so that
as of March 3, 1924, the date as of which: amortization must be
determined, this plant had slready reached a‘egeak load of 95 per
cent-of its rated capacity, and its  entire rated dapacity could be
expected to be reached ‘within one year. - Co ' =
‘e expect to establish that it would not be good business or engi-
neering: practice to install any smaller unit under those conditions
than a.10,000-kilowatt unit, leaving war conditions entirely out of
consideration. o o : T
The fact that the total capacity of the generating equipment of
this company as of the date amortization was fixed was' 20,000
kilowatts is due entirely to the fact that subsequent to the war and
subsequent to the completion of the plant on which amortization
was allowed, an additional 10,000-kilowatt unit was installed by the
company, - S ‘ ' e '
. At this point I desire to call the committee’s attention to a ruling
by the Treasury Department which deals with this question. T do
not know that I am exactly accurate in calling this a ruling. "It
is headrd I. T. 2101. What does that mean? ot

- Mr. Harrson. ‘That is an income-tax ruling, Mr. Manson.

- Mr. Manso~. Igee, - v ‘ o
_ Mr., HarmsoN. Promulgated by:the Income Tax Unit of the
Bureau: of Internal Revenue for the guidance of the employees in
that unit, and also for the information of persons dealing with the
unit. It is not a Treasury decision, promulgated by the commis-
sioner, with the approval of the Secretary. ' ce '

Mr. Davis. It is acted upon like a decision, is it; Mr. Hartson? '
Mr. Harteon. Yes; it is generally used by the nnit as authority
for guiding them in subsuquent cases of a like nature. =~ = -

- Mr, Manson. The ruling that I have referred to reads: ,

In determining the value in use for the purpose of amortization deduction,
it Is necessary to determine such value as to the specific facllitles erected or
acquired for production of articles contributing to the prosecution of the war,
and in doing go it must be determined, first, whether the specific factlities are
being used 'to their full, normal capacity, and, second, whether such capacity
I8 needed for the postwar business, L, R TREE .

When a taxpayer has and uses in postwar years not only the facllities
acquired during.the war but additional facilities subsequently acquired for
the same uses and purposes and ox ‘substantially the same charneter as those
acquired during the war years, it is prima facle evidence that any reduetion
of value in terms of use of the war facllities was caused by the overexparsion
In postwar years, and not as.a result of facilities not being useful and needed
to full, normal capacity for postwar business, . - ST

If the committee desires, I will read this w}ioﬁaruling, but i¢ is
my opinion that the meat and substance of it is st
tion of the syllabus which I have read. _ o .

Counsel maintain that this ruling applies to the situation in the
Berwind-White Coal Mining. Co. case. : L

To recapitulate briefly our position, we maintain that the facts
show that the pre-war plant of the Berwind-White Coal Mining Co.
had reached the point where good business required it to be scrapped
at or about the time the war plant went into operation; that the
total capacity of the war plant was required to meet the demand
existing as of March 1, 1924, and that demand, which could be
reached in such a near future, would require under good prictice. the

ted in that por-
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installation of a unit.of this size, and that any excess vapacity, in
the electrical generating equipment of the Berwind-White Coual
Mining Co., is %lqe to overexpansion subsequent to the war. :

We do not believe there is any excess capacity. ' In every power
plant where a constant demand is being made upon the nlant, as in
the case of a mine where current is required for ventilation and
pumping, as well as for mining operations, the plant can. not. be
closed down, and reserve units, even though not constantly in opera-
tion, are just as essentially a part of J)ower-plant equipment as units
that are actually revolving and producing electric current in order
that they mafy there to supply the required current in case of a
breakdown of one of the operating units,

It appears that the war plant consisted of two 5,000-kilowatt
units. The third unit added after the war was a 10,000-kilowatt
unit. It appears that an effort was made to buy a 5,000-kilowatt
unit for this third unit, but it was found that a 10,000-kilowatt unit
rould be purchased at that time, under the conditions existing, as
cheaply as a 5,000-kilowatt unit, and for that reason the 10,000-
kilowatt unit was installed. : :

Under all of these conditions, the last installation was a mere
inst~llation of the necessary reserve capacity to take care of a case
of accident or shutdown to a plant which was only adequate to meet
the peak load which it was then carrying and such additional peak
load as coyld be expected to be placed upon it within one year.

I will ask Mr. Parker to be sworn,

The CramrmaN. At this point I would like to ask whether it is the
counsel’s contention that no amortization should be allowed, or only
a part of it? - ' . . N

r. Manson. It is my position that this taxpayer was entitled to
amortization equal to the difference between the war cost of this
plant and the post-war cost. It is not my opinjon that this tax-
payer is entitled to any amortization due to lack of use or loss of use.

The Cuamsran, Have you reduced that to dollars and cents?

Mr. MaxsoN. I have not. I expect the engineers can do so.

TESTIMONY OF MR. L H. PARKER, ENGINEER

Jhe witness was duly sworn by the chairman.)
Mr. Manson. State your name, Mr. Parker.
- Mr. Parker. L. H. Parker.

Mr. MansoN. You are a resident of Philadelphia, I believe?

Mr. PArRkER. Yes, sir.

Mr. Manson. You are an cngineer?

Mr. Parxer. Yes, sir.

Mr. Manson. What school did you graduate from?

Mr. Paunker. Massachusetts Institute of Technology.

Mr. MansoN. How long have you practiced engineering?

Mr. Parker. Nineteen years. '

Senator Ernst. Are you actively engaged in business now in Phil-
adelphia? ' T ,

Mr. Parkei. No, sir.

‘Senator Erxsr. Where are you now?

Mr., Parger. I am with the Senate committee. T took leave of
absence from my business. I was in a partnership there, engaged
in valuation work. We have discontinued the partnership, in fact.
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Mr. Manson: You are now engaged solely as an employee of this
committee! = ' - o o '

Mr. Parkrr. That is correct.

Mr. MansoN. As its chief engineer?

-Mr. Parker. Yes, sir, ' ‘ '

Mr. Manson, Have you made an examination of the records and
files in the engineering division of the Income Tax Unit with réfer-
ence to the amottization allowance made to the Berwind-White Coal
Mining Co.? ' , '

Mr. Parker. Yes, sir. .

Mr. MansoN. You have made a report to the attorneys of this
committee as to your findings in that connection, have you?

Mr. Parker. Yes, sir.

Mr. Manson. Will you refer to that report and describe the pre-
war power plant of the Berwind-White Coal Mining Co., and the

lant ;vhich was installed during the war and the subsequent instal-
ation '

Mr. Parker. Yes, sir. The taxpayer’s pre-war power equipment
consisted of three separate and distinct plants in three separate
power houses, with a combined capacity of 9.000 kilowatts. ‘

Power house No. 36, built in 1904, boilers installed in 1904, two
400-kilowatt generators installed in 1908, and one 1,000-kilowatt
generator installed in 1911, bringing the total of this power house
to 1,800-kilowatt. R K

Power house No. 40, built in 1908, six boilers installed in 1906
two boilers installed in 1910, one 1,000-kilowatt generator installed
in 1911, two 350-kilowatt generators installed in 1906, a total of
1,700 kilowatts. .

Poiwer house No. 35, built in 1909, eight boilers installed in 1909,
four boilers installed in 1918, two 1,000-kilowatt generators installed
in 1909, and one 3,500-kilowatt generator installed in 1913, a total
of 5500 kilowatts. Total kilowatts in pre-war plants, 9,000.

Mr. Manson. Now, give us the amortized plant. -

.+ Mr. Parker. In June, 1918, the taxpayer began construction of &
new power house and ordered certain boilers and generators neces-
sary for the construction of a 10,000-kilowatt power plant consisting
of two 5,000-kilowatt generators and six 823-horsepower boilers.
The total cost of this new plant, which is the plant on which amorti-
zation is claimed, was $825,722.44. The date of completion is not
found on the record. 'The date of last payment for equipment was
October 29, 1921, and on December 31, 1919, there was $26,200.09 of
expenditures not yet entered on books. We assume plant was ready
for practical operation about the spring of 1920. ' :

We concede that taxpayer increased his plant at least partly,’
although not wholly. for anticipating war demands: undoubtedly,
he also had in mind that his lﬁ'e-war plant would soon be worn out,
as shown by age of same. He also produced coal, an article ad-
mitted to be essential for the prosecution of the war.

, Some time in 1920 another new unit, capable of producing 10,000
kilowatts was installed. No amortization is claimed on this unit.

Mr. Maxnsox. Will you describe to the committee what engineer-

- ing investigations were made, as disclosed by the records of the unit ¢

92019—25-—pT1 6——2
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. Mr. Pagxer. After the filing of the second amended schedule by
the taxpayer for $519,077.55 as shown above, Engineers Woolson
and Moore, of the Income Tax Unit, were.assigned to the case, and
after a field examination handed in a report, ynder date of May 19,
1922, recommending a total disallowance of this claim -on the basis
that the facilities on which amortization was clairsed. were one hun-
dred per cent in use.. . ... R

Thc‘taxphayer‘imtested this determination and requested a rede-
termination on the basis of brief, noted above, dated August 21,
1922. Engineer J. W. Swaren was then assigned to the case and
after a field examination reported on Qctober 1, 1922, recommending
that taxpayer bo allowed a total amortization for years 1918 and
1919 in the sum of $176,953.25, based on 80 per cent in use.

On November 18, 1922, without a new field examination, a very
brief supplemental report was filed by Engineer Swaren, containing
no new facts, except the discovery of an error ‘of approximately
$9,000 recommending the allowance of $373,401.12 as the total amount
for 1918 and 1919, based on 52.6 per cent in use. This is the last and
ﬁm}}tvalue_in the case and was used by the auditors in making final
audit, . . oL .
. . Finally a certificate of overassessment was issued by the bureau,
allowing a total overassessment of $501,111.02 in tax.” We are ad-
vised by auditors that this refund has probably been made since the
certificate was signed by the commissioner on March 26, 1924, but
we have not verified this. In this refund is included the amortiza-
tion adjustment and. other changes. R T _

Mr. Manson. I would like to ‘ask whether that;certificate of. over-
assessment is among the papers that the bureaun has here. .

. Mr. Harrson. I think, certainly, a copy of it, Mr. Manscn, would
be in the files. You referred to the certificate of overassessment? .
- Mr. Maxnson. Of overassessment; yes. o :

Mr, HartsoN. Yes. Coo ¢

Mr. Maxson. I would like to have that produced. S
. Subsequent to these reports to which we have referred, there is a
record of a conference, 1s there not?

Mr. Parxer, Yes, sir. - . : .

Mr. Maxgson. Will you state what that record discloses?

My, Parker. There is a conference report in the record, which
states that: SRR

The tuxpayer also contends that the plant as a whole is only 70 per cent in
yse As against 80 per cent computed in the englueer’s veport.. On this point
i¢ was agreed that additional data would be submitted and if the information is
as cluimed by the taxpayer's representatives, the conferees will recommend that
the value in use he reduced to 70, ‘

My, Maxsox. Does the vecord show who attended that conference?
- Mr, Parker. Yes, sir. The above conference. was held under date
of October 30-31, 1922, . The taxpaver was represented by R. G.
Wilson. attorney in fact:. C. W. Parkhurst. consulting electrical
engineer; A. C. Middleton, treasurer; and D. Badger, accountant,
of Ernst & Ernst. Do - : '
- The department was L'egn'cscnted by J. C. Hering, conferce; J. W.
Swaren, engineer; and C. F. Rhodes, conferee.
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- Mr. MawnsoN. Now, did you find that any additional ovidence
was submitted to the Income Tax Unit relative to-the percontage
oft\hlslglantm use after that conferencef . .-« .0
.. Mr, Parxer. The only such evidente was & brief submitted ‘b
the taxpayer, the only new matter in which was included the fol-
lowing quotation: L S R
It was early recognized after the erectlon of the two 5000-kilowatt units
that the three plants covering. the 9,000 kilowatt equipment could not be
economically operated in connection with the additional capacity as repre-
sented Ly the central station, and therefore a 10,000-kilowatt machine was
installed in the central station to replace, upon completion, the three old
plants, which, as stated before, had a comhine@ capacity of 9,000-kilowatt.
Not until the 10,000-kilowatt machine was instalied ready to operate were
the three old plants abgndoned. Thus, 18 {8 obvious that the normal pewer
plant capacity was 9,000-kilowatt and the war capacity 19,000-kilowatt,
Mr. MansoN. Read what is stated on page 9 of your report.
Mr. Parxer. We have quoted above from a brief from the tax-
payer dated November 8, 1922, that statos in substance that he in-
stalled the new 10,000-kilowatt unit in 1920 to replace the old 9,000-
kilowatt pre-war plant. Yet he states on page 17 of his amended
claim, submitted October 1, 1921, that—- : :
The operating costs of the three old plants made it prohibitive to main-
tain them for reserve power, necessitating three crews in readiness to operate,
therefore, as a provision for spure capacity the Berwind-White Conl Minlug
Clo, plunned to install sin additional 5,080-kl!owatt unit which would have been
ample with the available flexibility 6f operation at hand. * * * The
installation of the additional 10,000-kilowatt generator being made solely
because this unit could be bought from the Norfolk & Western Railroad Co.
for less than the price of a new 5,000-kilowatt machine. = L
Further, see page 3 of Exhibit D, in which taxpayer states, in
re the 10,000-kilowatt machine, “ which machine was purchased by
us as a ‘spare’”, o )
It would seem apparent that when the taxpayer in April, 1920, dis-
carded his 9,000-kilowatt pre-war plant, which was practically worn
out, and in addition to the 10,000-kilowatt plant (which it is desired
to amortize) built an addition to this new power.house and installed
another umt of 10,000-kilowatt, it would be the very best of evi-
dence that this war plant, which he claims is only 36.8 per cent in
use, was very nearly, if not fully, in 100 per cent use.  The only
possible claii. héing on difference in war and post-war prices and a
possible slight ciiange due to inadaptability of size of units. It is
a recognized fact in proper power plant design that considerable
spare or reserve capacity must be available so.that one unit at least
may be shut down. S . oo
’lxo sum up: From the above consideration, and others which we
omit through hope of reasonable brevity, it appears from the data
that the taxpayer had an old 9,000-kilowatt pre-war plant nearly
worn out (as proved by his own rates of depreciation given later).
He built a new I0,000-IZiIowatt plant, which he completed after the
war period. This plant replaced, or could have replaced, his old
plant, and in fact was put In immediate use (see- Exhibit A, p. 7),

“because of better operating efficiencies, as rapidly as the new units

were ready for operation, the load was shifted, and the old stations
were shut down. Plant No. 35 was the last shut down.” Also,
certain plans were made in 1920 for electrification of mining proper-

4
1
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ties, which plans were subsequently abandoned, but which influenced
the purchase of the new 10000-kilowatt unit. in addition to the
advisability of spare capacity. f '

Further, the old pre-war plant, as proved by auditor’s report, was
written down to salvage value in April, 1920, at about the time the
plant on which amortization is claimed was completed—a write off
amounting to $139,545.70. .

Mr. Maxson. I now call your attention to the allowances for de-
preciation as stated by you on page 9 of vour report. Will youn
state at what rate depreciation was allowed to this taxpayer for the
years 1918 and 1919 on power plants? (See supplement following
case, p. 1332.) :

Mr. PArRkrer, They allowed the taxpayer on steam plants a rate
of depreciation of 10 per cent. on electvic plant 15 per cent, and
on the buildings 5 per cent. ' '

Mr. MansoN. As a practical matter, does the building housing
a power plant exceed the life of the power plant itself?

r. Parger, Well, that is pretty hard as a general question, be-
enuse other things come into it. I would not say always, but usually
the buildings do not have any longer life than the equipment if it
is & growing business. It makes all the difference in the world
whether it is a growing business or whether you can install new
units in the old house or type of construction.

Mr. Manson. Is it customary to install new electrical generating
Hnits i’n old buildings, even though the buildings are in good con-

ition 4

Myr. Pagrker. I think it is if they are lnrge enongh, but that is not
generally the case. -

Mr. MansoN. Electrieal generating equipment is incrveasing in |
size very rapidly, is it not?

My, Parker. It usually is. It is the exception rather than the
rule, I would say. where you do not build a new’ power house when
you are putting in completely new electrical units.

Mr. MansoN. From the size of the units in the old power plant,
are you able to form any opinion as to whether or not those old
power houses would have been fit for use for the new units that
were installed during the war?

Myr. Parkenr. In this case they would obviously not have been fit
for use for the new units, because there were three separate power
houses. any one of which did not have a capacity equal to one unit of
the new plant. .

Mr. Mansox. In that case the life of the buildings would not
exceed the life of the clectrical installation, wounld it?

Mr. Parken. No, sir.

Mr. MansoN. Now, apylying the electric power plant rate of
15 per cent to the life of the equipment in the old power plant.
would the old power plant have been written off the books before
the war? '

Mr. Pavkenr. Yes, sir.

Mr. MansoN. 1 believe you stated that the report of Kngineer
Swarin ix the last engincering report of an examination made on
this property by the bureau?

Mv. Parker. That is correct.
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Mr. Manson. Have you prepared a summary of that report, giving
verbatim such parts of it as yon deemed material to the matters of
amortization ¢ :

Mr. Parker. Yes, sir. I have collected thoge extracts that seemed
pertinent,

Mr. Manson. Will you now read them into the record?

Mr. Parxer. These ave the extracts from the report on the re-
determination of the amortization claim of the Berwind-White Coal
Mining Co., Philadelphia, Pa., submitted October 21, 1922, by J. W.
Swarin, engineer: '

Amortization clnims: In its original 1018 tax veturn the taxpayer took a

deduction under Schedule A-10 of $257.608.16, and in its 1919 return took a
deduction under Schedule A-20 of $36,500.10,

Senator Jones of New Mexico. What are those schedules, so that
we may have that information in the record in this connection.

Mr. Parker. Those schedules refer simply to the record form of
return, as required, by every individunl, as well as corporation, in
reporting income tax. ‘

The Camsan. It is for depreciation?

Mr. Parker. Some schedules cover depreciation.

The CxaAirMAN. Yes; but the Senator wants to know what this
schedule covered. Did it not cover depreciation?

My, Paeker. Well, this schedule, A-19, I believe, covers amortiza-
tion, does it not?

Mr. HartsoN. Yes; that is correct.

Mr. Parker. And A-26 in 1919 is also amortization. They are
only different numbers in the different years. It covers amortiza-
tion. :

Senator Jones of New Mexico. That is what I was after.

Mr, Pareer. Yes, It filed an amended claim under date of
October 1, 1921, in the sum of $519,077.55. Engineers Woolsen and
Moore, on the basis of this amended claim, submitted a report under
date of May 12, 1922, recommending a total disallowance of amor-
tization. '

In a brief received in this office August 21, 1922, the tuxpayer
requested a redetermination of its mnortization claim, submitting a
schedule based on present-day replucement costs, from which, on a
basis of value in use it computes a claim for amortization in the
sum of $476,991.79 on a basis of salvage value; and by another
method of computation based on value in use, mekes a claim in the
sum of $546,737.92. This schedule is abbreviated, and in computin;f
the post-war replacement costs the engincer has used segregatec
costs displuyed in the schedule submitted with its amended claim
of Qctober 1, 1922, which show the same total costs as in the brief
requesting a redetermination. No contractual amortizatien was
received by the taxpayer from contracting departments of the Gov-
ernment.

Amortizable costs: Power from this installation is distributed to a number
of 'companies and individuals, and may be segreguted us follows:

1. Power for companies reported on the consolidated return of the Berwind-
White Coal Mining Co.: («) Employed for production of conl; (D) distributed
by the Windber Eleciric Co., a public-service corporation. .

2, Power for cther compnnles not reported on the consolidated return of the
Berwind-White Conl Mining Co.: Installation of facilities for supplying power
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In class 1-A. above i8 clearly within the Intent of the amortization . luw and
the regulations as specified In article 183, regulations 62, edition 1922.

Mr. MansoN. You can omit that portion. We have already read
the law for the record. . o
Mr. Parger (reading) :

Power supplied under class 2 above likewise 18 paid for on a deflnite com-
mercial basis, and the receipts returned as income by the taxpayer. Facllities
fustailed for:supply of such power are not amortizable for the same reasons
stated in the preceding pavagraph. . :
* The ttem covered by purchase order No. 5661-B (18), comprising a switch-
board in station No. 85, is used for controlling power supplied to the Windber
Electric Co.; amortization should be disallowed on costs of $1,276.

On the remalnder of costs, $824,446.44, amortization should be computed
on the basis of its necessity for supply of power in accordance with article
184 (2), regulat’on 63, edition 1922, as segregated in the classification given
above. This will be discussed from two points of view: (a) Connected load;
(b) power generated since this plant has been in operation.

The work which an electric generating station may be required to do is
determined by the apparatus connected to its lines, commonly termed * con-
nected load”; and the frequency and length of time such apparatus is oper-
ating, usually expressed by the term * diversity factor.” .

The taxpayer has submitted a schedule of connected loan based in part in
kilowatts installed and the remainder in horsepower of motors connected.
Horsepower has been converted into kilowatts on a basis of 85 per cent
eg}clfmgr of the motors in order that uniformity of computation zay be
obtained. .

Follow'ng is table showlng connected load: Class 1-A, 16,225 kilowatts;
aliass 1-B, 818 kitowatts; class 2, 1,153 kilowatts, making a total of 18,198
lowatts. .
On basis of connected load amortizable costs ave 16,225 divided by 18,198,

or 80.5 per cent. :

Mr. MansoN. Now, just a minute at this point. That means
89.5 per cent of the output of this plant was for certrin uses that
conld be considered subject to amovtization, does it not?

Mr. Parker. That is correct, the other 10.5 per, cent being power
sold to an electric company for other purposes.

Mr. MansoN. Go ahead. :

Mr. Parker (reading:)

Under heading of * Future development” below, it is shown that the nor-
mal Increase in load has been un'form and will not exceed 450 kilowatts per
venr, equally divided between class 1 and class 2 power, which is:not suffl-
clent to affect the above percentage computations applied to conditions as
of March 3, 1924,

The following table shows the distribution in kilowatt-hours of power
generated on the entire system since the new power house was started : For
the year 1920, class 1-A kilowatt-hours, 23,677,924; for the year 1921, 23,-
971,814; for the year 1922, 7,068,622, . . : ‘

Mr. Manson. 1922 there refers to only seven months.

Mr. Parker. Yes, sir; 1922 is for the seven months from Janu-
ary to July. o .

Class*1-B kilowatt-hours for the three years, as in the first case,
are 2,681,610, for 1920, 2,751,141 for 1921, and.3,134,429 for 1922,

The CmamrMaN. In the latter case, you again mean that 1922
covers seven months?

Mr. Parker. Yes, sir. The total of class 1-A, class 1-B, and
class 2 for the three years is as follows: 26,309,534, 26,722,955, and
10,203,051 for seven months.

Senator JoNes of New Mexico. Those are for what three years?

Mr. Parxer. 1920, 1921, and 1922,
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The Cramyan. I do not get the point as to just what you intend
to prove by that. o L

Mr. Parker. I am reading from Mr. Swaren’s report the figures
that he puts in there on the total kilowatt hours as actually wused.
As a'matter of fact, he does not use those figures in arriving at his
final value. 4 ' o .

Mr. MansoN. This is the basis from which he does determine

however, how much of this {)lant is allocated or should be allocate —

to amortizable cost, is it not

»

M. Parker. That is correct, and the last column of these figures,
and which is really what he is after, is this:

Per cent allocable to amortizable costs, 1920, 90 per cent; 1621, 80.8 per cent;
and 1922, ¢9.4 per cent. . . .

Pre-war power records.of the taxpayer ure not complete, as accurate station:
logs were not kept in the old plants. .

The low percentage allocable to amortizable costs in 1922 is the result of
strlke conditions when only necessary equipment was in service. Normal
conditions are reflected in the yeurs 1920 and 1921 when the percentage of
power distributed agrees closely with the percentage of connected load. As
connected load is an exact measure of possible demand, it is recommended that
amortizable costs be determined on this basis, and ameortization be computed
on 89.5 per cent of $824,446.44, or $737,888.44,

It now goes to the determinution of value in use:

Production basis: In miring operations as conducted by the taxpayer, a
large part of the power is required for driving fans, lighting, pumping, and
drainage, and other uses, which continue even when no coal 18 being mined.
The taxpayer was unable to supply data showing exactly what percentage
power I8 required for these purposes, but. other data showing the general
situntion was supplied.

The log sheet for Sunday, May 7. 1922, when very little coal was mined
and the load in class 1-B and £ was light, shows total. generation of power
was 61,500 kilowatt-hours, while on February 28, which was a day of normal
production, total generation was 120,300 kilowatt-hours, ' :

Records kept by taxpayer over a series of years showing the kilowatt hours
per ton of coal producad afford another check on this relation,

Mr. Manson., Hle did not take that fact into comsideration in
determining his load, did he? :
. Mr. Parker. No, he did not.

.

Mr. MansoN. We will just pass that, then.
Mr. Parker, I think we can pass that. He next takes up “ Plant
suitable for post-war needs,” and says:

Inasmuch as the connected loud Is a determination of the possible maximum
use, and the diversity factor is determined by experience and previous opera-
tion {s an indication of probable use, an analysis of these factors, combined
with a study of probable future development, will enable the determination
of size and type of plant suitable for the taxpayer’s postwar needs. .

Development program: At the time this plant was installed, the taxpayer
had under consideration the sinking of shafts, and hoisting tonnage handled
through certain long entries. A change in the field management has resulted.
in definite abandonment of this plan and reconstruction is now in progress
on the mine trackage.

All the enginecring work has been completed for the electrification of one
shaft of the Maryland Coal Co. This will require 800 horsepower on the.
main hoist and 300 horsepower on the auxiliary hoist, or an increase In
connected load of 965 kilowatts. No authorization has been made for this
work and it will not be undertaken before March 3, 1924,

All the mines are fully equipped for ventilatlon, and there will be,no
inerease in this lond from additfonsl development.

All pumping for draluage and unwatering is done in a central pumping
station. I'ive unitg are installed, but three are sufficlent for present drainage
requirements. The veins in this area are reasonably uniform in bedding, and
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a flooding fracture has never been encounteved. There is little probability
that additional pumping equipment will be required. ’

The principal increase of load will be the result of longer haulage as min-
ing progresses. This increnses the average haul about one-fourth mile
per year, and will be taken care of by additional heavy locomotives and tan-
dem lecomotives. This increase is estimuted as one 35-ton (250 horsepower)
locomotive in both class 1 and class 2 power, or & totsl lond increase of not
more than 450 kilowatts per year in connected load.  Thix would mean an
estimated totnl connected load on March 3, 1924, of 18,878 kilowatts.

Before the taxpayer begau erection of -this plaut it endeavored to purchase
power from: the predecessors of the Penn P’ublic Service Corporation, which
supplies power in this territory, but was unable to secure it. Since that time
the Penn Public Service Corporation has installed additional equipment, and
is uble to supply any need for power that may arise in this locality. Its
energy is distributed at 60 cycles, and nll of the mines that are adding to
electrification install 00-cycle equipment, With the exception of the small
additional growth of power demand on the lines of the Windber Electric Co.,
the only avenue for sale of power is to the Penn Public Service Corporation.
To do this would reyguire installation of freyuency changers. The taxpayer
could not contract for sale of a larger hlock of firm power than 5,000 kilo-
watts and still bave soficient reserve for its own needs. The heavy capital
outlay would increase fixed charges to a point that such a small block of
power could not be sold at a profitable rate, It ix evident future incresse of
sold power will be small.

The Cuamratan. Why is it necessary to go into all of that, Mr.
Manson? ' :

Mr. Mansos. This is the basis of the findings on the part of the
engineers for the unit that 80 per cent of this plant was in use. By
reason of the figures which I quoted from my statement, it is the
basis of my coné.iusion that there was 100 per cent use of this plant.

The Caamyax. Well, do we need to go into all of these details
to prove that? ‘

Mr. Maxsox. I think the next two pages, down to the end of the
first paragraph on page 9, are necessary to substantiate those state-
ments. -

Mr, Parker (reading): .

Tnits necessary: An uninterrupted supply of power is necessary at all
times and reserve cupacity must be available to avoid interruption due to any
ordinary accident that may occur.

Examination of normal lead curves shows that the power dewmands for
nine hours of the day is approximately two times the demand for the remainder
of the day. Most economical operating conditions would be obtained with two
units in service at or near full load during the perfod of heavy load, and one
unit in service during the remainder of the day. With two units installed
there would be no reserve in case of accident to either unit. A third unit in
reserve would provide sufficlent assurance of operation under any conditions
that might be foresecn in the taxpayer’s normal operations.

Use of old plants as reserve units: Because of better operating etficlencles,
as rapidly as the new units were ready for operation the load was shifted,
and the old stations were shut down. I’lant No. 35 was the last shut down.
After plant No. 35 was shut down, a full ¢rew was kept on duty and full
steam pressure maintained in the boilers as a reserve uuit to the new station.
This was an inefficient arrangement. and as soon as practicable the installa-
tion of a third unit was authorized.

A high price was asked for a duplicate of the units installed, and the tax-
payer bought a 10,000-kilowatt (12,600 K. V. A. Unity P. F.) unit bullt for
another firm, but never installed. The total cost of this larger unit was
practically the same as s duplicate of the original units, and gave the tax-
payer the advantage of increased reserve, with a better water rate for its
dur lond if carried on this unit. No amortization is claimed on this third
unit.

Estimate of load: An examination of the station logs slnce the new power
plant has begun operating shows that the maximum peak which has ever
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been curried was on March 13, 1922, at 2 p. m,, the load reaching 0,200 kilo-
watts at 99 per cent P. F., or 50.6 per cent of connected load. Febrnary 28,
1922, was selected as an uverage or normil day, when the maximmm peak was
8,800 kilowatts at 97 per cent I'. F,, or 43.8 per cent of connected load, from
10 a. m. to 11 a. m. and again at 2 p. m. at 95 per cent I'. F.

The lighting load will never coinclde with the power peaks, and these way
be taken as the extreme load to be expected.

As shown under * Development program,” the ¢onuected load on March 3,
1924, will be approximately 18,873 kilowatts and assuming the same ratio
of peak loads developed above, loads as high as 9,600 kilowatts at 60 per ceut
P. F. may be expected.

Sufitability of present plant: The two units on which amortization I~
claimed are rated at 5,000 kilowatts each at 80 I’ ¥, equivalent to 6,200 K. V.
A, at Unity P. ¥. The taxpayer bhas submitted water-rate curves of these
units which show that at 4.000 kilowatts (which i8 the average operatiug load
per unit under normal conditions) the water rate is 13 pounds, while at full
load the rate is 14.8 pounds, or less than 2 per cent better. From a point of
view of steaw economy, the present plant is entively sultable for any present
or future needs.

Suitable stze of units: Normal day losd is approximately S.000 kilowatts
at 95 per cent . F. or 4,000 kilowatts per unit during the perfod of high
load, and 3,800 to 4,000 kilowatts at 80 to 85 per cent P. F. during the perfod
of light load. The next smaller size of unit of the types on which claim fs
made §s 5,000 K. V. A, at Unity . ¥., or 400 kilowatts at 80 per cent 1. I,
Should units of this size replace the present units, normal loads would be
carried at the maximum points of efficiency on the water-rate curve. Peak
overlonds because of high P. F. would impose no unusual strain on the elec-
trical end of the equipment, but the mechanical end would be loaded beyond
an efficient operating point, and the load carried by by-passing steam to the
low pressure stuges of the turbines. These conditions will not prevail more
than two hours per day, and the excess cost of the power generated under
overload conditions would be less than the increased fixed charges on a plant
with units of larger size.

The size of the generating units is the controliing factor in determination
of sizes of other parts of the plant, and the same ratio of -use is applicable.

Ratio of units as measure of value in use: As a result of the above analy-
sis, the ratio of units of the smallest suitable size to the units installed, or
4,000 divided by 5,000, which is 80 per cent, is considered a fair measure of
the value in use and is recommended.

Do you want to read these figures, Mr. Manson !

Mr. Maxson. No.

Mr. ParkER. I can just state the total amount of amortization
recommended in this report.

Mr. Manson. If you will; yes. :

Mr, Parxer.. The total amount of amortization allowance recom-
mended for the years 1918 and 1919 by this report is $176,953.25.
be?lr. ?MANSON. And what was the total allowance as you stated it

ore

Mr. Parker. That is the same as I had stated in my report before.
Of course, there is a supplemental report to this that changes that.

Mr. MansoN. Yes. Now, what was the next step in the handling
of this claim? : :

Mr. Parxer. They had a conference on October 30-31, from
which I have already quoted one paragraph in the previous remarks,
where the taxpayer seemed to be willing to accept a 70 per cent
value in use instead of 80 per cent. )

Mr. MaNsoN. Was there any further report made by the engineer,
or were there any further reports made by engineers?

Mr. Parker, There was a further supplemental report made by
the engineer on November 18,
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Mr. MansoN. Have you that report?
.Mr. Parker. Yes, sir, .- - o :
Mr. Mansox. It is a short report, is-it not?
Mr. ParkEn. It is a _very short report.
Mr, MansoN. Yes; just read that.
Mr. PARger (reading) : - . ‘
This supplemental report is based on a report submitted by the cugilieef
under date of October 21, and conference held in this unit October 30-31,
November 7, and November 13, : :
In these conferences the taxpayer submitted duta to show thut the pre-war
plunts of 9,000 kilowatts installed capacity had been Increased during the war
perlod by 10,000 kilowatts, making a capacity of 19,000 kilowatts, and that
units of 9,000 capacity ure surplus for post-war needs, .
On this basis the value in use becomes 10,000 divided by 1,900, or 52.6 per

cent. ‘

Mr. Manson. Which was the percentage used in finally deter-
mining amortization? . _

Mr. Parger. Yes, sir. S

Mr. MansoN. Did you find any report of any evidence submitted
or any further examination made by any of the engineers of the
bureau which became the basis of their changing their estimate of
the amount of use of this plant? - : : ,

Mr. Parker. No, sir. you want the amount of this redeter-
mination ¢ : ' )

Mr, Manson. Yes; the amount of the redetermination.

Mr. Parker. On this supplemental report$

Mr, MansoN. Yes.:

Senator JoNes of New Mexico. I would like to know what that
sup;;.lemental report is, and by whom it was made. Was it made

by t ’ '

e same engineer that made the other report?
Mr. PArRkER. Yes, sir.
Senator JoNes of New Mexico. And was it made after this so-
called conference? -
" Mr. ParkER. Yes, sir,
Senator Jones of New Mexico. How soon afterwards?
Mr. Parker. His original report was on October 24. There was
a conference on October 30-31, of which I found a copy; also No-
vember 7 and November 13, of which I did not find a copy, but which
ibly the department can find. This supplemental report is
ated November 18. That is a little less than one month from his
first report. . '
Senator Jones of New Mexico. Then, the effect of this confer-
ence was to develop a new.basis for computation of the percentage
not in use of the plant?
Mr. Parker. I would hardly call it 2 new basis. It was the basis
originally brought up in the taxpayer’s original claim.
. Senator Jonrs of New Mexico. They changed the percentage, thent
: Mr. Parker, They did change the percentage; yes, sir.
Senator Jonrs of New Mexico. On what evidence? .
“Mr, Parker. I can find no new evidence that was not shown at
the time of the first report. -
The CarMAN, Gto shead, Mr, Manson., - :
Mr. MansoN. Did you give the amount of the final allowance
based upon the 52.6 per cent?
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Mr. Parker. The first allowance, as I stated, in round figures was
gg g,gg(l),lsénd in the supplemental report it was changed to a total of

Senator Jones of New Mexico. I would like to know just what
that last standard of computation meant, in plain language, and not
in engineering terms, N L , '

Mr. ParkgEiR. In brief, it is this: He said that before the war
they had a plant that woulg produce 9,000 K. W. That is simply a
term, of course, of electrical energy. .

" Senator JonEs of New Mexico. Yes. - '

Mr. Parker. You might say 9,000 tons, if you want to. 4

Senator Jones of New Mexico. I understand the term “ K. W.”

Mr. Parger, All right. Then, before the war they had a plant
that ‘would produce 9,000 K. W. During the war they built one of
10,000 K, W. They claimed that 9,000 K. W. was all that they
needed. Therefore, they claimed that the total capacity of their
plant when they completed their war equipment was 19,000 K. W.;
80, in, their first claim, they divided 9,000 by 19,000 to obtain a
value in use, and that is what they claimed in their brief; but the

_ engineer has changed it to 10,000 to 19,000 to get a ratio, because
he knew that they were using the two 5,000 K. W. units and that
the 9,000 K, W. units were not in use. | )

Senator Jones of New Mexico. And for purposes of amortiza-
tion they assumed that the original plant of 9,000 K. W. was 100
per cent efficient, and they built a new 10,000 K. W. plant, making
a total of 19,000 K. W., 100 per cent efficient, and_inasmuch as they"
only needed nine or ten thousand, they wrote off the balance. 1Is
that about the substance of what occurred? - :

Mr. Parker. That is 'it, Senator.. ‘They did it just as you said.
They wrote off the old plant, and, in addition to that, they have
taken the amortization on it, too; that is, they are amortizing the
new plant and writing off all the old plant.

Mr. MaxsoN. Now; if this latter basis of computing amortization
is to be accepted, the basis whereby they arrived at the 52.6 per cent
value in use, they must of necessity ignore the fact that they have
scxi\adpped the old plant; is not that correct? ,

r. Parker. I should think so, though they practically stated it
in their papers. It is easy to see that they have done so.

Mr. Maxsox, Well; they must ignore that fact in arriving at that
percentage; is not that true? ' '

Mr. Parker. That would be my understanding, and I can not see
any other way.

Mr. MansoN. Yes. They also proceed on the assumption that they
do not need any reserve power. Is not that also true? .

Mr. Parker. That is correct. :

Senator Jonks of New Mexico. And they ignore the fact on their
books for depreciation of the old plant they had yractically written
it off hefore this new plant was being constructed

~ Mr. Parxer. They had not written it off, Senator; that is, they
had written off a certain amount up to 1918. In 1918, they increased
their rates of depreciation, and our previous statements have been
to the effect that 1f they had used the same rates that they had used
during 1918 and 1919 for the whole period, the plants would have
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been entively written off before the war commenced. They did no
actually use those rates in those pre-war years, That left a balance
which, in April, 1920, at the time the new plant was finally com-
pleted, they did write off their books, and that sum of money. repre-
sented $139,000. | o i . ,

Senator Jo~Nes of New Mexico. That is, what they were carry-
ing\ on their books in April, 1920, for the old plant was $139,000¢

Mr. Parxer. Thdt is not all ,‘t’h‘ey were carrying; no, sir.. They
were carrying somet’hin(f' over that, but the $139,000 represents the
write-off of the plant down to its bare serap value. They. left a
value equal to scrap on their books. '

Senator JoNEs of New Mexico, Oh, yes, -

Senator Ernst. Mr, Pyrker, when was it that you first had any
personal knowledge or information about this Berwind-White Coal
Mining Co. case? _ ' .

Mr. Parker. When I read the printed report to the committee,
of last year’s sessions. '

Senator Ernst. You knew nothing up until the time that you saw
the record here? .

Mr. Parker. No, sir; and it scemed a case that was not too large
to :ry. It was the first one that I looked at, to go into to any ex-
tent. : o

Senator Exnst. How did you select this case. why did you select
this case, rather than others? =

Mr. Parker, Purely by chance. It did not seem as large as some
of the others in the record, and I hesitated to try the ones running
up into big millions for the first case. I simply took it at random,
from reading the record. 1t seemed to be worth looking into.

The Cuamkman. I might say to the Senator at this point that I
esked the staff to go over the hearings of our last sessions and pick
out the cases where complaints had been made to the committee.

Senator Exnst. That is what I am trying to get ‘at.

The CuairmaN. Yes; and this is one of the cases and the other
cases, the Aluminum Co. of America, the Standard Steel Car. Co.,.
and some other manufacturing concerns mentioned in the complaint
formally made before this commitiee.

Mr. Manson. Will you refer in your report to the part where you
discussed the spread of amortization?

Mr. Pargez. Page 9.

Mr. Manson. Will you just read that?

Mr. Parker (reading) : :

Your engineers were at 2 loss to check the spread of amortization over the-
years 1018 and 1919, It appeared from the record that the engineers had ac-
cepted the taxpayer’s claim of allocation of costs over the two years, but had
called, as is customary, for n check of thelr costs by the auditor.

A conferenve was held with My, Hering, conferee auditor, who is familiar
with the practice ot the depnrtment, )

An exanmination. of the record makes it appear that this has not heen done.
'he taxpayer has obviously thrown all his costs into the year 1919 by taking the-
<ntes of his purchase orders or commitments, .

The result is that, while his acturl expenditures for the war plant alone:
were only $218,653.27 up to January 1, 1019 (see Exhibit E), he has heen al-
lowed to take $333,200.95 amortization in that yenr. Mr, Hering stated he-

helfeved an error had been made and it might make a difference of $180,000
in the tax, If the costs had been allocited on the basiy of actual expenditures,
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as should have heen done In cnse of a facllity not conipfetea or used uﬁtll after
the war period. .

We again call attention to the fact that a 'letter of vverassessment of over
$500,000 has been Issued, and probrbly a cash refund made. .

'Mr. Manson. At this point, T wish to read in the record article
185 of Regulations 62, - R PP :

Senator Ernst. Was not that given a little while ago?

Mr. MansoN. No. - : o '

Senator Ernst. That was 183, was it ?:

Mr. MansoN. Yes; this is 185,

Senator Ernst. Al right,

Mr. MansoN (reading):

The amortization allowance shall he apportioned (a) in casex where the
property war employed in the production of 'articles contributing to the prose-
cution of the war, over the respective accounting perfods . of the taxpayer,
having reasonable regard to hix gross and unet income, and where separitely
ascertainable the income from the facilities upon which amortization is
claimed, between January 1, 108 (or if the property was acquired subsequent
to that date, January 1 of the yenr in which acquired), and the aetual ob
estimated date of cessation of operations ax a war facility, and (b) in cases
where the property was not completed in time for ase in the production of
articles contributing to the prosecution of the war, on the basis of the expendi-
tures made on account of which amortization is allowed.

I now call your attention to page 9 of your report. Had the
allowances for depreciation for the years 1918 and 1919 been applied
to the former years, you have already stated that, it would have
wiped out this property long before the war? .

Mr. Pagxer. Yes, sir, S .

Mr. Ma~soN. I now wish to call the committee’s attentionto the

regulations with respect to depreciation allowances. Article 161,
among other provisions, contains the following:
. The proper allowance for such depreclation of any property used in the
trade or business is that amount which should be set aside for the tuxable
year in accordance with a reasonably consistent plan (not necessarfly at a
uniform rate) by which the aggregate of such amounts for the useful Hfe of
the property in the husiness will suffice, with the salvage value, and having
due regard for expenditares made for corrent upkeep, at the end of such usetul
life to provide in place of the property its original cost (not replacement
costy, or its value as of March 1, 1013, if acquired by the taxpayer before
that Qaie. . : .

Have you thut certificate of over-assessment [addressing Mr.
Hartson]. . . .

Mr. Harrson. That is a copy, Mr. Manson. I think the oviginal
certificate, if I am not mistaken, goes out to the collector.

Mr. Manson. I do not believe this is the one. I wouid like to
know definitely on what date the Commissioner signed the certificate
of over-assessment disposing of this amortization matter.

The CrramsraN. Has the Bureau that here in its files?

Mr. Pauken. It is there, because I have seen it.

Mr. MansoN. Can you ascertain from any records that you have
here upon what basis that certificate was signed? .

- Mr. Greenier, I find the following in the memorandum, which
states as follows: _ '

The over-assessment was applied a8 a credit agninst taxes due for other

years in the amount of $249,005.40, und the bulance of $252,103.62 was refunded
by check mailed June 3, 1924 B



752 INVESTIGATION. QF BUBRAU, OF INTRBNAL, REVENUE

...The guunum May I agk yon what the date of that is ¢hat you
are rea mg from?

. l A NIDGE. Tlns is dated June 3, 19%, when the check Was
maile

. Mr, MANsom But wlmt I want is the date ‘that the Commissioner
exgg:d the certificate of over-assessment ﬁna.lly dxsposmg of tlns
matter, T T

Mr. Nasu. The Commassmner does not mgn tho oertlﬁmte of over-
assessment. He signs a schedule on which will be entered maybe a
hundred of these certificates of over-assessment, going out to a cer-
tain collection district.

a Mr? Manson. Well, have you any record there to show that was
one

Mr GREENIDGE, Yes, sir; on June 3, 1924 it was maﬂed

. Mr. MansoN, That is when they sent out the check.
- Mr. Greenmoe. Yes, sir.
d gr Maxion. This matter was ﬁnally dlsposed of bcfore tha.t
ave, v .
. .Mr. GREENIDGE. Yos sir..

. Mr. Mansow. I would like to know what date 1t was when th:s
_matter was finally digposed of.

Senator Jonrs of New Mexxco And who dtsposed of it.

. M. Mangbni " Yes.

"' Senator Joxzs of' Néw Mexico And by whnt what sort of a'mem-
ornndum dr opinioh?

Mr. Greenmor. That' would not be in thig ﬁle hgentlemen L

My, Nasu. This, I mnght say, was approved in the solicitor’s office
on Jinuary 14, 19%, ‘and' from’ that point on’it is a matter of me-
chanical procedm\e "1t is entered on s schedule and the commis-
sioner s fgns that schedulé,' The schedule then goes out to the col-
lector of internal revénue of this disirict, and he checks the items
there against his ‘books {6’ see whether' pr not the taxpayers were
back in their takes for an K‘other years,

. Senator Jonxs of New Mexico, What I'would, lxke to know i as who
ﬁxed ay o finality the basis for this assessment?

- Mr. Nasu. The deputy commissjonet in charge of the Income ’l‘ax
Umt signs this certificite of overassessment, and it is reviewed by the
so,lé citor in cases of over $50,000.

entator Jones of New Mexico. Now, you say “ this.” To what
do you refer} L
t,'Nasm. The certificates of owrashessment ’ a

Senator Joxes of New Mexico. It is that’ ceri:iﬁcate---

My, Nasit, It is o ¢arbon of the ongiil\al cei'tlﬁcate

' Mr. Maibox, Whien 'is that' dated?

Mr. Nasn. No da_te apxiem on that Mr Manaon, but ‘there are the
dates of approval.” '

r. Manson. Would it bé subsequent, then, t to the 14th-of J,anuary,
1924 t?hat this matter WOuld be pnsSed on i)  ‘the de}iuty ¢commis-
smnen

- Mr. Nasn. 'The comimssnoner would npg ove 'the schedule. - 'l‘hus
is approved by Alexander, head of the division, on November '8
1923, and the deputy, commissioner would, a;ipnove it after that, and
then that would be"as a matter of form. he sohcltor’s oﬂice has
approved here January 14, 1924, °
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Senator Jongs of New Mexico. What is thet that was approved,
th%ii'yo%arb 'tglgging 'alt)‘tziut‘and' ointing to? h o
r. Nasu. The certificate of pveragsessment, showing an. over-
assessment 'of' $501,111.02, to the' crédit of the P;ef‘wm;l-%hlp Coal
Mining Co., Philadelphia.. .~ o0 00 0
" Senator Jonis of New Megico. Dods that contain any memo-
randum or opinion or decision as to the basis on which thecaloula-
tion was made? L S S VS
ﬁM: ‘Nasir This is the auditor’s computation in arriving at that
gure. ‘ : o
Senator Jones of New Mexico. Well, let us get that in the record
so that we may know what it is. Somebody, explain what it is an
what was the foundation forit.. ™ = = R
Mr. Manson. That is the final closing document in the matter,
is it not? , Co o ’ :
- Mr. ToNeare. Yes, = =~ ' AR
Se(ril‘?tor Jones of New Mexico. By whom was that pr-r pre-
pare ‘ ' ‘ e ,
n%ﬁ’ l'fumwm. This paper was prepared by an auditor, Craig L.
eddish. =~ = = ' R
Senator Jones of New Mexico. What was the authority . for his
preparation of that paperf =~ © - - 0 -
r. TUNGATE: 'l'glxs audit is based upon data'in'the file, taking the
taxpayer’s net income as disclosed on this return, making an adjust-
:iﬁmt, debit and crédit, and, of courge, working in this amortization
owange, ' . ' o Ut T
i Senator Jowes of New Mexi¢o. Well. what is the basis? What was
_furni?shed to that aiuditor as the basis for the, amortizatien allow-
T A AR
Mr. Tuxneare. There is a xf,iport made
neer, which has been read by Mr. Pavker. " R
. Senator Jones of New Mexico. This supplemental r%pqmt,i which is |
gie i}:m(glilc’t or the result of the conference referred to by the witness,
arker D e Lt L
o M. Td:f;'mg"é'. Yes, gir, ' v oo o o
"“Senator Joves of Neéw Mexico. And all that the auditor did, then,
was to take that so-called supplemental report, of a date subsequent
to the"conference and use that as'a basis for: making those calculy-

! ot

tions to which you refer?

was made. o SR ) e,

Senator JoNE of New Mexico, Well, the revenye agent simply
furnished the amount which the taxpayer owed, I take it, and hq had
nothing to do with the amortiZation allowance? ~ ., . .
~ My, Tuneate. The revenue agent had the report 'made by:'the
amortization engineér when hé made, the investigation of the tax-
payer’s hooks and submitied quite an extensive report on, the tax-
payer’s net income and invested capital. The 'augito;.‘, Mr.; Reddish,
takes the revéhue agent’s report and the report made by the amortiza-
,tion engineer and compiles or fixes the tax liability which is set, forth

iﬁ thesesc'h'edlﬂes. S . Sy IR I N S TR S
Senator Jones' of New Mexicd, What' did the reveniie. agent have
to do with the gmortization featuire? , ., ., . ...,

.. e - . s n D | LN . T
I R S P PN SRS X TF AP FL SR ONS S W TR B SRS S S BRI P A .

Mr. Tuncare. Together with',the _‘jfe\;gr‘ﬁue;, “‘ge‘.ixtfg 'réport, which

ot b e
1
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© Mr. ToNeATe, In this particular case he accepted the report made
by the engineers, R o oL
Benator Jones of New Mexico. With this supplemental seport? .
Mr. Tt.ueare. Yes, sit. R
‘Senator Jones of New Mexico. Tg which we already have had
vefepgnce?. -~ 7 ‘ ’ ,
- My, TuNcire. Yeés, sir. ' ‘ o o
;. Denator Joxes of New Mexico. So:that the revenue agent made
the flist’ calenlation Sh 'the amortization allowance referred to in
this suplemental report? : - S
- Mr, Tongare, Yes, siv. = . L
' Senator Jones' of New Mexico. And then the auditor merely
checked that work of the reyenue agent? . ' : :
Mr, Tongate. Yes, sir. o
Mr. MansoN, Who was it that determined that amortization
should be finally allowed on the bagis of this supplemental report?
' Mr. Tuncaie., Are you speaking to me? o

'
My

s

Mr. Manson. Yes. o L . :
- Mr. Tondare. The engineer’s allowance on his report which states
or recommends that a certain amount shall be aliowed, is accopted by
the auditors as fixing the amount, subject, of course, to che~." on the
~ costs, which is done by the revenue aﬁ:\t in the field. o
""'The CEAmRMAN. I want to get that clear. I understand .from
these answers that there was no further review made of the case
after the supplemental report of the engineer? Is that correct? .
M. i[;ONGATE. You are referring now to amortization only, or in
eneral ¢ . S :
. The Cuamman. Why, certainly; that is what we are talking
about—the amortization. = . ,
Mr. Toneate. Amortization?
The CaHAIRMAN. Yes, . : -
" Mr. Toneate. The revenue agent, it is assumed, made a review of
the costs} yes.’ T ' ' .
The Cmamuman. No; I am not _talking about the costs. 1 am
talking about the engineer’s supplemental report which was read
by Witniess Parker, and in which the percentage used was 52.6 per
cent. "I ask you if you know whether anybgdy reviewed that case
as affecting the amortization after that time? =~ .
Mr. TuNcaiE. Not to my knowledge; no, sir. .-~ =
"The CuamMaN, Can anybody 'here tell me whether it is cus-
tomary for anybody to review those figures? T
. Mr.Gresnmae, Yes; thoy ave all reviewed, .
© The CHarrMAN. Then, I would like to know.who reviewed it
after that time? Lo : -
' Mr. Geeenmeg, The particular yeport that we are talking: about
now, if you will give me the date of 1t, Mr. Parker——
. Mr. Parger, November 18, 1922, I think. .. . :
Mz;. "Mangon, Are you talking about the supplemental report
now! B ooy e
- Senator Jowes. I think what we are all after is t¢ find out who
assumed responsibility of fixing that amortization rate at 52.6.
Myr. MansoN. And on what date it was done. S
Senator Jones of New Mexico. Yes; and when it was done.
Mr. GreeNioeE, I think X can get that in a moment, Senator.
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B ll‘lfn Parger. November 18, 1922 Tlm revxew engmeer was. J. R
ouming.

Mr. GreeNmwar. The - report to which Senator Jones is referrlng
was dated November 18, 1922, signed by En fmeer Swaren, re-
vxe:ved by Engxnear Boolmg, mgned by De La Mater, chlef of
gection :

Senator Jom of New Mexico. Now, let us get that paper m ‘the
record here. What did that paper contain?

Mr. GreeNmoe. Mr. Parker has read most of it, sn~ Have you
not, Mr. Parker? S

My, Parker, Yes, sir; I have a _“? of it ri ht hore

Senator Joxzs of New Mexico. ell, does 1t contam an order or
opinion fixing that as the basis for amortization?

Mr. GreeNmon.-It is the equivalent of an order, sir. It 1s the
report which is taken as the bagis.

Senator Jones of New Mexico. Then, are we to understand that
Mr. Swaren made one report—when was this first report made?

Mr. Parger. October 21, 1922,

Senator JonNes of New Mexico. October 21, 1922, and then did
he make any further investigation of the plant itself, or where did
he get any additional information for his second report, which was
dateﬂ what date? . _

M Parker. November 18, 1922, ,

Senator Jones ‘'of New Mexico. Of November 18, 1922, '

Mr. Greenmee. The taxpayer filed a brief subsequent to lns hl st
report. I think I am correct.

r. Parker, That is correet.

~ Senator Joxes of New Menco And then Mr. Qw:uen cnanged
his report, did he? :

Mr. GrEENIDGE. No; the taxpayer tl;en came before the depart-
ment and pre%ented his case orally on two occasmns, | thmk on at
least on one occasion.

Senator Jonrs of New Mexico. Then, as a result of that oral
argunient. the engineer changed his report, or made a new one?

Mr. GREENINGE. No§ as the result of the pwsentatmn of the brief
and the oral arrrumeut ' .
Senator Jones of New Mexico. He did what? ‘
Mr. Greenmag. He wrote his report dated November 18, 1922
- Senator Jones of New Mexico. Then a conference was held ?

Mr. Greenmee. No: the conference was held before the report. -

Senator Jones of New Mexico. Perhaps, I am in error. Dul
he file more than two reports?

Mr. Grepnmer. You mean the taxpayer, :sn'a

Senator Jones. No; I mean this engmeer < o

Mr. GREENIDUE, Yes, sir; more than one.’ I do not know whethe'r
he filed Jnore than two, .

Mr. Pakker., He filed two.

Mr. GreeNimer. He ﬁ!ed tt\vo I do not know tlmt he ﬁled mme
than two,

Senator JoNEs of I\ew Mexico. He only ﬁled two repm-ts, then ?

Mr, Parger. That is all; yes, sir, -

Senator Joxes of New Mesico. One in ﬁxmg the basns of amorttzu-

tion on 80 per cent efficiency or use? "
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‘Mr. Parkzr. Value'in usei: . ' AR -‘?-’
Senator Jonrs of New Mexico. Value in use.
M. GrepNipee. Which was subsequently changed to 70, I tlnnk
Mr. Parxen. Not officially. It was simply mentioned in the con¢
ference report’that they were trﬁmg to agree on 70, -

r. Manson. This may straighten it out. Did not that conferenco
report. show that the taxpa,yer ‘was to pmduoe evxdence showmg that.
it should be reduced from:80 to 70.-:: ; :

~ Mr. Parker. That is correct.

Mr. Greenipee, But there is also a report showmg thut lt wag
recommended by the conferees that it should be reduced to 70.

My. Mansox. Provided the tax;lmyer .produced that proof. -

Mr. Parker. I can quote exactly from that one pa.ragmph

- Mr. GReeNbGE. What is the date of that conference?

Mr. PArkER. October 30-31. Do you ‘want me to read that?

- M MANGON. Yes, ]ust read that parugn aph, S0 that we wxll ha\'e
it straight, ... .- .

Mr. Parken (readmg) o k. oo '

'l‘aan)er also contends that plant ‘ay o w!mk s only 70 per cent I use us
against 80 per. cent domputed in the engineer’s-veport. On this piolnt It ‘was
agreed -that additional data. would bé submnitted, nog iif the tuformation is as
claimed by the tuxpayer's representatives the conferees will recommuad thglt
the value in use he reduced to 70,

Senator Jones.of New Mexlco. Aftor that they decidegt on a reduc-
tion to 52.6 per cent?. . .

Mr. Parker. Yes, sir.

Mr, GreeNier, After the presentation of the supplomental brief
of the taxpayer and further’ conference.

Senator Jonks of New Mexico. Buat the taxpayer himself only
asked that it be reduced to 70.

¢ *

¢ .

Mr. Greenmar, \Well, he may have dmeloped additional informa- "

tion. I am speakmg only in & very general way, because I know
nothing of it.

Senator JoNEs of New Mexico. But I would like to have somebody
spenk here who was in that cor ference.

Mr. Greenmor. There is one man, Mr. Hermg, who was in the
division. He ig in the department now, and there is another man,
Mr. Bolling, who approved the final repot. He is also at work
in the department, but he is on, sick leave. .just now. He is in Wash-
m ither of those men, of course, is available to the Senator.

enator JONES of New Mexico. Well, from this report and from
your familiarity with it, are you able to offer any explanation of it¢

Mr. Greentee. No, sir; I am not attempting to do so, sir. ‘

Senator JonEs of New Mexico. And this is one of the cases about
which, gomplamt was made before the committee at its S(‘SSIOIIS last
sprin

er.gPAumn. Yes, sir. '

.Senator Jones of New Mexzco. And, t]us reductmn from cven the
claimed 70 per cent to 52.6 per cent has been made, and this matter
settled since complaint was made before the committee?

r. Greenmooe., Well, it certainly has been settled, Senator Jones,

and m perfect regula,r procedure, in the department.
Davis. The refund section went out on June 3, 1924, I believe B
you aud! ,
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. Mr. Guexnmek, Yes, sir;:that, of course, is subject' to verification.
Mr. Davis, Yes, : - o oL
- Mr. Manson. I want to ask Mr. Parker a question at this point.
You state in your report, Mr. Parker, “ We are advised by the
auditors that this refund has probably f'i)een ‘made since the certifi-
cate was signed .b,y the commissioner on March 26, 1924, but we have
not verified. this.” . To what document-are you referring there as
having been signed on, March 26,1924 ¢ D S
Mr. PARKER, As previously stated, I had a conference one day with
Mr. Hering in connection with an appdrent exrror in the spread of
amortization and unfortunately I made note of that but I have not
the paper. I thought it was on a copK of the certificate of over-
assessment, but I remember distinetly that on the side of the paper
there were a. lot of little squares to be filled in, to sign, and in one
of them I asked him when the commissioner had signed it, and
he said, “ These are the commissioner’s initials here,” Perhaps some
of these gentlemen know that paper, which was signed on the side
of it, just by the initials, =~ . U I S
Mr. Davis. Where did you get that date, Mr. Parker? :
~ Mr. Pagrker. That was mﬂw alongside the signature, . .- = . i
+ Mr.- Davis. That date of March 26 that you are referring to. -
Mr. Panker. That was the dateé. S e
..Senaetor Jonrs of New Mexico, . Where is Mr. Swaren, this en:
gineer? . SR
Mr. GreeNmar. He is not in the department now, Senator. ' - -
Senator Jones of New Mexico.: Well, where is he? - . 1.
Mr. Greeninge. We think he is in Cleveland, Ohio, Senator, We
do not know. . . T St
The Caairman. You may proceed, Mr, Manson. =~ = =
. Mr., Manson. I wish somebody connected with the department
would ascertain whether any action was taken in this matter on
Mareh 26, 1924, and .if so, I would like to have produced that docu-
ment that Mr. Parker refersto. -~ - ... . S
Myr.. Panker. Mr. Hering could Yro‘bably explain that because
he was the one that I was talking with about it. ° o e
Senator Jongs of New Mexico. Where is he? X =
. Mr.. GrepNIDGE. In the department here in Washington, Senator,
If'ﬂ:‘m wish him you can have him here in fifteen minutes.: : .
. The Cramman. To-morrow will be all right for that, Senator. ..
- Senator Jonrs of New:  Mexico.' Yes: I think to-morrow will do.
- Mr. Harrson. I think it might be of interést to the committee to
know the way. the commissioner consumimated these actions . -of
refund, and approval of overassessment certificates, - He has been
referred to here as having approved the overassessment certificate,
The commissioner, as Mri Nash has pointed out, deés not sign the.
overassessment cortificate at all, but after overassessment certifi-
cates have gone through the usual procedure, having been 0. K'd
by the heads of divisions, the origimal auditor and the reviéwers,
and they all bear the initials of those who considered them, then
the effect of tlie ¢ertificate is carried out on a schodule which groups
on one schedule or one sheet the adjustment of many taxpayerd’
taxes, and that is what the commissioner signs. That becomes, in
a sense, the ussessment.. It then goes forward fo the collector, and
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it goes on. his books, and. if the ¢ollector has an outstanding asséss.
ment against that taxpayer, against which this schedule:appears
ﬁ(:l’lcarry # refund, the two ‘are credited and balanced against each
other. A Lo
- Senator Jones of New Mexico. Mr. Hartson, do I understand
that this transaction was approved by the solicitor’s office? - '

Mvr. HarrsoN, You understand, Senator, that these certificates ‘of
overassessment, when involving reviews in. excess of $50,000, are
approved in the solicitor’s office. .- o

enator Jonrs of New Mexico. And this was approved in the
solicitor’s office. : . '

Mr. Harreon. That is correct. This overassessment was approved
in the solicitor’s office.. The appraval thére, as the Senator will no-
doubt recognize, is not an enﬁineering approval at all. It has no
real vefercnce and would not have, to the amounts that are carried
in these schedules when some techmical engineering subject is in-
volved. In our office we attempt to make a review, having in mind
the law itself, without attempting to dispute or question the figures
that come up to us, nor any. settlement of engineering questions
that might be involved. We can not go into these questions at all
and go through hundreds of them, but we do try to make a caveful
check, and if we come upon something which is apparently wrong,
even though ‘it does not involve any technical legal question, we
will send it back, and object to it. We do constantly catch things
of that character. Co e -

Senator Jones of New Mexico. Do eyou know anything about this
conference that has been referred to R o

Mr. HarrsoN. There was no representative of the solicitor’s office
present at any conference. ‘The action was moved over to the solici- |
tor's office, the files indicate, not in conference, not in consultation -
with anybody in the unit. o '

Senator Jones of New Mexico. Then yowr office accepted this so-
called supplemental report, I take it.

Mr. Harrson. Oh, it would naturally, I should think, as a matter
of course, because T think we wounld be in no position to question it.
'Those certificates of overassessment are signed by an assistant
solicitor, who is a member of what is know as a claims committee
in the bureau, an: it is not signed in my name, nor ig it signed
for the commissioner. It wus signed by the assistunt solicitor, who
is a inember of the review committee, so appointed and designated
by the commissioner, in order that a lawyer, a qualified man, may
consider the rebate or refund from a legal standpeint. o
- The Cxamrman. Mr. Manson, how long will it take you to finish
your side of this case? o S ,
" Mr, Davis. We would like to have M¥. Hering called. B

The Cumamman. I think the committee would like to meet at 10
o'clock to-morrow morning, and at that time it would like to have
Mr. Hering here, or any other representative of the burean who
can throw any: li%I}t on this subject. -~ - - - '

- Mr. Haxrson. Mr. Nash has just secured the information that
Mr. Manson is desirous of obtaiving,: S
The schedule which ordinarily is approved by the commissioner;

and which carries ‘into effect this certificate of overassessment re- - §
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ferred to in the Berwind-White case, was approved by him on
March 26.

Mr. Manson. That is the date I wanted to fix, and I would like
to call the attention of the committee to the fact that that is just
four days after the witness Moore called the attention of the com-
mittee to this case last spring. He appeared before the committee
on March 21.

The Cramrman. Can anybody explain what held this case up in the
ll)ggzaéu from this engineer’s report of November, 1922, to March 26,

Mr. Hartson. I would not say that that is an unusual delay,
Senator.

The CralRMAN. I'rom 1922 to 1924 is not unusual?

l\gr. Harrson. Oh, 1922, The original report was in 1923, was it
not?

Mr. Parxer. No; it was in 1922,

Mr. HarrsoN, Then I have been misinformed.

Mr. Parker, Not according to my record.

The CramMmaN. I hope the bureau will be prepared to straighten
tl,liis r]t;atter out to-morrow, at our hearing, which will begin at 10
o'clock,

Mr. Hartson. Yes, sir. .

(Whereupon, at 4.15 o'clock p. m., the committee adjourned vntil
to-morrow, Tuesday, December 2, 1924, at 10 o’clock a. m.)
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questions of Mr Manson—that buildings'of that type would not b’
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Mr. Harrson. Do you know whether or not the company did de-
preciate on its books the machinery and equipment at the same rate
that it used on those two war years or prior years? Let me state
it this way: Do you know whether the same rate was used consist-
ently by the company as a depreciation rate on their eqaipment that
they uged during the: way Jéhoe? ¢ o b an o)

Mr. Pargzr. I do not know;what the actual rate was, All that
I could find on the record—-a'ml you will understand that I did not
go through all of the audit papers, which was physically impos-
sible—was a total sum that was set up into the depreciation reserve
and it seems obvious:from the sge of the mgachinery that they could
not Eossibly have taken off any such rate as 16 per cent.

The CuamrMan. Mr:: Hartson, I 'think yon would understand it

better if I pointed: out to you that on' yesterday he testified that they
did not use'the same rate all-through the same period, but if they
had uséd the 1918 dhd 1919 rates they would have done it.
*. Mr.. Harweon. . That  was precisely my understanding,. too, Sena-
tor, and I wanted to have the witness verify that and then to .ask
him whether it is a.fact, from -his obgervation and search of the
records, that this machinery was actually written off and they: had,
gotten their costa hack prior to the building of this new.plant. .

Mr. Parxer, I found on the record a statement where they wrote.
thjs plant off as of April, 1920, amounting to $139,000, youghly. :

Mx, Hanrgon, Then, it is. your ]udgmm}t,.bmd on your. search of
the ‘records here,. that, the company did, in fact, write off the, total
amount: of cost. of machinery in the fold plant prior to 1920%

Mr. Parger. No, sir; in April, 1920—not. prior to 1920.. . .. . .;

Mr. Harrson. Well, Ermr to Apr:ll, jo20¢° . R

Mr. Parxer. Well, that was the date. April was the date.

Mr. Harrson. Now,-Mr. Parker, ﬂgssuming t}f}gb,;.@ pa-accounting’
policy, the company had written off the cost of this machinery an
equipment prior to May, 1920, that would not; necessarily mean ‘that
in.fact, the value of that machinery. has been exhausted through
wear and tear, would 69 . = .., . o o |

Mr, .Pareer. Well, I am not an accountant. I would say that, § .
if the books wére suppased to reflect the true condition of the com-
peny,.and if they were written off to salvage value, there would: be
?b,peason to write them off for any other purpose, but to state the.

acto . -_~:,.I . .(:Q . » : elopiloo .
" Mr,, Hawrson, Well, you know, do you not, Mr. Parker, from

ur.experience, that it is not unusual for a policy of, accpunta,n& to
ﬁe;somewha,t inconsistent ;with .the actual facts?- You know that,,
doyounotf .~ , P ORI
" Mr. Pagger. I know it often happens that the policy. of account-
ing does not, coin%i‘;l}? with the fact, yes, . S

Mr. Harrson. When the company started to construct a new plant.
in 1918, and thdt finally was completed—was it 1920¢, . "

Mr. i’mm' I could not find the exact date on the record.. As
near as X could locate it, it was in the spﬁn% of1920. i .

Mr. Hartson. Now, subsequent to that daté, théy installed another
10,000-kilowatt power unit, did they not, subsequent to the comple-
tion of the plant which is sought to be amortized?. AT

Mr. PARgER. Yes, sir. " B )
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Mr, Hartson. Do yon know whether -this pew: 10,000-kilowatt
ower unit was a separate plant, or whether it was another upit
mstalled in the new plant which was erected in 1918¢ A

Mr, Parker. They built an extension onto the new power house

and ingtalled the new unit, - . : L '
.. Mr. Haryson. It was just en additional unit to the plant started
in 1918 and completed approximately in 1920? =

My, Parker, That is correct. :

- The CrairMaN. Excuse me & minute there. What do you mean
by building? I understand they extended the building also.
building is not a part of the unit. .

Mr. Harrgon. If I understand My, Parker correctlg they started
in 1918 to construct a central power plant, and the a éition of that
10,000-kilowatt power unit: subsequent to 1920 was an additional
unit to their + stem, which had been centralized and concentrated
there in that piant, which was started in 1918,

The CuamrMaN. Well, but_that statement leaves a doubt in my
mind as to whether they had to extend the building also, and the
witness said_they had to-extend the building; bnt the building is
not a part of the unit. . '

Mr. Hartson. If they extended their roof over a litile additional
area it would seem to me to be just an extengion of the unit which
was started in 1918. .

Senator Ernst. Just let us understand the fact. What was the
fact as it was done?. . o

‘Mr. Parkzr. They extended the building also.

Mr. HartsoN. I have no further questions of Mr. Parker. -

Mr. Manson. ‘I have no further questions to ask him.

The CuairMaN. You have nothing further to say in connection
with the settlement, so far as this witness is concern :

Mr. Harzson. I have nothing further to ask this witness.

Mr. Manson. That is all, Mr. Parker.

I would like to have Mr. Hering take the stand.

 TESTIMONY OF MB. JAMES C. HERING, AUDITOR, INCOME T
° UNIT, BUREAU OF INTERNAL REVENUE -

Mr. MansoN. Mr. Hering, you are an employee of the Income
Tax Unit? ) ' _—

Mr. Herine. Yes, sir. : »

Mr. MansoN. How long have you been employed by the Income
Tax Unit? o A '

Mr. Hering. Since November, 1919, .

Mr. MansoN. In what capacity are you employed there?

Mr. HeriNe. As an auditor. o

Mr. MansoN. Were you a. member of the conference held on-
October 30-31, 1922, which considered the amortization of the Ber-
wind-White Coal Mining Co.# A . ‘ :

Mr. Hering. Yes, sir. . . SN
M?r. Manson. And have you the minutes of that conference with
you o A ' .
Mr. Hering. No sir; I have not them personally. They may be
in the case.

. 92019—-25-—p1 6—3
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M:teghwsbx I will read from what purports to be 3 copy of the
min ¢

“ Taxpayer also contends that the plant as'a whole is only ' 70 per'
cent in use, as agmnst 80 per cent comp uted in the engmeer’s repoi't.
On this poin* 1! was agreed that addltmnal data would be sibmitted,
and if the informatior. is as'claimed by the taxpayer’s representu-
:w%, the conferees will recommend that the value in use be reduced
0

“Have you any mwllectlon is to whether what I have ]ust read'
conforms to ‘what occurred at that cohfeterice? = ' :

Mr. Hering. Well, my memory has been: recently refreshed by
the conference report, and I have no resison to' think that this re-
port- does not accurately state the fact. © -

Mr. MansoN. Well,'is this the repo rt, which I have just read?

Mr. Herive. I think it i is; yes, sn'. T have a copy of it here.

Mr. Manson. Oh, you have & copy of it before yout? SR

Mr. Herrxe. 'Y es' I have d copy of it before me. That corre-
cponds to-what-I have. : ' :

r. MaNsoN. Were you s member of the subsequent eonferenoe-’

o on the same claim?$

;' Hehina, On what date do you refer tof i

Mr Manson. Well, were there any subsequent conferences held on
this claim? :

~Mr. Hesing. It is my recollection that the subsequerit talks about
this claim were not what we call formal conferences, but the repre--
sentatives of this company did come in and talk with the officers of
the unit subsequently to this, concerning the' claim. :

Mr, Ma~soN. Now, on that point; what is a formal wnference, as
distinguished from an informal discussion of a claim? . -

Mr. Hering. Well, it is one which is-specially appointed as to
time, as a rule, and armnged for between the representatwes of the
taxpayer and of the unit.

r. MansoN. Is there anyone oﬂiomlly des:gnated to attend a
formal conference on behalf of the unit?

Mr. HeriNe. In a general way, yes. '

Mr. Maxson. Who designatec you to attend this conference on
October 30-31¢

Mr. Hering. I think I was the official conferee of the section at.
that time. : .

Mr. Manson. What section?

Mr. Herine. The amortization section.

Mr. Mansox. Who was Mr. J. W. Swaren!?

Mr. Herive, He was the engineer who made the report in thls
case, that is, the second report. ,

r. Manson., Was he a conferee% _

Mr. Hemng, Yes. -

r. Manson. Who was Mr. C F. Rhodes?

Mr. Hering, He was also & conferee. '~ - '

Myr. Manson. When you say you were a conferee for the section,
do T understand you to mean that you were a sort of standing con-
feree; that is. you were the person specially designated to hold
conferencés on all or in'a considerable number of cases? -
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“Mr. 'Hemine. I think I shall have to modify my statement about
that. I.was at one time the specially appointed confexee of the
amortization section. Later I became assistant. chief of the sec-
tion, and I formally sat in_conferences as assistant chief, and at
this particular date I think Mr. Rhodes, whose siame is also. signed
to the conference report, was the specially designated conferee.

Senator Ernsr. Was he an engineer? ,
Mr. Hrring, No, sir, he was enr auditor. . . . . - .

- Mg, MaNson. Mr. Swaren was the only engineer member of this

conference, was he not¥ -~ - . e Ly ‘
Mr. Herina, He is the only one who has signed it, apd 1 suppose

the only one who sat in. ." T
Mr. Maxson. Have you -any recollection of any other engineer

sitting in that conference on behalf of the bureaut . . = .
Mr. Herine. I-have not any recollection of anyone sitting in the

conference, but ¥ think thet some of the other engineers were.

consulted. . :
Mr. Manson. During the conference o afterwards? = -
Mr. Herine, Possibly, afterwards. - S Ny
Mr. Maxnson. By yout? @ . - _ T
Mr Hrerine. I may have done so; yes. L L
Mr. Manson. Have you any recollection of doing so?. .. . .

- Mr. Herine. My recollection is not distinct enough to assert.it
as a fact, except this, that there were these informal talks which 1.
referred to subsequently in which the chief of the section partici-,

ated, Mr. De La Mater, and probably other engineers, though I

o not remember the othevs definitely now, were there. :

Mr. MansoN. What was the subject of your discussion with. the’
other engineers, :subsegixent to this conference with reference to the
Berwind-White Coal Mining Co.? o .

Mr. Hering. Well, we discussed the.claim in general, but the
point most in controversy was the question as to the percentuge of
use to be assigned to these facilities. N o

Mr. MansoN. From these minutes of the last conference, it would
appear that the dispute between the tdxpayer and the bureau was
as to whether the percentage in use was 80 per cent or 70 per cent.

Mr. Hering, Well, that does not fully state the facts. The tax-
payer claimed even @ less percentage than 70 per cent, and the dis-
pute between the bureau and the taxpayer was as to what the per-
centage should be. o ‘ ,

Mr. MansoN. Who made this memorandum of this conference on
October 80-312 . . : : , ' o

Mr. Hering. I presume I did myself. o

- Mr. MansoN. Was the taxpayer contending at that time that the
percentage should be less than 70¢ . ' L

Mr. Hering, Yes, sir, - - o L o

© 'Mr. Manson. Ilow did you happen, in your memorandum of the
conference, to include. this statement: « Taxpayer also contends that
the plant as a whole is only 70 per cent in use™? = © '~
~Mr. Herine.- He had two or three claims.. If you will go into his
statement, he stated it alternately, one as one point, and’ one as
alnqtheg; but this, I think, was the maximum percentage that hé
¢laimed.
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Mr. MainsoN. Oh, then he did, under some of his forms, or:at least
under one of his forms—— : C . L
Mr. Hering. One of his claims, I should say, or one of his con-
tentions. o S : : O
Mr. Manson. I say, under one of his contentions as to the state.
of tl;e? use. He did contend that there was a 70 per cent use of his
pian : [ .
Mr. Heming. That is my recollection of it. :
Mr. Manson. Now, in view of the fact that the taxpayer conceded
that he had a 70 per cent use of his plant, what inflrenced you to
adﬂ)t a .52.6 per cent use as & basis for final settlement?
r. Hering. I do not know that I ever did adopt it. :
Mr. Manson. Were you at any time a party to any conference
which did adopt any percentage lower than 70 per cent? :
Mr. Henive. I have not any distinct recollection of having ever
gtggreed to & lower percentage, though I may have been asked sbout
i
Mr. Manson. Did you ever agree to less than 80 per cent?
Mr. Herina. Not that I distinctly remember. @ Co
Mr. MansoN. Was the evidence referred to in the minutes of this
conference, to be furnished by the taxpayer to substantiate his 70
per cent claim, ever produced by him, so far as you know? !
Mr. Herive. Well, he submitted some additional data, but I do
not now recall what it was, nor what effect it had upon that conten-
tion. ‘ v .
Mr. MansoN. Do you remember enything about the nsture of
that data$ ' o
Mr. Herine. No, I do not. J .
Mr. Manson. In your position as conferee, or in any other pasi-
tion, in fact, was it necessary for you to agree to the allowance that

was finally made to the taxpayer in this case? ‘
Mr. Henive. No, it was not. My recommendafions were merely

advisory. .
Mr. %ANMN. Whose agreement was necessary to put the 526
per cent basis of determination into forced : RS
Mr. Herrvo. Naturally, the chief of section was the immediately
superior officer, and he was subject to review by still other officers.
Mr. MansoN. Who was the chief of the section at that time?
Mro Hmao Mr- S..To De h Ma“l'. i : . ’ L
Mr. Manson. That is all. ) :
The CHammaN. You may examine, Mr. Hartson. =~ = =
Mr. Harrson. Mr. Hering, the statement contained in that copy
of the conference report, concerning which Mr. Manson has been
interrogating you, to the effect that: “ Taxpayer also contends that
the plant as a whole is only 70 per cent in use, as against-80 per cent
computed in the engineer’s report ” may refer, so far as yon know,
to t.ﬁe plant which was constructed in 1918, rather than refer to
both plants, the old plant, which was constructed many years before,
and tge new plant which was started to be constructed in 1018¢ -
“Mr. Manson.. I do not quité undetstand that question.. -'Will the
reporter read it? - - . - o
(The reporter read the questions as above recorded.) -

v
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Mr. Hrpine. Well, the stetement is the plant as a whole, and 1
! mther think that is the way it was intendedp I may. have misunder-
stood the taxpayer. - - - .-

Mr. Hartson. Is it not true that there were two sel[l)axute pla.nts,
an old plant that we refer to, and the new plant which was con-
etl'uebed in 1918¢.

‘Mr. HeriNg, Yes, generally speakmg that is true. . The old plant
consnsbed of three different units, as I understand it, iy ,

‘Mr. Hanrson. The old plant consisted of three different umtf”

- Mr. Hering. Yes,

Mr. HarrsoN. And the new plant the constructnon of whlch was
-started in 1918 was sepumbe from those units contgined in the old

plant?

Mr. Hemine. Yes, sir.

Mr. Harrson. Would you state as a fact, from the knowledge you
now possess, that the reference in this re tiori; to 70 per cent value
in use refers to both plants, speakmg of the old and new plants as
both plants¢ . -

~Mr. HemiNg. Well, I think that was the customary method of
engmeers in valuing war time facilities, to determine the extent to
which the whole plant was in use, and to assign that percentage to
the war timeé facilities as well as to the others. .

The Cramrmax. I would like to say at this Jmmt that, as T under-
stand it, the previous testimony is that the old plant was abandoned
when the new plant was put into use. There ore, how eould both
‘plants be 70 per cent in use ?

Mr. Harrson.: I do not know, Mr. Chanrnmm, that the bureau is
‘prepared to accept the contentions that are made here by counsel
that the old plant was abandoned. I think we will be prepared to
show that the old plant was in use, and capable of being used up until
1920, at anﬁ'ee\ ent, and, as I am informed, capable of being used now,
and 1s at the present time held in reserve,

The Cmamman. I misunderstood it then I thought somebody
~hud testified that 